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A Primer on the Settlement of Payments

in the United States

George R. Juncker, of the Federal Reserve Bank
of New York, and Bruce J. Summers and
Florence M. Young, of the Board’s Division of
Reserve Bank Operations and Payment Systems,
prepared this article.

In recent years, the soundness of the U.S. pay-
ment system, which can be measured by the
certainty that payments will settle on schedule,
has become a key public policy issue. Payment,
or the transmission of an instruction to transfer
value that results from a transaction in the econ-
omy, and settlement, or the final and uncondi-
tional transfer of the value specified in a payment
instruction, need not, and in fact generally do
not, occur simultaneously. Therefore, the recip-
ient of a payment may face some uncertainty
about receiving value even though a payment has
been made to him or her. Efforts to reduce the
gap of time between payment and settlement, or
to ensure ultimate settlement of the payment,
contribute to the integrity of the payment system
and the efficiency of a market economy.

Four developments have led to the increased
public policy attention to payment system integ-
rity and settlement in the United States. First,
the daily value of payments has increased signif-
icantly because of increased economic activity,
growing sophistication and turnover of financial
products, and opportunity costs associated with
holding non-interest-earning demand deposits.
Second, participants in the payment system have
become increasingly aware of the credit and
liquidity risks associated with clearing and set-
tling payments. Third, the payment process has
become more complex because of technological
advances and increased emphasis on the efficient

NoTtE. The authors have received helpful comments from
several Federal Reserve colleagues, especially Jeffrey C.
Marquardt and Patrick M. Parkinson.

processing of payments and their underlying
transactions. Finally, new settlement techniques
involving netting are being increasingly em-
ployed to reduce liquidity requirements and to
control risk.

This article examines the role of banks, includ-
ing the central bank, in the payment and settle-
ment process and explains the use of netting.! It
also describes large-value netting arrangements
that settle using the Federal Reserve and identifies
issues arising in cross-border and multicurrency
clearing arrangements. The article concludes with
a summary of domestic and international public
policy issues related to settlement.

PAYMENT AND SETTLEMENT

In a modern economy, payment obligations are
discharged through the transfer of an accepted
monetary asset. In earlier times, the monetary
asset could take the form of a commodity, such
as gold or silver. Today, most sovereign nations
issue fiat money denominated in a national cur-
rency unit. Fiat money serves as a store of value
and a medium of exchange because it has the
public’s confidence.

In the United States, the deposits held with
banks by their customers, along with bank de-
posits held with the Federal Reserve, are the
monetary assets most frequently used to dis-
charge payment obligations. Accordingly, banks
and the banking system are integral to the pay-
ment process. In important ways, the safety of
the banking system is itself tied to the integrity of
the payment system.

1. The term ‘‘bank”’ is used throughout this article to refer to
all depository institutions other than the central bank that are
participants in the payment system. The Federal Reserve System
is the central bank of the United States and includes the Board
of Governors and the twelve Federal Reserve Banks.
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A large proportion of economic obligations are
discharged primarily through the transfer of de-
mand deposit claims on banks’ books. Because a
bank can fail, its depositors may bear some
default and liquidity risk as a result of their
decision to hold bank balances. Banks face no
risk in holding deposits directly with the Federal
Reserve, however, since a central bank—reflect-
ing its governmental status—is immune from
liquidity or credit problems. Thus, balances held
with the Federal Reserve, which are referred to
as ‘‘central bank money,”” have special signifi-
cance when used by commercial banks to settle
their payments. Settlement in central bank
money is universally acceptable because the re-
sulting deposit claim is free of default and liquid-
ity risk.

Banks and the Federal Reserve together pro-
vide the settlement infrastructure for the nation’s
payment system. Commercial banks hold ac-
counts through which the general public’s pay-
ments are recorded and settled. The many thou-
sands of payments that bank customers make
each day result in transfers of balances between
banks and therefore affect banks’ positions with
each other and with the central bank. Of course,
banks also make their own payments in connec-
tion with carrying out the business of banking.
These add to, and are often major sources of,
large daily payment flows among banks. Banks
can settle these interbank payments through ac-
counts that they hold with each other or through
accounts that they hold with a correspondent
bank. However, many interbank payments, es-
pecially large-value payments, are made through
the transfer of balances on the books of the
Federal Reserve.

When a bank receives a payment on behalf of
its customer, the account holder obtains a de-
posit claim. If the bank receiving the payment is
satisfied that the payment will settle, the bank
may make funds available to its customer, that is,
it will allow the customer to withdraw, or typi-
cally to retransfer, the funds. When a bank
makes funds available to its customers before
settlement, it is exposed to credit risk because an
account holder may withdraw funds and, if set-
tlement does not occur, the bank may not be able
to recover the funds. Banks sometimes guarantee
the unconditional use of funds to their customers
based on the receipt of payments before settle-

ment. In this case, the bank is providing a credit
service as well as a payment service to its
customer by assuming the risk that settlement
may not occur as scheduled. When settlement
occurs at the same time the payment is made,
however, settlement risk is eliminated for the
bank and its customer.

THE WAY PAYMENTS ARE MADE

Most payments in the United States are still
made with cash (currency and coin). In cash
transactions, an instantaneous transfer of value
occurs, and thus settlement and payment are
simultaneous. Cash is used to settle the largest
number of transactions, but it accounts for only
about 1 percent of the total value of payments.

Checks are the next most popular type of
payment, but they too still account for only a
small portion, about 15 percent, of the total value
of payments in the United States. When a check
is received as payment, the payee must *‘collect™
the value of the check by presenting the check to
the bank upon which it is drawn so that settle-
ment can occur. Consequently, payment by
check can precede settlement by as much as
several days. Banks, including Federal Reserve
Banks, treat check deposits as deposit balances
based on the ability to present the checks for
collection to the banks on which they are drawn.
Because checks can be returned, settlement does
not truly occur until statutory deadlines govern-
ing the return of checks have passed.2

The automated clearinghouse (ACH) has been
designed as a low-cost substitute for paper pay-
ments; and, while still used primarily for con-
sumer payments, this mechanism is increasingly
being used for business-to-business payments.
Settlement for ACH payments occurs sometime
after the payment is made, generally the next day
or even the second day after the transaction. ACH
payments take two forms. In ACH debit transac-
tions, the receiver of the payment initiates the
payment instruction, which must be honored by
the party making the payment (like a check). In
ACH credit transactions, the party making the
payment initiates the payment instruction (like a

2. Checks can generally be returned unpaid until midnight
of the banking day after the day of presentment.
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funds transfer). It is estimated that between 0.5
percent and 1 percent of all payments, accounting
for about 1 percent of the value of all payments,
are made by using the ACH.

Two electronic funds transfer systems—Fed-
wire, operated by the Federal Reserve Banks,
and the Clearing House Interbank Payment Sys-
tem (CHIPS), operated by the New York Clear-
ing House—account for less than 0.1 percent of
the number of all payments in the United States;
however, they account for more than 80 percent
of the value of payments. When a Fedwire pay-
ment is processed, the Federal Reserve debits
the account of the sending bank and credits the
account of the receiving bank. Payment instruc-
tions are for the immediate delivery of ‘‘central
bank money,”’ and Fedwire payments are settled
when the amount of the payment is credited to
the receiving bank’s account with the Federal
Reserve or when the receiving bank is notified of
the payment. The Federal Reserve ‘‘guarantees’’
the payment to the bank receiving the Fedwire
and assumes any credit risk if there are insuffi-
cient funds in the Federal Reserve account of the
bank sending the payment.

Payments processed over CHIPS, however, are
settled only when CHIPS participants fund their
net obligations resulting from the day’s payment
instructions over CHIPS at the close of the busi-
ness day. Settlement of CHIPS obligations occurs
by Fedwire transfers initiated by those in a net
debit position for the day’s CHIPS activity. If the
bank receiving a CHIPS payment makes funds
available to its customers before settlement oc-
curs at the end of the day, it is exposed to some
risk of loss if CHIPS settlement cannot occur. To
ensure that settlement occurs, the New York
Clearing House has put in place risk control
mechanisms (see description below).

Book-entry transactions involving U.S. govern-
ment securities are cleared and settled over Fed-
wire, through a delivery-versus-payment mecha-
nism. With this mechanism, one form of value (in
this case, U.S. government securities) is simulta-
neously exchanged for another form of value (in
this case, a balance with a Federal Reserve Bank).
When book-entry transfers are processed, the
sending bank’s securities account at the Federal
Reserve Bank is debited and its funds account is
credited for the value of the sale. When the
securities are delivered to the receiving bank, the

receiver’s funds account is debited and its securi-
ties account is credited. Payments to the banks
sending book-entry securities are settled through
the transfer of central bank balances. As with
regular Fedwire payments, the Reserve Banks
may extend intraday credit to receivers of book-
entry securities transfers and therefore expose
themselves to some credit risk.? In the United
States, some other types of securities are cleared
through privately operated book-entry transfer
systems. These systems operate somewhat differ-
ently than Fedwire and settle on a net basis at the
close of business in a way similar to that of
CHIPS.

As indicated, the Federal Reserve Banks ex-
tend intraday credit to banks in conjunction with
the payment services they provide. Similarly,
banks often extend intraday credit when they
make payments on behalf of their customers.
Thus, both the Federal Reserve and private
banks are exposed to credit risk in processing
payment transactions. Private banks are also
exposed to liquidity risk.

Banks typically control their risk by establish-
ing intraday credit limits for their customers and
by monitoring their customers’ use of such
credit. In some cases, banks require their cus-
tomers to pledge collateral to cover daylight
credit exposures. The Federal Reserve Banks
have also adopted risk control procedures: They
use ‘‘net debit caps’’ (or ceilings for net debits) to
limit the amount of credit extended to individual
banks that use Federal Reserve payment ser-
vices. The Reserve Banks monitor the use of
intraday Federal Reserve credit for healthy
banks, in most cases, by examining historical
data through an ex post monitoring system. On-
line, real-time account monitoring is used for the
continuous control of intraday credit for certain
institutions, especially those under financial
stress. Real-time monitoring enables the Federal
Reserve to reject or hold funds transfer requests
pending the availability of funds to cover them.
In some cases, the Reserve Banks may also

3. Beginning January 1991, banks that incurred ‘‘frequent
and material’’ daylight overdrafts with the Federal Reserve
as a result of receiving book-entry securities transfers began
to collateralize fully their book-entry-related overdrafts. This
procedure helps protect the Federal Reserve Banks from the
credit risk they face as a result of processing book-entry
securities transfers.
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require banks to pledge collateral to secure the
intraday credit they use.

GROSS VERSUS NET SETTLEMENT

The settlement of payments occurs on either a
gross or a net basis. When payments are settled
on a gross basis, each transaction is settled
individually. For example, Fedwire is a gross
settlement system. When payments are settled
on a net basis, the parties to the payments offset
the amounts they are due to pay and receive with
each other (or with a central party, or clearing-
house) and maintain a running balance of the
netted amounts. The offsetting of payable and
receivable amounts can occur between two par-
ties (bilateral netting) or among many parties
(multilateral netting).

In markets characterized by a high volume or
high value of transactions among a fixed group
of participants, net settlement typically im-
proves the efficiency of payment processing;
reduces liquidity needs; and, depending on the
type of legal foundation and risk controls used,
can help control credit exposures. Netting may
be applied in many real and financial markets.
For example, petroleum companies active in
trading crude oil have bilaterally netted their oil
trades for many years and have also partici-
pated in a multilateral netting arrangement.
Many organized exchanges for commodities
and securities also employ forms of netting,
usually through formal clearinghouses. Banks
themselves actively participate in clearing-
houses through which they exchange and net
payment transactions.

Bilateral Netting

Interbank payments are often cleared and settled
in bilateral arrangements. For example, two
Dbanks that exchange large volumes of payments
may agree to exchange certain types of pay-
ments, such as checks or ACH items, and settle
the net value of the payments between them-
selves at a specific time. This type of agreement
reduces the value of settlement between the two
banks participating in the exchange because they
can total the net value of customer transactions
payable to and receivable from each other and

substitute a single, smaller, net settlement (see
box 1). Two banks may also enter into an agree-
ment to net financial contracts, such as those
involving foreign exchange, and settle the net
amount resulting from the trading.

Multilateral Netting

When three or more institutions participate in a
clearing and settlement arrangement with netting,
the arrangement is called muiltilateral netting.
Banks form multilateral netting arrangements for
various payments and financial contracts, includ-
ing checks, ACH transactions, and large-value
funds and securities transfers. Such arrangements
typically have the potential to reduce the number
and the overall value of settlements well beyond
the reductions that can be realized through bilat-
eral netting (see boxes 1 and 2 for examples).

Participants in multilateral netting arrange-
ments may exchange transactions either at a
single designated time (which is typical for a
paper-based payment system, such as checks, or
for electronic systems that process in a batch
mode, such as ACHs) or within a specified period
of time (as with some large-value funds and
securities transfer systems). An agent for the
netting group typically calculates each partici-
pant’s position based on the value of payments
that the participant has made and received within
the netting cycle, which is usually one day.
Institutions that have made a greater value of
payments than they have received must transfer
money to the clearing group, whereas partici-
pants that have received a greater value of pay-
ments than they have made receive money from
the clearing group. The sum of all participants’
obligations must equal zero.

Box 2 shows a simple numerical example of a
funds transfer netting arrangement involving four
participants; it illustrates settlement from the per-
spective of the clearinghouse. In this example, if
the four banks did not participate in the clearing-
house, they would collectively need to make a
total of ten interbank settlement payments with an
aggregate value of $800 in connection with the
underlying customer payments. As a result of
multilateral netting, only one participant (Bank D)
has an obligation to transfer money to the clear-
inghouse, and the clearinghouse must transfer
money to three participants. Multilateral netting
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1. Effects of the Netting of Payments

The following example illustrates the differences between
the exchange of a series of gross payments and the bilateral
and multilateral netting of the series of payments from the
standpoint of one organization. The assumptions in the
example are that Bank A makes payments to and receives
payments from nine other banks on a given day. It makes
ten $100 payments to and receives ten $95 payments from
each of five banks. It also makes ten $95 payments to and
receives ten $100 payments from each of four banks. The
settlement activity in each of the three cases is as follows:

Gross Settlement

Bank A makes ninety payments worth $8,800 and receives
ninety payments worth $8,750.

Total number of payments made or

received by Bank A 180
Total value of payments made or

received by Bank A that must be

settled $17,550
Day’s settlement effect on Bank A - $50
Bilateral Netting

Bank A nets payments with each of the nine counterpar-
ties throughout the day and settles at the end of the day
with each. Bank A pays each of five banks $50 for a total
of $250 and receives $50 from each of four banks for a
total of $200.

Total number of settlement payments

made or received by Bank A 9
Total value of settlement payments made

or received by Bank A $450
Day’s settlement effect on Bank A —-$50

Multilateral Netting

Bank A nets payments with all nine counterparties as a
group throughout the day and settles at the end of the day
through a common agent for the multilateral netting
arrangement. It makes a single payment of $50 for its
obligation to this agent.

Total number of settlement payments

made by Bank A 1
Total value of settlement payments

made by Bank A $50
Day’s settlement effect on Bank A - $50

In each case, the settlement result at the end of the day
for Bank A is the same (as long as net settlement occurs
normally); however, the number and the value of settle-
ment payments drop dramatically with netting. In bilat-
eral netting, the number of payments to Bank A’s
counterparties is reduced to just 9 from 180 in gross set-
tlement. In multilateral netting, Bank A need make only
a single payment to satisfy its obligation to the group. Be-
cause a much smaller amount of money actually changes
hands, liquidity needs are also dramatically reduced.

and the use of a clearinghouse have allowed these
efficiencies to occur,

In multilateral netting arrangements that do
not involve banks, each participant’s net money
position is typically settled through a ‘‘settlement
bank.”” When the parties to the arrangement are
themselves banks, the settlement bank may be—
but does not have to be—the central bank. If the
settlement bank maintains accounts for all par-
ticipants, settlement can occur by the posting of
each participant’s net debit or credit position to
its account. Alternatively, if participants rely on
several settlement banks, institutions in net debit
positions may be required to fund their positions
by transferring money to the settlement banks of
participants that are in net credit positions.

When the central bank acts as the settlement
bank, a special settlement account may be used
to collect the settlements made by the parties
with net debit obligations. The special settlement

account is opened at a designated time, and
institutions in net debit positions send Fedwire
payments to fund the account. After the account
is fully funded, the agent for the clearing group
originates Fedwire transfers from the account to
participants in net credit positions. After all
funds transfers have been made and the account
balance is zero, setttement of all underlying
payments is complete.

Risks in Netting Arrangements

Two types of risk arise in bilateral and multilat-
eral netting arrangements: namely, credit and
liquidity risk. A third type of risk, systemic risk,
may also be present in multilateral netting ar-
rangements. These three types of risk are de-
scribed in box 3.

In the case of bilateral netting arrangements,
banks must evaluate the credit and liquidity risk
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2. Transactions among Four Participants in a Funds Transfer Clearinghouse

Customer payments with

1. Gross payments among banks before netting

Customer paymients

customers of banks B and C | with customers-of
I re?;,‘:]i(n Bank originating payment Sum of banks A, B, and D
paymen% A B C D claims I
originates 25 and 50
- —> A 50 100 ... 150 originates 100, 125 and 50
| receives 50 and 100 | B 25 125 100 250 — >
T lreceives 50, 150, and 125'
net = 7§
0 325 J
C 50 15 125 net = 50
net = 25 D .. 25 S0 ... 75

[originates 50, 150, and 25| Sum of

- _ | obligations 75 225

net = —150
]

275 225 800

originates 100 and 125

r;ceives 25, 125, and 100

clearinghouse

II. Net claim or obligation of each bank with the

>

receives 25 and 50

Customer payments A B

with customers of

banks A, C, and D Total 75 25

Bank D
C D Net
Customer payments with
50 -150 0 customers of banks B and C

assumed with the bank on the other side of the
bilateral netting arrangement—the ‘‘counter-
party.’’ If there is doubt about a counterparty, a
bank receiving payments from the counterparty
on behalf of a customer may choose not to allow
the customer access to the funds until settlement
has occurred.

A mutualization of the credit risk occurs
when more than two banks participate in a
netting arrangement. In particular, the timely
completion of all the underlying gross transac-
tions that are included in a multilateral netting
depends on the ability of each party to meet its
single net settlement obligation arising from the
netting. If even one participant fails to meet its
net settlement obligation, then settlement for all
the underlying transactions could be delayed or
otherwise disrupted, creating credit and liquid-
ity risks for the participants. Indeed, even a
bank that has no dealings with the participant in
a multilateral netting that does not settle may be
exposed to risk. For example, in the situation
described in box 2, participant A has no direct
dealings whatsoever with participant D: A does

not make payments to D, nor does it receive
payments from D. Nonetheless, participant D
has a net obligation to the clearinghouse of
$150, and participant A’s net credit of $75
would be funded from participant D’s settle-
ment. Accordingly, participant A depends on
participant D to meet its settlement obligation,
even though the two have exchanged no pay-
ments.

The risks created by privately operated netting
arrangements cannot be eliminated, but they can
be effectively controlled and limited. The risks
cannot be eliminated because extensions of
credit between privately owned institutions are
an inherent part of such arrangements, and these
extensions of credit are subject to some degree of
default risk. Two types of risk control systems
are used—decentralized and centralized. In net-
ting arrangements based on a system of decen-
tralized controls, the individual participants are
responsible for controlling their risk vis-a-vis the
other participants with whom they deal as coun-
terparties in the individual transactions (CHIPS
is an example of a decentralized risk control
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3. Risks in Netting Arrangements

Liquidity risk involves the possibility that a participant
in a clearing arrangement will have insufficient funds
at settlement to cover-its obligation. If this situation oc-
curs, other participants may be negatively affected if
they have planned to use the proceeds from the settle-
ment to cover other obligations or, in anticipation of
settlement, have already permitted their customers to
-use such funds. Thus, other participants may have to
find alternative sources of funding to cover their obli-
gations while they wait for the “defaulting” participant’s
ultimate payment to meet its obligation.

Credit risk involves the possibility that a- participant
in a clearing arrangement will be unable to meet its set-
tlement obligation, either in whole or in part, because
of its insolvency. In this case, other participants not only
face a liquidity problem but also may incur actual losses.

Systemic risk involves the possibility that one parti-
cipant’s inability to settle in a clearing arrangement will
cause: other participants in that clearing group to be
unable to meet their obligations either to their customers
or to other banks. The value of the transactions ex-
changed among participants in a clearing arrangement
directly affects the degree of systemic risk: associated
with the arrangement. When high-value payments are
exchanged and the turnover of funds within the arrange-
ment is also high, the degree of systemic risk is gener-
ally high as well. Consequently, high systemic risk is
usually associated with private large-value funds and
securities transfer systems.

arrangement).4 In contrast, systems with central-
ized controls typically rely on a central body that
becomes the counterparty—usually a clearing-
house—to every transaction cleared through the
system: The central counterparty becomes a
“‘buyer’’ to every seller and a *‘seller’’ to every
buyer (clearing bodies in the futures and options
markets are examples of centralized risk control
arrangements),

Clearing arrangements that use either decen-
tralized or centralized risk controls use combina-
tions of the following techniques. To protect
participants against credit risk, many clearing

4. Controls, typically credit limits, are set on a decentral-
ized basis, but they may be enforced through a central
computer facility.

organizations establish membership standards,
which are used to screen participants when they
apply to participate in the arrangement and
which are monitored on an ongoing basis. Some
clearing organizations require each participant to
establish bilateral credit limits with every other
participant whereby the volume of payments
received from each other participant can exceed
the volume sent to each other participant only by
a predetermined amount. Bilateral credit limits
thus provide a mechanism for controlling the risk
that the participants face in exchanging payments
with each other participant in the arrangement.
To the extent that participants agree to share
losses arising from the default of one or more
other participants and that these loss-sharing
arrangements are tied to the bilateral credit lim-
its, incentives are created for each participant to
manage its bilateral credit positions prudently.

Credit and liquidity risks may also be controlled
by imposing limits on the net debit position of
each participant. Such limits reduce the risk that
any one participant may impose on the group and
may be related in principle to each participant’s
ability to fund its daily settlement obligation.
Assuming that such limits, or net debit caps, are
set realistically, their use reduces the potential
that an individual participant will be unable to
settle its position at the close of business.

To handle settlement defaults, some clearing
groups rely on settlement recasts and unwinds.
In a recast, all of the defaulting participant’s
payments are deleted from the settlement, and
the net settlement positions of the remaining
participants are recalculated. As a last resort, ifa
clearing group is unable to achieve settlement
after more than one recast, then it may decide to
unwind all transactions. This procedure essen-
tially requires all the participants to settle inde-
pendently with each other.

For small-value arrangements, settlement re-
casts may be able to address both liquidity and
credit risk without serious systemic implications.
If a participant defaults, the clearing group relies
on the resources of each remaining participant to
fund its adjusted settlement position on the set-
tlement day. Further, by removing all of the
transactions of the defaulting participant, a set-
tlement recast automatically allocates the losses
associated with the default to the participants
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that dealt with the defaulting participant. Such an
approach to resolving a settlement default is
viable only when the value of payments ex-
changed is relatively low and the potential
change in participants’ settlement obligations is
relatively small and can be funded easily by the
remaining participants.

In a large-value netting arrangement, the recast
of the settlement could remove significant credits
that other participants were relying on to meet
their own obligations and thus cause them to be
unable to settle. Therefore, recasts or unwinds
can be a significant source of systemic risk.

To avoid the undesirable effects of a recast,
large-value multilateral netting arrangements—
such as CHIPS—may provide special ‘“‘assur-
ances”’ of settlement akin to ‘‘guarantees.”’ The
nondefaulting participants may, for example,
agree in advance to share the burden of meeting
the defaulting participant’s obligation to allow
settlement to occur on schedule. Lines of credit
or pools of collateral may be maintained, either
of which can be used for overnight borrowing to
provide the funds to achieve settlement on the
day of the occurrence. In such arrangements, the
nondefaulting participants would share losses
after the settlement had occurred, based on some
method of loss allocation agreed upon in ad-
vance. Such arrangements would help prevent
the sudden market disruptions that might other-
wise occur with recasts or unwinds.

Legal Basis for Netting

Netting must have a sound legal basis for the
settlement to be certain. In particular, in the
event that a participant in the netting becomes
insolvent, it is important that the net obligations
of the participants be legally recognized so that a
receiver of the insolvent participant is not able to
“cherry pick,”” that is, accept incoming pay-
ments while voiding outgoing payments.

A variety of legal approaches may be used to
net obligations. For example, netting by novation
would substitute a new legal obligation each time
an additional payment instruction is sent or re-
ceived. Netting among several participants in an
arrangement may be accomplished by placing an
intermediary between the counterparties so that
all obligations are due to or from this new inter-

mediary. These approaches are applicable to the
netting of financial contracts, such as foreign
exchange deals, as well as to payments. Recent
work by the Group of Ten central banks has
emphasized the need for significant netting ar-
rangements to have sound legal foundations.’

LARGE-VALUE NET SETTLEMENTS USING
CENTRAL BANK SERVICES

In the United States, central bank net settlement
services support two quite different types of
private sector large-value netting arrangements.
The first type is a ‘‘pure’’ payment netting ar-
rangement in which credit transfers are pro-
cessed among participants, with settlement
across the Federal Reserve’s books at the end of
the day. The second type of netting involves
payments arising from the exchange of a certain
type of asset, such as securities transactions. As
with the first type, the net payments arising from
the asset transfers may be settled across the
Federal Reserve’s books at the end of the day.

Payment Netting Arrangements

At present, CHIPS is the only ‘“‘pure’’ payment
netting arrangement for large-value transfers op-
erating in the United States.5 It is the largest
payment netting system in the world and pro-
cesses nearly $1 trillion in payments daily. It has
about 130 participants, the majority of which are
branches or agencies of non-U.S. banks. Only
twenty U.S. participants, however, are settling
participants that actually send or receive net
payments to settle on behalf of themselves and
other, nonsettling participants.

5. Bank for International Settlements, Report on Netting
Schemes, prepared by the Group of Experts on Payment
Systems chaired by Wayne D. Angell (Basle: BIS, February
1989); and Bank for International Settlements, Report of the
Committee on Interbank Netting Schemes of the Central
Banks of the Group of Ten Countries, prepared by the
Committee on Interbank Netting Schemes chaired by M.A.
Lamfalussy (Basle: BIS, November 1990).

6. The Federal Reserve Banks provide settlement for more
than 160 small-value payment netting arrangements involving
checks, ACH transactions, automatic teller machine net-
works, and the like.
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Since its inception in 1970, CHIPS has adopted
a variety of measures to control and reduce credit
and liquidity risk. Currently, it employs admission
standards; bilateral credit limits, which are used
by each participant to establish its maximum
exposure to each other participant in the event of
a default; net debit caps, which are based on all
bilateral credit limits established for each partici-
pant; explicit loss-sharing rules, which are based
on the bilateral limits; and collateral requirements
to ensure timely settlement.

Since moving to same-day settlement in 1981,
CHIPS has used a special settlement account
with the Federal Reserve Bank of New York to
settle each day. Immediately after the system
closes for the day at 4:30 p.m. eastern time,
participants are notified of their final net settle-
ment obligations. The settlement payments for
the twenty U.S. banks that settle directly for
themselves and the other participants are made
over Fedwire into the special settlement account
at the Federal Reserve Bank of New York.

If any participant fails to settle, the loss-sharing
rules are invoked. In essence, an additional set-
tlement obligation (ASO) is calculated for each
participant that dealt that day with the defaulting
member to make up that member’s unpaid obliga-
tion, and the participants are given a reasonable
period of time to cover this ASO. If any partici-
pant failed to meet its ASO, U.S. government
securities held in a special CHIPS collateral ac-
count at the Federal Reserve Bank of New York
would be tapped to collateralize a loan in the
market to use for ensuring timely settlement.
Sufficient collateral is kept in the special CHIPS
account to cover any one participant’s largest
potential uncovered net debit. In certain cases,
there would be sufficient collateral to cover sev-
eral simultaneous defaults by participants with
smaller uncovered net debits.? Thus, the CHIPS
collateral account ensures timely settlement for all
but cataclysmic default situations.

Delivery-versus-Payment Arrangements

In contrast to a payment-only netting system
like CHIPS, the Federal Reserve also directly

7. The aggregate value of the collateral maintained by the
CHIPS participants is currently about $3 billion.

supports net settlement for two arrangements in
which payments associated with the clearing of
financial instruments are netted and settled
across Fedwire. The Participants Trust Com-
pany (PTC), a specialized clearing and settle-
ment arrangement for mortgage-backed securi-
ties, uses a risk-control system and settlement
process roughly similar to those of CHIPS.
Like CHIPS, PTC monitors intraday positions
in real time and allows transfers of securities
only if the amount of the resulting settlement
obligations is within specified limits. Unlike
CHIPS, which employs decentralized risk man-
agement techniques, PTC employs a centralized
risk management system in which PTC is the
central counterparty to each transaction ac-
cepted into the system and is responsible for the
settlement obligations. To ensure timely settle-
ment, PTC retains collateral rights to the secu-
rities it is transferring and stands ready to
pledge this collateral to obtain liquidity by
borrowing against prearranged credit lines
should a participant fail to cover a settlement
obligation at the end of the day.

PTC’s settlement procedures at the end of the
day are similar to those of CHIPS. Settlements
are made over Fedwire into a special PTC settle-
ment account at the Federal Reserve Bank of
New York. After participants in a net debit
position fully cover their obligations, PTC ini-
tiates transfers to the net creditors. In the event
that a participant failed to cover its net debit
position, PTC would activate its secured credit
lines to achieve settlement.

Depository Trust Company (DTC) operates a
same-day-funds settlement (SDFS) system, which is
used to clear and settle new issues, redemptions,
and trades for a variety of instruments, including
commercial paper. This system uses Fedwire to
settle and operates much like PTC. Unlike PTC and
CHIPS, however, DTC’s SDFS system does not
employ a special settlement account but rather
relies on DTC’s regular account at the Federal
Reserve Bank of New York to receive transfers
from and make transfers to settlement banks acting
on behalf of system participants. DTC does, how-
ever, provide the New York Reserve Bank with
settlement data and notifies it when the settlement is
complete. Like PTC, it uses securities held in the
system as collateral to support credit lines that
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supplement its own liquid reserves to ensure timely
settlement.

CROSS-BORDER AND MULTICURRENCY
SETTLEMENT

The U.S. dollar is a key international currency.
Many U.S. dollar payments are made ‘‘off shore”’
in connection with a variety of real and financial
transactions. Banks around the world use a vari-
ety of techniques to settle these payments.

In general, the simplest form of clearing pay-
ments outside the home country of a currency is
across the books of a single correspondent bank.
That is, if X, a bank located in London, wishes to
pay U.S. dollars to Y, a bank located in Ger-
many, and both X and Y hold accounts at the
same correspondent bank in New York, X may
order (typically electronically) the New York
correspondent bank to transfer funds from its
account to that of Y. If X and Y do not hold
accounts at a common correspondent bank, fur-
ther intermediation will be involved. The corre-
spondent bank need not be resident in, or even
chartered in, the United States to perform these
account transfer functions involving the U.S.
dollar. Interbank settlement for off-shore U.S.
dollar payments may become even more elabo-
rate. A concrete example may help explain how
interbank settlement occurs for cross-border
payments involving the U.S. dollar.

Chase~Tokyo Dollar Clearing

In Tokyo, the Chase Manhattan Bank (Chase)
operates a dollar clearing arrangement primarily
to serve the Japanese and Asian interbank mar-
kets. Operating during the Tokyo business day
before U.S. markets open, correspondent cus-
tomers of Chase move dollar payments by send-
ing and receiving payment orders that result in
credits and debits to customer accounts at
Chase’s Tokyo branch throughout the day. Once
Chase posts a payment to an account, the pay-
ment is final, Chase stands behind it, and the
customer may withdraw funds. Some customers
are allowed to overdraw their dollar accounts at
the Chase-Tokyo branch during the Tokyo bus-
iness day within specified limits, with the under-

standing that such overdrafts will be covered in
New York during the U.S. business day. U.S.
dollar account balances held at Chase-Tokyo at
the end of the Tokyo business day can be moved
by advising Chase-Tokyo to transfer part or all
of the balance in New York during the U.S.
business day beginning some fourteen hours after
the Tokyo business day begins. These funds
typically are transferred by Chase and its cus-
tomers in Tokyo through their U.S. branches or
through U.S. correspondent banks over CHIPS.

The Chase-Tokyo clearing arrangement for U.S.
dollars is based on correspondent banking relation-
ships with customers. Nonetheless, it differs from
traditional correspondent banking in at least two
ways. First, Chase’s customers contract to partici-
pate in a specific loss-sharing arrangement to reim-
burse Chase on the next business day if a participant
defaults. Second, in part because of the mutualiza-
tion of risk resulting from the loss-sharing, the
arrangement operates as a system with some of the
same kinds of interdependencies that arise in a
multilateral netting arrangement.

Foreign Exchange Settlements

The latest international estimate (as of April
1989) of the size of the foreign exchange (FX)
market put average daily turnover conservatively
at $650 billion.® The settlement of these transac-
tions may represent the single largest global
demand for payment services and is believed to
account for a substantial proportion of payments
made over the large-value funds transfer systems
in countries with key international currencies.
The traditional settlement practices for foreign
exchange contracts, however, present special
risks, since the settlement of these contracts
typically involves payments and counterpay-
ments that are settled at different times in differ-
ent countries. For example, in a yen-dollar trans-
action, the yen leg must be settled in a yen
arrangement and the dollar leg in a dollar ar-
rangement. The party making the yen payment
would be exposed to settlement risk from the
time the payment was made during the Japanese

8. Bank for International Settlements, Survey of Foreign
Exchange Market Activity (Basle: BIS, February 1990).
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business day until the dollar counterpayment
was received during the U.S. business day. Ata
minimum, this period represents about an eight-
hour exposure and could reach almost twenty
hours or more, depending on when individual
payments were actually processed.® This tem-
poral risk, during which payment has been
made in one currency but not yet received in
another currency because of time zone differ-
ences, is often termed ‘‘Herstatt’’ risk, as a
result of the 1974 failure of a German bank,
Bankhaus Herstatt., Bankhaus Herstatt failed at
the end of the German business day, after mark
payments had been made on the mark leg of a
mark—dollar transaction, but before the end of
the business day in the United States and thus
before U.S. dollar payments in the United
States were fully completed. Therefore, parties
that had made payments and were owed dollars
for the transactions did not receive dollar pay-
ments as scheduled.

Recently, the private sector has made strides
in addressing risks in the FX market by develop-
ing bilateral netting arrangements that reduce
both the number and value of payments neces-
sary to support the settlement of the underlying
contracts. The central banking community has
been monitoring existing and proposed arrange-
ments out of concern that the netting arrange-
ments should in fact reduce risks and not just
disguise them. In fact, in November 1990 the
Group of Ten central banks adopted minimum
standards for cross-border multicurrency inter-
bank netting schemes. 0

While the bilateral netting of FX transactions
appears to be gaining market acceptance, such an
arrangement does not exhaust the operational
efficiencies or potential risk reductions that well-
designed multilateral netting could offer. Two
groups of banks, one in Europe and one in North
America have explored multilateral netting of FX
contracts. These groups have also explored the
appropriate risk management facilities and oper-

9. The exposure is shorter if settlement for the western-
most currency, the U.S, dollar, is made in the morning over
Fedwire. It is longer if settlement for the U.S. dollar leg is
made through CHIPS, which achieves settlement at the end
of the banking day in the United States.

10. See BIS, Report of the Committee on Interbank Net-
ting Schemes.

ational capabilities to support multilateral netting
and cross-border, multicurrency settlement for
FX transactions.

Major challenges appear to remain. Indeed,
finding a safe and efficient delivery-versus-pay-
ment mechanism that ensures the simultaneous
settlement of payments in two or more curren-
cies and virtually eliminates Herstatt risk re-
mains both a goal and a challenge for market
participants.

PUBLIC POLICY ISSUES

The United States has for decades had a payment
system that achieves timely and reliable settle-
ment. The banking system, including commercial
banks, their clearing organizations, and the Fed-
eral Reserve, have played an active part in
supporting the payment and settlement needs of
the economy.

As noted in the introduction, however, public
policy concern about the U.S. payment system
has increased, especially with regard to the in-
tegrity of the settlement process. In large mea-
sure, this concern is related to the dramatic
increase in daily payment flows, which in 1980
represented only about twelve times average
reserve balances held with the Federal Reserve
and today represent about fifty-five times reserve
balances.

The increased demand for payment services is
explained partly by the extensive reliance
throughout the world on the U.S. dollar as a
reserve currency and as a vehicle currency in
foreign transactions. This reliance on the U.S.
dollar is illustrated by the predominance of
CHIPS payments that are related to settling the
U.S. dollar part of FX transactions—an esti-
mated $650 billion of the $1 trillion of daily
CHIPS payment flows are related directly to FX
settlement. However, the attractiveness of the
U.S. dollar as an international currency depends
partly on the efficiency and soundness of its
settlement arrangements. Moreover, from an in-
ternational standpoint, the efficiency and sound-
ness of national payment systems are becoming
increasingly interlinked because of the need to
make and settle the growing number and variety
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of off-shore, cross-border, and multicurrency
payments.

The current context of public policy therefore
is global. Participants in the payment system
rely on settlement banks that engage in various
businesses and provide services to domestic
and foreign customers who rely on several
currencies, the most important being the U.S.
dollar. As technology and designs for settle-
ment systems have evolved and have permitted
more efficient interbank settlement of pay-
ments, there has been a commensurate increase
in the sharing of risks among the participants in
such arrangements through their clearinghouses
and clearing organizations. Ensuring that these
risks are properly managed presents an enor-
mous challenge. Account holders at a bank
whose particular patterns of payment may not
directly require the use of a complex interbank
netting arrangement are at least indirectly de-
pendent on the successful operation of such an
arrangement through the settlement bank on
which it relies.

For these reasons, the Federal Reserve, as
well as other central banks, has become more
interested in and concerned about the safe and
reliable operation of various types of interbank
netting and settlement systems. The Report of
the Central Banks of the Group of Ten Countries
on Interbank Netting Schemes identifies mini-
mum standards that netting systems should meet.
Moreover, central banks have a great and con-
tinuing interest in the safe, efficient, and reliable
operation of payment systems, such as those
described in this article.

This review of U.S. netting and settlement
systems suggests four public policy issues that
will likely occupy the attention of bankers. First,
how safe should netting arrangements be? At a
minimum, the risk management systems for
these arrangements should be designed to ensure
settlement in the event of the default of the single
largest participant. Should the risk management
systems do more? If so, what is the trade-off
between the costs incurred by banks to

strengthen these systems further and the benefits
to be gained by banks and the public?

Second, to what extent should the interdepen-
dencies among settlement systems with common
participants be recognized in the calculations
regarding risk management? For example, the
same institution may have settlement obligations
and settlement credits arising each day across
netting and settlement systems associated with
different markets (say, CHIPS for FX, PTC for
mortgage-backed sécurities, DTC for commer-
cial paper, and so forth). The sound and efficient
management of settlement risk may well be a
cross-system issue.

Third, to what extent can the temporal risk
related to cross-border, multicurrency settlement
be addressed through improved international set-
tlement arrangements? The formation of multi-
lateral foreign exchange clearinghouses is one
possibility; this approach, however, itself raises
fundamental questions about the payment infra-
structure in different countries that must be used
to effect actual settlement. The key issue here
may be the desirability of extended payment
system operations by central banks—perhaps
even around-the-clock operations.

Finally, in the normal course of business, U.S.
banks participate in off-shore payment and net-
ting systems and assume large settlement obliga-
tions, or receive large payments, denominated in
foreign currencies. The soundness of these banks
may depend to some extent on the exposures and
risk controls in these systems. Much needs to be
known in the United States about the operation
of these systems to develop the same under-
standing that authorities have about U.S. sys-
tems.

In conclusion, the integrity of the U.S. finan-
cial system depends on the safety and soundness
of the settlement process for U.S. dollars. Much
progress has been made to increase confidence in
the proper functioning of the arrangements that
together constitute the settlement process. But,
as the questions raised here suggest, much re-
mains to be done. O
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Since 1976, most banks and other depository
institutions that have offices in metropolitan
areas have been required, under the Home Mort-
gage Disclosure Act (HMDA), to disclose to the
public information about the geographic distribu-
tion of their loans for home purchase and home
improvement. The data have revealed wide vari-
ations in the number and dollar volume of loans
approved across neighborhoods grouped by the
income and race of residents. These variations,
together with data from other sources, have
raised questions about whether the efforts of
lenders have been adequate to help meet the
credit needs of the low-income and minority
residents of their communities.

The variations in lending patterns also have
generated controversy about whether lenders
treat applicants for home loans fairly and on a
racially nondiscriminatory basis. Some people
interpret the variations as evidence of illegal
discrimination. Others suggest that the patterns
are attributable to differences in the demand for
housing and home loans among individuals and
across neighborhoods, and that they reflect the
application of legitimate credit standards by lend-
ers as they review individual requests for home
loans.

Recent changes in HMDA have substantially
increased the type and amount of information
available about residential lending, beginning
with data for 1990. In the past, covered institu-
tions were required to disclose information only

on loans they originated or purchased. Now, in
disclosure statements released to the public in
October 1991, lenders for the first time have
reported on all home loan applications they re-
ceived and their disposition, plus the race or
national origin, gender, and annual income of the
applicants. In addition, more lenders are now
subject to the reporting requirements.

The changes in the act’s requirements, as
implemented by the Federal Reserve Board’s
Regulation C, will increase the usefulness of the
HMDA data to community organizations, local
governments, financial institutions, and others.
The expanded data will make it possible, for
example, to review how lenders act on applica-
tions and are likely to stimulate dialogue between
institutions and members of their communities.
Observed differences in the number of applica-
tions received and loans extended to various
groups and neighborhoods are likely to lead
financial institutions to reexamine their market-
ing and community outreach efforts.

Differences in approval and denial rates among
groups and neighborhoods revealed by the new
data can be expected to raise questions about the
adequacy and fairness of the home lending pro-
cess. The data have important limitations, how-
ever, and care must be taken in drawing conclu-
sions from observed lending patterns. Foremost
among these limitations is a lack of information
about factors that are important in determining
the creditworthiness of applicants and the ade-
quacy of the collateral offered as security for
their loans. Without taking into account such
information, one cannot determine whether indi-
vidual applicants or applicants grouped by a
common characteristic (such as race or gender)
have been treated fairly.

Major use of the expanded HMDA data will be
made by the agencies charged with ensuring that
covered institutions comply with the fair lending
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laws (the Fair Housing and Equal Credit Oppor-
tunity Acts) and the Community Reinvestment
Act (CRA). Because bank examiners have ac-
cess to loan application files, they will be able to
overcome most of the limitations of the HMDA
data. By using the HMDA data in conjunction
with loan application files, related information,
and other materials related to evaluating CRA
performance, the agencies will be able to carry
out their enforcement responsibilities more
effectively.

This article gives an overview of the HMDA
reporting system and describes analytical studies
based on the geographic data available under the
old reporting system. It presents some prelimi-
nary numbers drawn from nationwide aggregates
of the 1990 data and sounds some cautions about
limitations of the data. The article discusses
potential uses of the data, with a focus on the
supervisory agencies. Finally, it looks at an area
newly covered by HMDA—sales of home loans
to the secondary mortgage market.

HMDA'’S PURPOSE: IDENTIFICATION OF
HOME LENDING PATTERNS IN
URBAN AREAS

The Congress passed the Home Mortgage Dis-
closure Act in 1975 in response to concerns that,
by failing to provide adequate home financing to
qualified applicants on reasonable terms and con-
ditions, some depository institutions ‘‘have
sometimes contributed to the decline of certain
geographic areas.”” The law was intended to
provide information about residential lending ac-
tivity that could be used on several fronts:

® Generally, the data could help determine
whether financial institutions are serving the
housing needs of the communities in which they
are focated, by identifying pockets in which they
are and are not providing credit.

® By providing information about the distribu-
tion of loan originations, the data could help
guide public officials in distributing public funds
SO as to attract private investment to areas where
it is needed.

® After examining data about a bank’s lending,
households could better decide where to invest
their savings.

Following the most recent amendments to
HMDA, contained in the Financial Institutions
Reform, Recovery and Enforcement Act
(FIRREA) of 1989, the data may serve a fourth
purpose: to assist in identifying possible discrim-
inatory lending patterns and in enforcing anti-
discrimination laws.

Recent Changes in Coverage

For more than a decade, HMDA applied only to
depository institutions—commercial banks,
savings banks, savings and loan associations,
and credit unions—and their subsidiaries.
Among that group, only those with assets ex-
ceeding $10 million and a home or branch office
in a metropolitan statistical area (MSA) have
been covered.!

Over time, the number and type of lenders and
the specific institutions covered by the act have
changed (table 1). Even as some institutions
closed or merged into larger ones, many small
institutions that once were exempt grew in as-
sets, losing their exemption as they passed the
$10 million mark. For example, in 1977 roughly
22 percent of commercial banks that had offices
in MSAs had assets of $10 million or less, com-
pared with fewer than 3 percent in 1990.

In 1988 and again in 1989, the Congress ex-
panded the scope of HMDA. First, amendments
passed in 1988 extended coverage to certain
nondepository lenders that extend home loans,
specifically to savings and loan service corpora-
tions and the mortgage banking subsidiaries of
bank and thrift holding companies. The 1988
amendments took effect August 19, 1988.

The FIRREA amendments of August 1989
brought in independent mortgage companies—
for the first time capturing lenders unaffiliated
with depository institutions. For 1990, the first
year of coverage, more than 400 independent
mortgage companies disclosed information
about their lending activity. Although the addi-
tion of these lenders increased the number of
covered institutions in 1990 by only 5 percent, it

1. An MSA typically consists of a central city having a
population of 50,000 or more, the county in which the city is
located, and any surrounding counties that are tied econom-
ically and socially to the central city.
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1. Residential lending activity reported by financial
institutions covered by HMDA, 1981-90

Number Number of
¥ of Number of metropolitan
ear loans' reporting statistical

(millions) Institutions area reports

1.28 8,094 10,945

1.13 8,258 11,357

1.71 8,050 10,970

1.86 8,491 11,799

1.98 9,072 12,567

2.83 8,898 12,329

3.42 9,431 13,033

3.39 9,319 13,919

3.13 9,203 14,154

6.37 9,281 23,891

1. Except for 1990, includes only loans originated by covered institutions;
for 1990 (first year under revised reporting system), includes loans origin-
ated and purchased, applications approved but not accepted by the applicant,
applications denied or withdrawn, and applications closed because informa-
tion was incomplete.

SOURCE. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

increased the lending activity reported by
roughly 15 percent.

Pre-1990 Data: Focus on
Geography of Lending

Through 1989, lenders reported only their origi-
nations and purchases of home purchase and
home improvement loans, under conventional
and government-backed lending programs (those
insured or guaranteed by the Federal Housing
Administration (FHA), the Veterans Administra-
tion (VA), or the Farmers Home Administration
(FmHA)). Lenders prepared two reports for each
MSA in which they had offices—one for loans
originated and the other for loans purchased
during the calendar year.

From 1976 through 1989, the focus was strictly
on where a lender made or purchased loans. Of
primary interest was the volume of lending
within the MSAs in which the lender had its
home office or branch offices. In most instances,
the location within an MSA of the property
securing the mortgage (or of the property related
to the home improvement loan) was identified by
census tract number. For purposes of public
disclosure, the number and dollar volume of
lending for each census tract was reported as an
aggregate. For counties having populations of
30,000 or less, the data were aggregated and
reported by county rather than by census tract.

Loans on properties outside the MSA were
grouped to show the total number and the dollar
value of such loans by type of loan.

Since 1980, the Federal Financial Institutions
Examination Council (FFIEC) has aggregated
HMDA data to show the overall lending activity
of covered institutions in each MSA.2 The
FFIEC makes these reports available at a central
data depository in each of the nation’s 341
MSAs.3

1990 Data: Disclosure Procedures and
Scope of Information

With the 1989 FIRREA amendments, institutions
must continue to disclose information about res-
idential loans extended and purchased and also
must report on applications that did not result in
an extension of credit. They are also making
public for the first time information about loan
applicants—their race or national origin, gender,
and annual income.4 Further, for loans originated
or purchased during the year, institutions must
report the loans they sold, classified by type of
secondary market purchaser. Finally, they may,
if they wish, report their reasons for denying
loans.

Loan/Application Register. The Federal Re-
serve Board is charged with implementing the
HMDA amendments. The Board’s approach to
collecting the data (developed in consultation
with the other supervisory agencies’) is a rela-
tively simple one that minimizes the burden on
the reporting institutions and, at the same time,
provides a reporting format that offers a large
base of information for use by the public and the

2. The FFIEC is composed of representatives of the
Federal Reserve Board, the Federal Deposit Insurance Cor-
poration, the Office of the Comptroller of the Currency, the
Office of Thrift Supervision, and the National Credit Union
Administration.

3. A directory of the central data depositories is available
from the FFIEC, 1776 G Street, NW, Suite 850B, Washing-
ton, DC 20006.

4. Depository institutions with assets of $30 million or less
may, but are not required to, report these characteristics.

5. Supervisory agencies include the member agencies of
the FFIEC and the U.S. Department of Housing and Urban
Development (HUD), which was assigned supervisory duties
for independent mortgage bankers under the FIRREA
amendments to HMDA.
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supervisory agencies. Covered institutions
record data for each loan application acted on
and each loan purchased on a separate line of a
reporting form, the Loan/Application Register
(LAR). At the end of the year, the institutions
submit the LARSs to their respective supervisory
agencies, which send them to the Federal Re-
serve Board for processing. The Board, acting on
behalf of the FFIEC, produces disclosure state-
ments and sends them to the reporting institu-
tions for release to the public. Under this system,
institutions collect the required information but
do not have to undertake the additional costly
step of preparing their own disclosure state-
ments, which would involve sorting and aggre-
gating their data in multiple cross-tabulations.

Disclosure Statements and Aggregate MSA
Reports. The disclosure statements made avail-
able to the public consist of a series of tables.
An individual institution’s statement may con-
sist of as many as thirty-one tables for each
MSA in which it has offices. The tables show
the following:

® Disposition of loan applications, by type of
loan and geographic location of the property (in
most instances the census tract number)

® Loans purchased, by type of loan and geo-
graphic location of the property

® Loans sold, by type of secondary market
purchaser

® For each of six categories of loans, the
disposition of applications, by applicant charac-
teristics (annual income, race or national origin,
and gender) and characteristics of the neighbor-
hood in which the property related to the loan
application is located (median family income and
percentage of the population that is minority).

The disclosure statement is available to the pub-
lic at the lender’s home office and at one branch
office in each other MSA in which the lender has
a branch. Copies of the disclosure statements for
all lenders in an MSA also are available to the
public at the central data depository in that MSA,

In addition, the FFIEC compiles and provides
to the central data depository an aggregate report
showing the overall lending activity for all cov-
ered institutions in that MSA. The aggregate

report for an MSA may contain as many as
thirty-three tables. The first thirty-one are an
aggregate version of the individual institution
disclosure tables. The other two show the dispo-
sition of loan applications by median age of
homes in census tracts in the MSA and by the
central city or non-central city location of the
property.

One disadvantage of the new system is that
processing the enormous volume of data takes a
long time. Although more information is avail-
able, the data were not available to the public this
year by March 31, as in earlier years. In this first
year under the expanded coverage, the disclo-
sure statements for 1990 were made public in
mid-October 1991. To shorten the data-
processing time, agencies are implementing such
measures as having lenders submit reports in
machine-readable form.

Scope and Volume of Disclosures. However
measured, the 1990 effort to collect and process
the data has been immense. The disclosure re-
ports contain data on nearly 6.4 million loan and
application records. At the Federal Reserve, the
volume of HMDA data processed on behalf of
the FFIEC this year was greater than that for any
other single subject handled by the System. To
put the effort in context, the amount of data
processed was roughly eleven times the quantity
of HMDA data handied prior to the 1989 amend-
ments.® Moreover, given the relatively weak
housing market in many sections of the country
through most of 1990, the volume of loan activity
reported can be expected to be significantly
greater in subsequent years.

6. The federal supervisory agencies incurred an estimated
one-time cost of $2.8 million to develop the system for
processing the expanded HMDA data (primarily for com-
puter software development). The agencies have spent ap-
proximately $2.6 million to process the 1990 data. The annual
processing cost is expected to decline in future years as more
institutions submit the data in machine-readable form. De-
spite a comprehensive effort to identify errors in the data and
have them corrected, at the time the disclosure statements
were distributed to the public the agencies were aware that
about 4 percent of the LAR records contained errors. In
addition, a number of institutions have contacted the FFIEC
during the thirty-day review period with questions about the
completeness of their reports.
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2. Financial institutions covered by HMDA, by number
of metropolitan statistical area (MSA) reports, 1990"

Percentage distribution, except as noted

Number of MSA reports Financial ‘institutions

80.6

8.6

3.0

1.8

1.1

2.1

1.4

.9

6

TOtAl i o vs i s s e [ 100

Memo :

Total number of financial institutions . ..., ., 9,281

Total number of MSA reports......... [ 23,891

1. Components do not sum to total because of rounding.
SOURCE. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

For lending activity in 1990, the FFIEC dis-
tributed disclosure statements to 9,281 reporting
institutions, consisting of 23,891 individual MSA
reports (table 2, memo item). Disclosure state-
ments for the vast majority of institutions (81
percent) covered a single MSA; for roughly 275
lenders, the reports encompassed ten or more
MSA:s.

In terms of paper, the volume of output is
staggering: The FFIEC distributed 1.2 million
printed pages of HMDA data to reporting insti-
tutions and central data depositories. The depos-
itories in particular face a significant burden in
storing and keeping track of the HMDA reports
in their current paper form. The average central
data depository received a printout of nearly
1,700 pages showing lending activity in its area.
Depositories in MSAs with a large number of
lenders are hardest hit: Los Angeles, Chicago,
and New York, for example, received printouts
of roughly 19,200, 18,500, and 11,200 pages
respectively.

Efforts to Facilitate Public Access

In paper form, the HMDA data can be awkward
to use and costly to duplicate. Consequently, the
FFIEC is exploring ways to distribute the data in
forms that reduce the volume of paper and facil-
itate public use, including microfiche, PC disk-
ette, and CD-ROM discs. The FFIEC also is
investigating the possible use of the govern-
ment’s Federal Depository Library System to

increase public access to the data. These librar-
ies—of which there are some 1,400 across the
nation—are repositories for a wide range of doc-
uments and data produced by federal govern-
ment agencies.

The standard disclosure statements and aggre-
gate reports prepared by the FFIEC display the
HMDA data in the cross-tabulations thought to
be most generally useful. However, many other
permutations of the data are possible. The
FFIEC will make available to the public, in
machine-readable form, an edited version of the
microdata (application by application and loan by
loan) for all the financial institutions covered by
HMDA.” The data files, on magnetic tape, can be
purchased from the FFIEC for a nominal fee,
enabling the public to analyze the data in the
manner that best suits their needs. Given the
widespread use of personal computers, comput-
erized access should enhance the ability to use
the data. The supervisory agencies are exploring
with members of the private sector the formats in
which the computerized data might be most
useful.

PRE-1990 STUDIES: FINDINGS AND
DATA LIMITATIONS

HMDA data have long been the primary source
of public information about the geographic dis-
tribution of home loans originated and purchased
by financial institutions.® Dozens of studies have
examined the distribution of home loans across
neighborhoods stratified by residents’ income
and race.

The HMDA data most often have been used to
assess the residential lending activities of individ-
ual financial institutions. For the most part, one
basic lending pattern has stood out: Considerable
differences exist in the levels of home lending

7. To help ensure the confidentiality of loan applicants, the
edited version of the LAR excludes three reported items: the
loan identification number, the date of application, and the
date action was taken on the application.

8. Although HMDA data have been the basis of most
analyses of the residential lending patterns of covered finan-
cial institutions, other data—such as property or lien transfer
records—have also been used to obtain information about
real estate transactions in which a mortgage was recorded.
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activity across neighborhoods within local com-
munities when the neighborhoods are grouped by
median family income or racial composition.
Although these differences in lending activity
vary greatly among different institutions, de-
pending on their specific circumstances, overall
the HMDA data show that a smaller proportion
of home purchase loans made by reporting lend-
ers are for properties in low- or moderate-income
neighborhoods (those where median family in-
come is less than 80 percent of the median family
income of their MSA). Although the proportion
varies somewhat from year to year, since 1985 it
generally has been between 10 and 12 percent of
all the home purchase loans granted in MSAs. In
comparison, roughly one-third of the home pur-
chase loans are for properties in upper-income
neighborhoods (those where median family in-
come exceeds 120 percent of the median family
income of their MSA). The remainder are for
properties in middle-income neighborhoods.

The HMDA data also have been used to assess
the home lending activities of creditors as a
group within selected geographic markets. In
1988, newspapers in Atlanta and Detroit gained
nationwide attention when they used HMDA
data to compare lending activity in predomi-
nantly white middle-income neighborhoods and
seemingly similar, but predominantly minority,
middle-income neighborhoods in their respective
cities. 10 The analyses found that, as a group, the
depository institutions covered by HMDA ex-
tended roughly three to four times more home
purchase loans per single family housing unit in
the predominantly white neighborhoods than in
the predominantly minority areas. Other studies
in such diverse locations as Louisville, Minneap-
olis, Washington, D.C., Chicago, and Denver
found similar patterns in home lending activity
across neighborhoods.

For home improvement lending, HMDA data
have revealed an entirely different pattern in
many cities: Covered institutions have extended

9. As of the 1980 census, low- or moderate-income neigh-
borhoods contained about 16 percent of the owner-occupied
housing units in MSAs, while upper-income areas contained
about 23 percent of the units.

10. See “The Color of Money,”’ Atlanta Journal Constitu-
tion, May 1-16, 1988, and ‘“The Race for Money,”’ Detroit
Free Press, June 24-27, 1988.

more home improvement loans per single family
housing unit in minority neighborhoods than in
similar-income predominantly white areas.

Although the statistical disparities cited in
these studies clearly exist, opinions on the rea-
sons for the differences vary widely. Some peo-
ple believe racial discrimination by commercial
banks and thrift institutions is a contributing, if
not the primary, source of these patterns. Others
suggest that the patterns reflect fundamental dif-
ferences in the economic circumstances of pop-
ulation groups (whether already living in or seek-
ing to reside in the different areas) and in market
specialization by different types of lending insti-
tutions.

Consider, for example, the analyses that focus
on the level of home lending per housing unit in
seemingly similar minority and nonminority
neighborhoods. An assumption underlying these
analyses is that by selecting neighborhoods that
have certain similarities in aggregate characteris-
tics (such as neighborhood median family in-
come), one has effectively accounted for differ-
ences in the economic circumstances of the
residents and that the only factor that differs—
and that consequently would influence lending
activity—is the racial makeup of the areas.

That assumption may not always be valid. In
the Atlanta study, for instance, important differ-
ences existed between the two groups of ‘‘simi-
lar’’ neighborhoods selected for analysis. For
one thing, the analysis did not account in a
realistic manner for differences in the demand for
home purchase loans from the current and
would-be residents of the two areas.!! It at-
tempted to account for the differences in demand
by controlling for differences in the number of
single family units in each group of neighbor-
hoods. Yet the predominantly white neighbor-
hoods had experienced nearly twice as many
property transfers per single family unit as had
the minority areas. This finding suggests that
demand for home purchase loans may have dif-
fered significantly between the two groups of
neighborhoods.

11. Federal Reserve Board staff analysis of the Atlanta
Journal Constitution newspaper series, ‘‘The Color of Mon-
ey,” prepared in 1988 at the request of Senator William
Proxmire.
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In Atlanta, another factor that appeared to
reduce demand for home purchase loans from
depository institutions covered by HMDA was a
much heavier reliance on government-backed
forms of credit in the minority middle-income
neighborhoods than in the predominantly white
areas. Mortgage bankers, most of which were not
then covered by HMDA, are much more likely to
be the source of such credit. Nationwide, they
extend roughly 80 percent of FHA and VA loans.
Thus, the use of government-backed loans by
home buyers in the minority community in effect
reduced demand for credit offered by lenders
covered by HMDA.

A review of Atlanta real estate transfer records
revealed that 52 percent of the home purchases in
the predominantly minority neighborhoods had
been insured or guaranteed by the FHA or VA,
compared with only 13 percent in the predomi-
nantly white neighborhoods. Undoubtedly a va-
riety of factors contributed, in turn, to this dif-
ference in loan product utilization. The choice of
FHA financing or conventional financing, for
instance, may have reflected differences in the
distribution of property prices in the two groups
of neighborhoods. In Atlanta, the median value
of owner-occupied units was considerably higher
in the white areas than in the minority areas. This
finding suggests that FHA loan-amount limits in
some cases may have restricted the use of FHA
loans in predominantly white areas.

The relatively heavy reliance on government-
backed loans in Atlanta’s minority neighbor-
hoods also may have reflected differences in the
ability of applicants in the two groups of neigh-
borhoods to meet the underwriting standards for
conventional loans established by creditors, in-
cluding downpayment amounts and debt-to-
income ratios. Information about the amount of
assets available for downpayment and levels of
debt burden of the Atlanta home buyers was not
available. On a national level, however, black
households have far fewer liquid assets, on av-
erage, than whites, even after controlling for
differences in income. 12

12. See Board of Governors of the Federal Reserve Sys-
tem, 1983 Survey of Consumer Finances. At the time of the
survey, the average white household held roughly four times
the amount of liquid assets as the average black household.

The findings about FHA financing patterns are
consistent with the results of two recent studies
that were based on nationwide consumer sur-
veys. The first found that black and Hispanic
purchasers of moderately priced homes are
roughly 70 percent more likely to use FHA-
insured loans than are similarly situated white
home buyers.!3 Although all the reasons for these
differing usage patterns are not clear, they may
reflect differences in loan product recommenda-
tions made by real estate agents, self steering by
loan applicants, or differences in marketing ef-
forts by lenders. 4

The second study estimated the proportion of
families that could afford to buy a home using
either a thirty-year, fixed-rate conventional loan
or an FHA-insured loan of similar maturity and
rate structure.!5 It found that the availability of
FHA-insured credit, with its relatively low
downpayment and more liberal standards for
qualifying, increased the proportion of black and
Hispanic households that could afford to buy a
home more than it did for white households.
With FHA financing, the proportion of white
households that could afford to buy a home
increased only slightly—from roughly 89 percent
to 92 percent—compared with an increase from
60 percent to 78 percent for blacks and from 66
percent to 79 percent for Hispanics. Thus, every-
thing else the same, one would expect to see
FHA loans being used relatively more often in
neighborhoods with modestly priced homes and
high concentrations of minority households.

A 1989 study by the Federal Reserve Bank of
Boston also documented differences in lending
patterns across neighborhoods grouped by the

13. Glenn B. Canner, Stuart A. Gabriel, and J. Michael
Woolley, ‘‘Default Risk and Mortgage Redlining: A Study of
the FHA and Conventional Loan Markets,”” Southern Eco-
nomic Journal (July 1991), pp. 249-262.

14. The 1989 Housing Discrimination Study sponsored by
HUD found evidence that real estate agents are more likely to
recommend FHA loans to blacks than to similarly situated
whites. See Margery Austin Turner, Raymond J. Struyk, and
John Yinger, Housing Discrimination Study: Synthesis (The
Urban Institute, August 1991).

15. See Peter J. Fronczek and Howard Savage, ‘‘“Who Can
Afford to Buy a House?'” Survey of Income and Program
Participation, Current Housing Reports, H91-1, table 7 (De-
partment of Commerce, May 1991).
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3. Disposition of applications for home loans, by purpose and type of loan, 1990
Number, in thousands, and percentage distribution
Loans on-one- to four-family dwellings
: Home purchase
Disposition Federal Housin, Vi '
g eterans Farmers Home
Administration Administration Administration Conventional
Number ‘| Percent | Number: | :Percent -| Number [ Percent | Number | Percent
Loan originated. ..., . vvuein il inen i ons 454.2 68.6 103.6 4 70.3 6 55.0 1,565.5 68.6
Application gpproved but not accepted by applicant . .. 213 3.2 1.3 9 * 15.1 85.5 3.7
Application denied . ... .......v.. e e e 111.6 16.9 2.1 7150 * 20.0 379.9 16.6
Application withdrawn ........... W e e e 67.7 10.2 18.4 12,5 * 9.2 233.1 10.2
File closed (information incomplete) ............... 7.4 1.1 2.0 1.4 * o 19.0 8
Total ..o e e e e e 662.2 100 147.4 100 1.0 100 2,283.0 100

[. Components may not sum to totals because of rounding.
* Fewer than 500
** Less than 0.5 percent.

race of residents.'6 The study used title lien
records to gather information about lenders and
the geographic distribution of their loans. As in
the other studies, the researchers did not have
information about the prospective home buyers
and how their applications were treated by lend-
ers. The study sought to determine whether
differences in economic and other nonracial char-
acteristics (primarily neighborhood characteris-
tics) as reported in census data might account for
the disparities. The researchers found that, after
controlling for a wide variety of neighborhood
factors, predominantly minority neighborhoods
in Boston had been granted 24 percent fewer
mortgage loans per housing unit than predomi-
nantly white areas. They concluded from this
evidence that race may have been a factor in the
lending patterns. They also indicated, however,
that from their data it was not possible to deter-
mine with certainty the causes of the observed
differences in lending.

Although the various studies can neither con-
firm nor refute the presence of systematic illegal
lending practices based on race, they have raised
questions about the effectiveness of depository
institutions’ efforts to help meet the residential
credit needs of all segments of their communi-
ties. These questions have, among other things,
caused many institutions to reexamine their mar-

16. See Katharine L. Bradbury, Karl E. Case, and Con-
stance R. Dunham, “Geographic Patterns of Mortgage Lend-
ing in Boston, 1982-1987,”” New England Economic Review
(September/October 1989), pp. 3-30.

SOURCE. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

keting and community outreach efforts, and in
some cases to establish or join with others in
offering or participating in special lending pro-
grams to expand affordable housing opportuni-
ties.

SOME PRELIMINARY FINDINGS
FROM THE 1990 DATA

Because the 1990 HMDA data have just been
released, little is yet known about what the
expanded data may reveal once they are thor-
oughly analyzed. This section takes a first look at
some loan and application patterns discernible
from the data. Myriad levels of analyses are
possible, particularly with respect to different
geographic areas and different groupings of finan-
cial institutions. The focus here is on nationwide
totals and on some potential uses of the new and
expanded data. In reviewing the nationwide data,
it should be noted that the lending records of
individual institutions may vary greatly, both
from one another and from patterns for the
nation as a whole, depending on their location,
the types of applicants they serve, the types
of loan products they offer, and their credit
standards.

The statistics presented here are based on
preliminary data and are subject to revision. It is
anticipated that revised data will be available in
January 1992. At that time, updated versions of
the tables presented here will be made available
to the public.
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3. —Continued
Loans on one- to four-family dwellings
Loans on
H multifamily dwellings

Disposition Refinancing impr(;’l::lem (ﬁ‘;:x:iiig;”e
Number | Percent | Number Bercem Number- | Percent
Loan Ofiginated . ..\, ...\ ve ettt e e 691.1 67.5 716,1 65.1 27.2 61.5
Application approved but not accepted by applicant. ...................... 36.6 3.6 50.7 4.6 1.1 2.5
Application denied .................. ... ..... 164.9 16.1 267.2 24.3 9.8 2.2
Application withdrawn .............. e 120.7 11.8 58.4 53 52 11.8
File closed (information incomplete) ....... 11.2 1.1 8.3 8 9 2.0

Y PR 1,024.5 100 1,100.7 100 44.2 100

Volume of Applications

In 1990, lenders covered by HMDA took action
on roughly 5.26 million home loan applications—
3.09 million for purchase, 1.02 million for refi-
nancing, and 1.10 million for improvement of
residences housing one to four families, and the
balance for loans on multifamily dwellings for
five or more families (table 3).17 Among home
purchase loan applications, 74 percent were for
conventional mortgage loans, and the remainder
were for government-backed forms of credit—
FHA, VA, and FmHA loans.

Use of Various
Home Purchase Loan Products

Application patterns for various kinds of home
purchase loans differ according to applicant in-
come. Government-backed loans are much more
likely to be used by households with relatively
low incomes than by households with high in-
comes. The 1990 HMDA data indicate that 39
percent of applicants with low incomes (less than
80 percent of the median family income for their
MSA) applied for government-backed home pur-
chase loans, compared with only 15.6 percent of
applicants with high incomes (more than 120
percent of the median family income for their
MSA).

17. Covered institutions also reported data for 1.1 million
loans they purchased during 1990.

The new data also indicate that black (and to a
much lesser extent Hispanic) applicants are more
likely than either white or Asian applicants to
seek government-backed home purchase loans. 8
Blacks in particuiar are relatively more likely to
seeck FHA and VA loans: Blacks constituted 4.3
percent of all applicants for conventional home
purchase loans in 1990, but they accounted for
10.5 percent of all applicants for FHA loans and
11.7 percent of all applicants for VA credit
(detailed data not shown in tables). Viewed in
another way, 46 percent of all black home loan
applicants applied for either an FHA or a VA
loan, while only 28.6 of Hispanic applicants, 24.4
percent of white applicants, and 10.2 percent of
Asian applicants sought such loans.

These simple summary statistics, though re-
vealing, do not take into account the financial
circumstances of the applicants that make up the
various racial or ethnic groups. Income is the
only financial characteristic of the applicant re-
ported in the HMDA data. After controlling for
applicant income, however, the 1990 HMDA
data still indicate that blacks, and to a lesser
extent Hispanics, are more likely than whites to
use FHA and VA loans. For instance, 60 percent
of low-income black applicants sought govern-
ment-backed home purchase loans, compared
with 37 percent of low-income white applicants.

18. Data compiled by the U.S. Census Bureau differentiate
between white Hispanics and non-white Hispanics. In the
HMDA data, both are included in the Hispanic category.
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Overall Approval Rates

Lenders approved the majority of home purchase
loan applications they received—roughly 72.3
percent of applications for conventional loans
and 71.7 percent of applications for government-
backed loans (table 3).! Among the applications
for conventional loans, 16.6 percent were denied
by the lender and 10.2 percent were withdrawn
by the consumer; in a relatively smail number of
cases (less than 1 percent) the application file was
closed after the applicant was asked for but failed
to submit information required for the credit
decision. For government-backed home pur-
chase loans, the denial rate was 16.5 percent and
the withdrawal rate 10.6 percent.

The relatively high approval rates for home
purchase loans likely reflect two characteristics
of this market. First, prospective home buyers
frequently work with real estate sales agents who
help them determine in advance of any applica-
tion the size of the loan for which they are likely
to qualify. Second, because consumers incur
upfront costs to file a home loan application—to
cover, at a minimum, a property appraisal and
credit bureau check—they have a strong incen-
tive to learn about the prevailing standards for
credit used by the industry and by particular
lenders they might approach for credit.

Approval Rates for Minorities

Although the majority of home purchase loan
applications are approved, many are not. Ap-
proval rates vary according to the applicant’s
income and demographic characteristics and the
characteristics of the area in which the applicant
resides or seeks to purchase a home.

Data previously available from sources other
than HMDA indicate that blacks and Hispanics
applying for mortgage loans at thrift institutions
are significantly more likely than white appli-
cants to be denied credit and that the experience
of Asians is not greatly different from that of

19. Among loans approved, in a relatively small proportion
of cases the consumer did not take out the loan, perhaps
because the property sale did not go through or because the
consumer filed applications with more than one lender and
accepted the most attractive offer.

whites.20 The 1990 HMDA data reveal a similar
pattern for all lenders covered by HMDA.

Conventional Home Purchase Loans. Nation-
ally, about 14.4 percent of white applicants for
conventional home purchase loans were denied
credit in 1990. In sharp contrast, the rate for
black applicants was 33.9 and for Hispanics 21.4
percent (tables 4 and 5).2! At 12.9 percent, the
denial rate for applicants of Asian extraction was
lower than for any other racial or ethnic group.

Applicant income can be expected to affect the
ability to qualify for a home purchase loan, but
income is just one criterion considered by lend-
ers in evaluations of creditworthiness. A house-
hold with relatively low income may qualify for a
loan of a given size and set of terms when a
high-income household cannot because of differ-
ences in such things as level of their nonhousing
debt, assets available for downpayment, employ-
ment experience, and credit history. On average,
however, low-income households have relatively
fewer assets and lower net worth, experience
more frequent employment disruptions, and are
more likely than high-income households to fall
behind on scheduled debt repayments.22

The 1990 HMDA data reveal that the lower the
income, the lower the acceptance rate (tables 4
and 5). Nationwide, 78.9 percent of the loan
applicants whose income equaled or exceeded
the median family income for their MSA were
approved for conventional home purchase loans,
compared with 69.4 percent of the loan appli-
cants with lower incomes. Differences are even

20. Office of Thrift Supervision, Data Submission Reports,
selected years. These reports contain information on the
disposition of mortgage applications filed with savings and
loan associations. The data, which have been collected for
more than ten years, include information on the race or
national origin of the applicants.

21. Totals for subgroups shown in table 4 do not sum to the
totals in table 3 because information on applicant character-
istics and detailed geographic information is not available for
all applications. Various provisions of HMDA create excep-
tions to the rules that require such information to be collected
and disclosed.

22. See Robert B. Avery, Gregory E. Elliechausen, Glenn
B. Canner, and Thomas A. Gustafson, ‘‘Survey of Consumer
Finances, 1983,'* Federal Reserve Bulletin, vol. 70 (Septem-
ber 1984), pp. 679-692; and Glenn B. Canner and Charles A.
Luckett, ‘‘Payment of Household Debts,”” Federal Reserve
Bulletin, vol. 77 (April 1991), pp. 218-229.
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greater when comparisons are made at the ex-  categorized by race or national origin reflects, in
tremes of the income distributions (as shown by  part, differences in the proportion of each group
table 5). that has relatively low incomes. For example,

The national level of denial rates for applicants  among white applicants for conventional home

4. Number of home loan applications, by purpose of loan, characteristics of applicant, and characteristics of census
tract in which property is located, 1990

Home purchase
Applicant or census tract characteristic Refinancing Home improvement
Government-backed ' Conventional

Race of applicant

American Indian/Alaskan native ............. 3,281 11,320 4,960 5,727
Asian/Pacific Islander. ..................... 10,721 94,284 39,897 16,968
Black ... ovie i 76,983 90,414 42,668 74,106
Hispanic ..o, 44,485 110,602 61,822 40,232
WHItE .ot e 561,735 1,733,582 760,490 679,292
[0 P 2,201 14,290 5,888 5,563
Joint (whne/mmoﬂty) ...................... 19,293 40,295 18,480 . 14,564
Gender of applicant

Male? . ... 146,277 420,667 174,982 199,944
Female ................................. 105,375 286,146 120,701 155,212
Joint (male/female)........................ 478,079 1,444,093 680,605 596, 803
I Of p Boant (percentag of

MSA median)r‘

Lessthan 80 ..........oviiiiinennenins 152,214 238,468 101,720 240,042
B0-90 . ... e 113,509 154,421 70,973 103,061
100-120. .. e e 99,722 169,008 79,494 97,495
Morethan 120 ............ . civiiiiinn 199,755 1,083,435 533,143 358, 914
Racial composition of census tract (minorities

as perc of pop

Le& L L A 318,464 1,010,345 421,329 484,935
10-19 . oot e 106,831 293,852 162,894 120,556
20-49. .. e e 87,125 222,493 131,278 100,650
50-79 . e 25,171 71,729 53,470 43,353
80-100. .. .o e 21,534 52,159 41,447 57,016
Income of census tract®

Low ormoderate .........oouvvvninvnuenns 81,483 204,107 115,763 129,581
Middle......oovviiie 354,883 931,665 449,578 484,439
UPPEr vt 122,579 520,806 245,074 192,470

Income of census tract and racial compasmon
(minorities as percentage of population)’
Low or moderate

Lessthan 10 ........oooviviiinivnn 20,350 49,906 21,387 29,742
10-19 0o e 13,617 26,059 12,602 13,427
20-49 .. e 21,247 51,835 26,918 25,121
50«79 .o e 11,959 37,477 24,641 20,575
80-100...... .0t 14,310 38,830 30,215 40,716
Middle
Lessthan 10 ........... i vininne, 213,219 585,705 246,019 316,852
10-19 i .. 68,859 169,225 90,095 72,916
20-49 ... .. 53,842 131,282 79,598 60,088
50-79 . 12,114 34,070 24,539 19,601
80-100 . 6,849 11,383 9,327 15,002
Upper
Tessthan 10 ......... v, 84,895 374,734 153,923 138,341
10-19... “ 24,355 98,568 60,197 34,213
2049 12,036 39,376 24,759 15,441
50-79... . 1,098 6,182 4,290 3,177
80-100 ... .0viiiiiriii 375 1,946 1,905 1,298
1. Loans backed by the Federal Housing Administration, the Veterans family income is less than 80 percent of the median family income of the
Administration, and the Farmers Home Administration. MSA as a whole; in middle-income census tracts, median family income is
2. One or more males. 80 percent to 120 percent of the median MSA family income; in upper-income
3. One or more females. census tracts, median family income is more than 120 percent of the median
4. MSA median is median family income of the metropolitan statistical area MSA family income.
(MSA) in which the property related to the loan is located. SoURCE. Preliminary data, Home Mortgage Disclosure Act, Board of

5. Low- or moderate-income census tracts are those in which median Governors of the Federal Reserve System.
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5. Disposition of home loan applications, by purpose of loan and characteristics of applicant, 1990

Percentage distribution

Home purchase
Applicant Government-backed * Conventional
characteristic
; With- File : With- File
Approved | Denied drawn closed Total Approved | Denied drawn closed Total
Race
American Indian/

Alagkan native....... 63.5 2.5 12.8 1.2 100 66.0 22.4 10.6 1.0 100
Asian/Pacific Islander .... 74.8 12.8 11.6 9 100 72.7 12.9 13.5 9 100
Black 60.9 26.3 113 15 100 55.7 33.9 9.4 1.1 100
Hispanic 68.7 18.4 11.6 1.3 100 65.1 214 12.4 1.0 100

te 77.4 12.1 9.7 9 100 75.5 14.4 9.4 N 100

er 66.3 18.4 13.8 1.5 100 68.2 19.0 11.9 .8 100
Joint (white/minority) 75.6 14.1 9.5 8 100 73.3 14.9 11.1 8 100
Gender
Maled. . ...oiiinne. 71.6 14.9 12.1 1.3 100 68.1 20.0 10.9 1.0 100
Female*................ 74.7 14.5 9.9 9 100 69.8 19.9 9.5 .8 100
Joint (male/female) ...... 75.0 143 2.8 9 100 75.3 14.2 938 N 100
Income (percentage o]

MSA median)* se of
Less than 80............ 72.0 18:1 8.9 1.0 100 65.5 26.0 1.7 8 100

99 ....... 77.9 13.0 8.3 .8 100 75.5 15.7 8.2 6 100
100-120 ....... 79.1 11.5 8.6 8 100 78.0 12.9 8.5 2 100
More than 120 9.7 10.4 9.2 .8 100 79.0 9.9 104 N 100

[. Components may not sum to totals because of rounding.

2. Loans backed by the Federal Housing Administration, the Veterans
Administration, and the Farmers Home Administration.

3. One or more males.

4. One or more females.

purchase loans, 14 percent had incomes below 80
percent of their MSA’s median family income.
Low-income black and Hispanic applicants, in
contrast, accounted for 25 percent and 16 percent
of all applicants in their respective groups. Low-
income Asians accounted for only 8 percent of
the conventional home purchase loan applica-
tions filed by Asians overall.

The differences in denial rates when applicants
are grouped by race or national origin do not
change notably when they also are categorized
by income (table 6). For example, among appli-
cants whose incomes place them in the lowest
income group, the denial rates for blacks, His-
panics, and Asians were 40.1 percent, 31.1 per-
cent, and 17.2 percent respectively, compared
with 23.1 percent for white applicants. Among
applicants in the highest income group, denial
rates for blacks, Hispanics, and Asians were 21.4
percent, 15.8 percent, and 11.2 percent respec-
tively, compared with 8.5 percent for whites.

The application withdrawal rate for conven-
tional home purchase loans for both black and
white applicants was 9.4 percent. The rates were

5. MSA median is median family income of the metropolitan statistical area
in which the property related to the loan is located.

SouRcke. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

higher for both Hispanic and Asian applicants,
12.4 percent and 13.5 percent respectively.23

The 1990 HMDA data also indicate some dif-
ferences when home loan applicants are catego-
rized by gender—male (one or more males),
female (one or more females), or joint (one male
and one female) (tables 4 and 5). For instance,
joint applicants are more likely than either male
or female applicants to have a conventional home
purchase loan approved. Female applicants are
somewhat more likely than male applicants to
have a home purchase loan approved.

Government-Backed Home Purchase Loans.
The pattern for denial of government-backed

23, Home purchase loan applications are withdrawn for a
variety of reasons. For example, prospective home buyers
who file a loan application may not be able to complete a
purchase because of an inability to sell their own home. The
1990 HMDA data will enable supervisory agencies, which
will have access to loan application files, to investigate
differences in withdrawal rates across different gender and
racial or national-origin groups for evidence of unfair treat-
ment.
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5.—Continued

Refinancing Home improvement
Applicant
characteristic
; With- File ; With- File
Approved | Denied drawn closed Total Approved | Denied drawn closed Total
Race
American Indian/
Alaskan native . ...... 67.7 17.9 13.6 .8 100 73.8 21.4 4.1 N 100
Asian/Pacific Islander .... 66.0 17.8 15.2 1.1 100 65.0 24.6 9.1 1.3 100
lack . ..o 61.1 25.1 12.6 1.2 100 58.1 36.9 4.4 .6 100
Hispanic ............... 61.9 21.6 15.4 1.1 100 60.2 32,5 6.4 9 100
White. .........coooven 74.4 14.3 10.5 9 100 78.1 17.0 4.4 5 100
(07117 N 60.7 23.2 15.4 Ni 100 57.3 34.1 7.8 8 100
Joint (white/minority) 711 16.4 11.8 8 100 75.4 19.3 4.9 4 100
Gender
Male*.................. 66.5 19.1 13.3 1.2 100 67.3 27.0 5.0 7 100
Female................ 69.4 17.7 12.0 1.0 100 66.0 28.2 5.2 6 100
Joint (male/female) ...... 73.6 14.7 10.9 9 100 74.9 19.1 54 7 100
Income (percentage of
MSA median)*
Lessthan 80............ 67.7 211 10.3 9 100 62.7 32.4 4.5 4 100
80-99 ....... ... 71.9 17.4 10.0 8 100 70.0 24.8 4.8 4 100
100-120 ............... 73.6 15.5 10.1 8 100 73.4 21.4 4.8 5 100
More than 120 .......... 73.0 14.4 11.7 9 100 76.7 17.0 5.6 8 100

home purchase loans is similar to that for con-
ventional home purchase loans. The rates of
denial were 26.3 percent for blacks, 18.4 percent
for Hispanics, and 12.8 percent for Asians, com-
pared with 12.1 percent for whites. The rates of
application withdrawal were 11.3 percent for
blacks, 11.6 percent for both Hispanics and
Asians, and 9.7 percent for whites.

Looking at disposition of applications for gov-
ernment-backed loans by gender, joint applicants
are somewhat more likely than either male or
female applicants to have a home purchase loan
approved. Female applicants are more likely
than male applicants to have a home purchase
loan approved.

Home Improvement Loans. The patterns for
denial and withdrawal of home improvement
loan applications are broadly similar to those for
home purchase loan applications. Generally, for
all groups the denial rates are higher than for
home purchase loans, and the withdrawal rates
lower; 36.9 percent of black, 32.5 percent of
Hispanic, and 24.6 percent of Asian applicants
were denied loans, compared with 17 percent of
white applicants.

Looking at disposition by gender, joint appli-
cants were more likely than either male or female
applicants to have a home improvement loan

approved. Males were somewhat more likely
than females to have a home improvement loan
approved.

Relation of Approval Rates to
Neighborhood Income and Composition

The HMDA data make it possible to compare
lending across neighborhoods grouped by racial
makeup and the income level of their residents.
Considerable caution should be exercised, how-
ever, when making such comparisons. The use-
fulness of these data is currently limited by the
lack of an up-to-date match with the characteris-
tics of census tracts. The recently released
HMDA disclosure statements are based on 1980
census tract boundaries and population charac-
teristics (neighborhood income level, racial com-
position, and housing stock characteristics). This
census information is now more than ten years
old, and in some cases the resulting figures may
be misleading. For example, a low-income, pre-
dominantly minority neighborhood in 1980 may
have undergone substantial change and may now
have a much higher average income and a differ-
ent racial composition. The Federal Reserve
Board has published proposed amendments to
HMDA reporting requirements, calling for a
switch to the 1990 census tract definitions begin-



872 Federal Reserve Bulletin O November 1991

6. Disposition of home loan applications, by purpose of loan and income and race of applicant, 1990’

Percentage distribution

Home purchase
Apgli cant Government-backed’ Conventional
income’ and race With Fil With Fil
. ith- ile ; ith- ile
Approved | Denied drawn closed Total Approved | Denied drawn closed Total
Less than 80
American Indian/

Alaskan native . ...... 63.5 26.5 9.2 9 100 62.7 27.7 8.8 9 100
Asian/Pacific Islander . ... 75.0 13.9 10.3 9 100 68.4 17.2 13.4 1.0 100
Black .........0o000een 58.5 29.4 10.7 1.4 100 51.4 40.1 7.6 9 100
Hispanic . ... 66.5 224 9.8 13 100 58.1 311 9.8 1.0 100
White. ...... 76.5 14.7 8.0 8 100 69.0 23.1 7.2 7 100

T S 67.7 21.3 10.2 .8 100 64.5 26.1 8.3 1.1 100
Joint (white/minority) 74.1 17.3 8.0 6 100 64.8 26.3 8.0 9 100
80-99
American Indian/

Alaskan native , ...... 70.2 17.8 111 8 100 73.3 16.6 9.4 N 100
Asian/Pacific Islander . ... 78.4 12.7 8.4 .6 100 75.1 13.7 10.5 N 100
Black ............o000 64.5 24.8 9.5 1.2 100 60.8 293 8.9 1.0 100
Hispanic .. . 722 17.0 9.9 8 100 67.7 21.5 10.1 7 100
White. .. 81.0 10.6 79 N 100 78.1 13.7 7.6 6 100
Other ..... . 72.0 13.5 13.0 1.6 100 70.6 21.1 7.6 NI 100
Joint (white/minority) .. .. 782 13.0 8.2 6 100 72.2 18.0 9.1 .8 100
100-120
American Indian/

Alaskan native ....... 68.0 17.0 13.6 1.5 100 72.6 14.0 12.7 8 100
Asian/Pacific Islander . ... 78.1 12.4 9.2 4 100 75.0 12.6 11.5 9 100

ack . 65.7 231 10.1 11 100 63.8 26.3 9.3 N 100
Hispanic 73.9 14.7 10.3 1.1 100 69.6 19.1 10.4 9 100
White. .. 81.9 9.5 8.0 N 100 80.4 11.2 7.8 6 100
Other . .. . 69.6 15.0 14.7 N 100 72.1 18.0 9.2 N 100
Joint (white/minority) . ... 71.6 12,9 8.5 1.0 100 75.8 15.0 8.6 .6 100
More than 120
American Indian/

Alaskan native....... 71.3 15.6 12.5 N 100 74.4 12.8 11.9 9 100

Asian/Pacific Islander . ... 76.0 11.2 12.0 8 100 75.2 11.2 129 Ni 100

lack .. ... .. 68.0 20.8 103 1.0 100 65.7 214 11.6 13 100
72.4 14.2 12.4 1.0 100 71.1 15.8 12.2 1.0 100
82.4 8.6 8.3 7 100 81.2 8.5 9.7 6 100
67.3 17.1 13.7 2.0 100 71.0 15.8 12.5 8 100
79.2 10.6 9.4 7 100 77.6 10.5 11.3 N 100

1. Components may not sum to totals because of rounding.

2. Applicant income shown as percentage of the median family income of
the metropolitan statistical area in which the property related to the loan is
located.

ning January 1992. The FFIEC plans to reflect
socioeconomic information about these areas in
the disclosure tables portraying 1992 lending
activity, which will be released in 1993.

Approval of Home Purchase Loan Applica-
tions. Although the majority of applications for
home purchase loans are approved, experience
differs across neighborhoods grouped by racial
composition and the income levels of their resi-
dents. The patterns of loan acceptance and denial
do not differ greatly whether the type of home
purchase loan sought is conventional or govern-
ment-backed.

Neighborhood income. The 1990 HMDA data
indicate that the rate of loan denial declines as

3. Loans backed by the Federal Housing Administration, the Veterans
Administration, and the Farmers Home Administration.

SouRcCE. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

the income of the residents of an area increases.
The rate of loan denial for conventional home
loans relating to properties in low- or moderate-
income neighborhoods was 20.2 percent, appre-
ciably higher than the 13.9 percent for middie-
income and 9.7 percent for upper-income
neighborhoods (table 7). For government-backed
loans, the rates of loan denial were 17.8 percent
for low- or moderate-income, 13 percent for
middle-income, and 11.2 percent for upper-
income neighborhoods.

Neighborhood racial composition. The 1990
HMDA data indicate that the rate of loan denial
increases as the proportion of minority residents
increases. For conventional home loans, the de-
nial rate is about 12 percent for areas with less
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6. —Continued

Refinancing Home improvement
Apglicant
income® and race With "
. ith- File ; With- File
Approved | Denied drawn closed Total Approved | Denied drawn closed Total
Less than 80
American Indian/

Alaskan native....... 64.5 22.1 13.3 2 100 69.6 26.9 34 2 100
Asian/Pacific Islander .... 56.2 22.6 20.3 1.0 100 57.0 36.1 6.3 .6 100
Black ..........oovvnn 56.3 3L.5 10.9 1.3 100 52.0 43.3 4.2 5 100
Hispanic .... e 57.0 27.5 14.6 1.0 100 55.7 38.9 4.5 9 100
White. .. .. e 72.1 18.5 8.6 8 100 72.5 23.4 3.9 3 100
Other.................. 51.6 33.0 14.4 1.1 100 50.5 43.0 6.1 3 100
Joint (white/minority) .. .. 65.6 22,9 10.8 T 100 70.8 25.7 35 1 100
80-99
American Indian/

Alaskan native .. ..... 67.2 18.3 13.0 1.6 100 74.1 22.7 2.8 4 100
Asian/Pacific Isfander . ... 66,6 18.8 13.5 1.2 100 60.5 30.5 7.9 1.2 100
Black....... RN 58.9 27.8 122 1.1 100 57.9 37.0 4.5 .6 100
Hispanic ............... 62.9 227 13.5 9 100 60.9 32.8 5.6 N 100
White..........cooviu 75.7 15.0 8.6 7 100 71.6 18.0 4.1 3 100
Other .....ovvivvnvnns 59.8 27.2 12.1 9 100 59.6 33.0 7.0 4 100
Joint (white/minority) .... 68.6 18.7 12.0 6 100 74.4 21.2 42 3 100
100-120
American Indian/

Alaskan native........ 713 16.1 12.3 3 100 77.9 18.1 2.6 1.4 100
Asian/Pacific Islander .... 69.8 17.9 11.6 .8 100 65.8 25.9 7.6 Wi 100
Black ...........coovun 62.3 24.6 11.9 1.2 100 62.3 32.6 4.6 .5 100
Hispanic ............... 66.3 19.5 13.5 N 100 61.7 31.0 6.5 8 100
White. ......oovviienn 76.8 13.6 8.9 N 100 80.1 15.6 4.0 3 100
Other ....oovvvevivnnns 58.6 25.4 15.3 N 100 63.6 31.5 4.6 4 100
Joint (white/minority) . ... 72.3 16.9 10.0 .8 100 76.3 19.3 4.3 2 100
More than 120
American Indian/

Alaskan native ... .... 68.2 17.3 13.7 8 100 79.0 14.3 5.8 9 100
Asian/Pacific Islander ..., 67.3 17.3 14.4 1.1 100 68.0 214 9.1 1.5 100
Black ..............o00 63.1 23,1 12,6 1.2 100 66.1 28.0 52 7 100
Hispanic ............... 64.8 19.7 14.5 1.1 100 65.6 26.0 7.3 1.1 100
White...........ovnn 75.7 12.8 10.7 .8 100 82.0 12.7 4.8 5 100
Other...........oovvun 61.2 22.7 15.4 i 100 62.9 26.3 9.6 1.2 100
Joint (white/minority) .. .. 72.8 15.0 11.4 8 100 783 16.2 4.9 6 100

than 10 percent minority residents and rises to
about 24 percent for areas with 80 percent or
more minority residents. The pattern of loan
denial for government-backed loans is virtually
the same as that for conventional loans.

Neighborhood income and racial composition.
The difference in denial rates across neighbor-
hoods of different racial composition is roughly
the same even when differences in neighborhood
median family income levels are taken into ac-
count. For the most part, whether the neighbor-
hood is low or moderate income, middle income,
or upper income, the proportion of home pur-
chase loan applicants denied credit increases as
the percentage of minority residents increases.
This pattern is present for applications for both
conventional and government-backed forms of
credit.

Approval of Home Improvement Loan Appli-
cations. Like home purchase loans, the majority
of home improvement loan applications are ap-
proved regardless of neighborhood income or
racial composition (table 7). Also like home
purchase loans, the denial rate for home im-
provement loans increases as neighborhood in-
come declines and the percentage of minority
residents increases.

CAUTIONS IN INTERPRETING
THE 1990 DATA

The 1990 HMDA data offer more detailed infor-
mation about the home lending activities of re-
porting institutions, bringing the prospect for a
better understanding of lending patterns through
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7. Disposition of home loan applications, by purpose of loan and characteristics of census tract in which property is

located, 1990'

Percentage distribution

Home purchase
Census tract Government-backed * Conventional
characteristic With Fil With Fil
; ith- e : ith- ile
Approved | Denied drawn closed Total Approved | Denied drawn closed Total
Racial composition
(minorities as percentage of
population)
Tessthan10 ............ 79.5 11.2 8.4 .9 100 79.1 11.5 8.7 Ni 100
10-19 ..o 78.6 13.4 9.9 1.1 100 7.7 13.8 12.7 8 100
20«49 ... 7.7 16.1 11.1 1.2 100 70.1 16.5 12,6 .8 100
50-79 .ot 66.0 21.1 11.6 1.3 100 67.5 19.3 12.3 9 100
80-100 ................ 63.5 23.2 11.6 1.7 100 62.1 24.0 12.5 14 100
Income®
Low or moderate .., ...... 69.9 17.8 11.1 13 100 67.2 20.2 11.6 1.0 100
Middle................. 77.4 13.0 8.9 1.0 100 75.8 13.9 9.5 N 100
Upper ....oovivninnnn, 78.2 11.2 9.5 1.1 100 78.7 9.7 10.8 7 100
Income® and racial
composition (minorities as
{ircentage of population)
w or moderate
lessthan 10 .......... 75.3 14.0 9.8 1.0 100 71.9 17.8 9.4 9 100
10-19. . ... 72.6 14.9 11.3 1.2 100 69.3 18.9 11.0 .9 100
2049 .. .00 70.8 17.3 10.7 1.2 100 67.3 19.4 12.4 9 100
50-79 . cvviiiiiiin, 65.8 20.6 12.2 1.4 100 65.4 21.2 12.5 1.0 100
80-100............... 61.8 24.2 12.3 1.7 100 61.2 4.4 12.9 1.5 100
Middie
Lessthan 10 .......... 79.8 11.3 8,0 9 100 78.6 12.7 8.0 J 100
10-19. ... .o 76.0 13.5 9.5 1.0 100 72.7 14.5 12.0 8 100
20-49. ... .. 71.9 15.8 11.0 1.2 100 70.4 16.3 12.5 8 100
50-79. ... 65.5 222 11.0 1.3 100 68.9 18.1 12.1 1.0 100
80-100............... 66.3 21.5 10.7 1.5 100 63.8 23.7 11.3 1.2 100
Upper
Less than 10 .......... 79.7 10.3 8.9 1.0 100 80.9 8.8 9.6 J 100
0-19.. ...l 76.5 12.0 10.1 1.3 100 73.6 11.3 14.3 .8 100
20-49 .. ...l 71.9 14.9 11.9 14 100 7 13.0 13.4 8 100
50-79 .. i 73.0 13.9 12.1 1.0 100 2.3 15.3 11.9 .5 100
80-100............... 74.1 17.1 4.5 4.3 100 71.0 16.8 11.0 1.2 100

1. Components may not sum to totals because of rounding.

2. Loans backed by the Federal Housing Administration, the Veterans
Administration, and the Farmers Home Administration.

3. Low- or moderate-income census tracts are those in which median family
income is less than 80 percent of the median family income of the metropoli-
tan statistical area (MSA) as a whole; in middle-income census tracts,

analyses previously not possible. Knowing the
personal characteristics of loan applicants and
the disposition of their applications makes it
feasible, for example, to gauge more accurately
the level of loan demand faced by an individual
lender or a group of lenders seeking to serve
different types of customers and various geo-
graphic areas within their communities. At the
same time, the limitations of the data must be
recognized.

The 1990 HMDA data document differences in
the experiences of loan applicants grouped by
their personal characteristics or by the charac-
teristics of the neighborhood in which they seek
to purchase or improve homes. Most promi-

median family income is 80 percent to 120 percent of the median MSA family
income; in upper-income census tracts, median family income is more than
120 percent of the median MSA family income.

SoURCE. Preliminary data, Home Mortgage Disclosure Act, Board of
Governors of the Federal Reserve System.

nently, the data indicate that black and Hispanic
applicants are denied home loans more fre-
quently than are white or Asian applicants who
have similar incomes. The data also indicate that
applicants seeking to purchase homes in low- or
moderate-income neighborhoods (regardless of
the race of the residents) are denied credit more
frequently than are applicants seeking to buy
homes in upper-income neighborhoods.

The HMDA data can and should be used to
raise questions about lending activity and to
develop hypotheses for further investigation.
The application-disposition patterns, however,
reflect a wide variety of economic factors that
determine the creditworthiness of individual
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7.—Continued
Refinancing Home improvement
Census tract
characteristic ) - )
Approved | ' Denied ‘}Y;&‘n chog:d Total . | Approved | Denied m& n cholsl: / Total
Racial composition
(minotities as percentage
of population)
Less than 10 .., ....... .. 752 14,0 9.9 9 100 76.6 18.5 4.5 4 100
10-19 ..o i 68.8 16.8 13.4 1.0 100 68.9 239 6.2 9 100
20-49 Lo e 66.9 18.3 13.8 1.0 100 64.7 28.1 6.2 1.0 100
50-79 i 64.4 20.0 14.6 1.0 100 58.1 349 6.1 9 100
80-100 .. ..ol 61.5 22.0 15.3 1.2 100 50.3 433 5.7 7 100
Income®
Low or moderate ........ 64,7 20.6 13.6 1.2 100 58.3 35.6 5.4 6 100
Middle........cv.0 . 72.5 15.8 10.9 .9 100 72.7 21,9 4.9 5 100
Upper ..o 71.8 14.5 12.7 1.0 100 75.7 17,9 58 7 100
Income® and racial
composition (minorities as
ercentag ogf, pulation)
{ow or.moderate
Lessthan 10 .......... 1.2 17.9 9.9 9 100 67.9 27.2 4.5 4 100
10-19.. ..o 67.5 19.1 12.3 1.1 100 64,0 30.1 5.4 5 100
20-49 ... 64.7 20.5 13.6 1.1 100 61.2 32.4 5.6 7 100
50-79 . .0 i 62.7 21.4 14,7 1.2 100 55.9 37.5 5.8 8 100
80-100.. ...t 60.3 22.4 15.9 1.3 100 48.8 4.7 5.7 7 100
Middle
Less than'10 . ......... 76.2 14.1 8.9 8 100 76.7 18.7 4.2 3 100
10-19.., v v i 69.6 16.8 12.6 1.0 100 69.4 24.0 5.8 9 100
2049, . ... 67.5 18.0 13.5 1.0 100 65.4 27.4 6.2 1.0 100
50T, 00 ceine i 65.1 1.2 146 1.0 100 58.9 33,7 6.4 1.0 100
80-100............... 63.5 21.8 13.8 .8 100 526 41.1 5.7 7 100
Upper
Less than 10" . 13.4 1.4 1.0 100 78.3 16.1 5.1 5 100
0-19. 16.3 14,7 1.0 100 69.9 214 7.5 1.2 . 100
16,9 14.8 1.0 100 67.2 23.9 7.6 1.3 100
16.1 13.6 8 100 67.1 25.0 7.0 9 100
15.0 14.1 5 100 70.3 24.3 4.8 .6 100

home loan applicants and the adequacy of the
collateral provided by the properties they seek to
purchase or improve. Thus, caution in interpret-
ing the numbers is called for. For example,
although the expanded HMDA data show loans
denied by race or national origin, that informa-
tion alone does not provide a basis for an inde-
pendent assessment of whether an applicant who
was denied credit was in fact creditworthy. Sim-
ilarly, the HMDA data do not establish whether
the property involved in the proposed credit
extension was appropriately valued. Thus, it is
not possible to determine, from the HMDA data
alone, whether loan applicants are being treated
fairly and on a racially nondiscriminatory basis.

Fundamentally, the rates of approval and de-
nial of loan applications reflected by the 1990
HMDA data represent the separate outcomes of
a credit review process carried out by the more
than 9,000 covered financial institutions located

across the country. That process seeks to ensure
that individuals granted credit will repay their
debt as scheduled and that, should they fail to do
so, the collateral offered as security will pay off
the loan plus costs associated with foreclosure.
Consequently, lenders evaluate the factors that
they believe allow them to predict an applicant’s
ability to repay; among these factors are several
consumer financial characteristics—the propor-
tion of the consumer’s income that will need to
be dedicated to the repayment of the proposed
loan plus other outstanding debts, the level of
equity (through the downpayment) that the con-
sumer is able and willing to put into the property,
the consumer’s employment experience and
prospects, and the consumer’s history of repay-
ing debts. Lenders also consider the appraised
value of the property serving as the collateral for
the loan.

The HMDA data reveal little about the finan-
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cial characteristics of loan applicants—only their
annual income. Even here, two applicants who
have similar incomes may be strikingly different
in their asset levels, existing debt burdens, and
credit histories. Applicants of different race and
gender may differ systematically in their financial
characteristics. Other sources of information,
such as consumer surveys conducted by the
Federal Reserve, provide extensive data on the
financial situations of households grouped, for
example, by annual income, race, or gender.
Here, too, caution is called for, however. Con-
sumer surveys generally represent a wider pop-
ulation of respondents than do the HMDA data,
which represent only individuals who have ap-
plied for a home loan. To the extent that group
profiles developed from these surveys reflect the
characteristics of home loan applicants, such
information may prove helpful in understanding
variations in loan disposition rates among appli-
cants grouped by race or gender.

Federal Reserve and other consumer surveys
show the financial situation of households
grouped by income. These data indicate that,
compared with high-income households, low-
income households tend to have relatively few
assets available for a downpayment on a home; if
they have consumer debt, tend to have relatively
high repayment burdens and are more likely to
have fallen behind in their scheduled debt repay-
ments; and generally have more periods of invol-
untary unemployment or reduced work hours.

Generally, black and Hispanic households are
much more likely to be in a low-income grouping
than are white households. For example, the
median income of households headed by blacks
and Hispanics is roughly 57 percent and 71
percent respectively of the median income of
families headed by whites.2¢ These disparities
reflect, among other things, sharp differences in
employment experiences. For example, in mid-
1991 the national unemployment rate for blacks
was nearly twice that of whites.2s Also, the
financial asset and net worth positions of non-
white and Hispanic households are substantially

24. Statistical Abstract of the United States, Money In-
come of Households, 1990.

25. Bureau of Labor Statistics, Current Population Survey
(July 1991).

different from those of whites.26 For instance, in
1986 the mean amount of financial assets held by
black families was $5,900, compared with
$64,000 for white families. Differences in net
worth were even more pronounced, with black
families having an average net worth of $29,000
and white families $165,000.

USES OF NEW AND EXPANDED
HMDA DATA

Users of the HMDA data include community-
based and other types of consumer-interest orga-
nizations, financial institutions, state and local
government agencies, and federal supervisory
agencies. Community-based organizations have
long used HMDA data in assessing the home
lending activities of institutions in their commu-
nities. Financial institutions covered by HMDA
use the information to evaluate the success of
their loan marketing efforts and community out-
reach programs and to compare their perfor-
mance with the home lending activities of their
competitors. State and local governments find
the data useful in identifying areas that may need
assistance.

Supervisory Agencies

Supervisory agencies will be a major user of the
expanded HMDA data. The new information will
help them better assess the performance of finan-
cial institutions in satisfying their obligations
under the Community Reinvestment Act and
their compliance with the fair lending laws.

Community Reinvestment Act. The CRA re-
quires federal agencies to encourage depository
institutions to help meet the credit needs of their
communities, including low- and moderate-
income neighborhoods, consistent with safe and
sound lending practices. Historically, examiners
have used the HMDA data to help them assess
lenders’ compliance. The regulations that imple-
ment the CRA establish twelve criteria for eval-

26. Board of Governors of the Federal Reserve System,
1986 Survey of Consumer Finances.
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uating the record of depository institutions. The
HMDA data help measure institution perfor-
mance against several of the criteria, including
the foliowing:

® The geographic distribution of the institu-
tion’s credit applications, extensions, and
denials

® The institution’s record of originating or
purchasing residential mortgage loans, housing
rehabilitation credit, home improvement loans,
and loans to small businesses and small farms
within its community

® Evidence of prohibited discriminatory or
other illegal credit practices.

The HMDA data also help supervisory agen-
cies evaluate lenders’ CRA records when pro-
cessing applications for charters, deposit insur-
ance, branch or other deposit facilities, office
relocations, mergers, and acquisitions. In addi-
tion, the HMDA data are used in assessing the
merits of specific protests challenging an institu-
tion’s performance in the context of these appli-
cations.

The recent amendments to HMDA enhance
the agencies’ ability to conduct that portion of
CRA evaluations focusing on home lending. For
instance, in the past it was difficult to determine
whether the geographic distribution of a lender’s
home purchase credit extensions reflected the
demand for its loan products. Although informa-
tion about applications has been available to
examiners, until now it has been available only
through the original applications and loan docu-
ments. With ready access to a listing of applica-
tions from the LAR data, examiners will be able
to identify easily the geographic distribution of a
lender’s loan applications.

Examiners can compare an institution’s record
with the records of other lenders serving the
same locality to see if, for example, performance
reflects an absence or low level of lending activ-
ity in the locality. If some peer lenders are
receiving a significant number of applications and
are extending home loans, the data likely will
focus greater attention on the institution’s efforts
to determine community credit needs, on its
marketing and outreach programs, and on the
mix of loan products it offers. On the other hand,

if peer lenders are receiving few applications for
home loans, weak demand may be the explana-
tion. Few applications might also indicate, how-
ever, that outreach efforts and marketing among
all lenders are either ineffective or not aimed at
the community in question.

The new HMDA data also can be used in
assessing whether a lender has established a
reasonable CRA community delineation.?” Al-
though many factors affect a lender’s choice of
the primary service area it seeks to serve, anal-
yses of HMDA data can help determine whether
the distribution of home loan applications re-
ceived by a lender is consistent with this geo-
graphic delineation. If most of the lender’s appli-
cations for home purchases come from outside
its delineated community, examiners may ques-
tion why it is not receiving more applications
from its delineated community and whether the
existing delineation is reasonable. The lender
might need to reconsider the basis for its delin-
eation and perhaps revise the boundaries of the
area it seeks to serve.

Fair Lending Laws. Supervisory agencies also
will use the expanded HMDA data in evaluating
compliance with the fair lending laws—the Fair
Housing Act and the Equal Credit Opportunity
Act. For example, during on-site evaluations,
Federal Reserve examiners currently review a
sample of approved and denied loan applications
to determine whether a bank is applying its stated
lending standards consistently and fairly. Exam-
iners look for instances in which loan applicants
met established standards but were denied credit
and, conversely, for instances in which appli-
cants failed to meet the guidelines but were
nonetheless granted credit. When they find ex-
ceptions, examiners seek to determine whether
similarly situated applicants, particularly mem-
bers of protected groups, were accorded like
treatment.

With the new information about applicant race
or national origin, gender, and annual income,

27. The CRA requires depository institutions to identify the
boundaries of their primary service areas—referred to as
their community delineation. The boundaries must seem
reasonable, and low- and moderate-income neighborhoods
must not be excluded arbitrarily.
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examiners will be able to look for statistical
indicators of possible discrimination, such as
differences in denial rates among groups. They
will then review individual home loan application
records for specific evidence of any disparate
treatment. Although different denial rates for
majority and minority group applicants, for ex-
ample, ultimately may be found to have a legiti-
mate basis, the identification of such differences
is one step in the assessment process.

To facilitate these statistical analyses, the su-
pervisory agencies are working to develop a
computer-based system that will help examiners
identify groups of applicants whose application-
disposition rates are significantly different from
those of other groups. This system can provide
examiners with lists of individual application files
that can be targeted for in-depth review during
on-site examinations. (The application or loan
number on the institution’s LAR will facilitate
retrieval of individual files.) The on-site review
will allow examiners to evaluate the specific
factors considered by a lender when it acted on
an application and to assess an institution’s com-
pliance with the fair lending laws.

HMDA DATA ON SECONDARY
MORTGAGE MARKET ACTIVITY

The 1989 amendments to HMDA require lenders
to report the type of secondary market purchaser
of home loans they sold during the year. The
legislative history of the amendments indicates
that the Congress sought the new information to
help identify, indirectly, secondary market re-
quirements that might have a discriminatory ef-
fect on protected groups. The HMDA data pro-
vide an opportunity for the first time to profile,
for loans covered by HMDA, the characteristics
of both the borrowers whose loans are purchased
by secondary market entities and the neighbor-
hoods in which they reside.

Because not all financial institutions that deal
with secondary market institutions are covered
by HMDA, the patterns revealed by the HMDA
data may differ from those that would be
observed in a review of all secondary market
activity. Moreover, information on borrower
characteristics is not available for all loans sold

by covered lenders—only for loans they them-
selves originated. Although HMDA information
about the census tract location of properties is
available for roughly 75 percent of the loans
sold to, or securitized by, secondary market enti-
ties, information on borrowers’ race or national
origin, gender, and income is available for only
about two-thirds of the loans (table 8). In most
instances when information is unavailable, lend-
ers had purchased the loans from other institu-
tions and were not required to report applicant
characteristics.

General Relation between Borrowers and
Secondary Mortgage Purchasers

Participants in the secondary mortgage market
buy and sell mortgage loans or securities backed
by mortgage loans. They also guarantee payments
on pass-through securities issued against pools of
residential mortgage loans. In so doing, they en-
able institutions that originate loans to raise new
funds. By selling assets that are otherwise rela-
tively illiquid, loan originators are able to extend
additional loans or to use the funds in other ways.

Three government-sponsored agencies domi-
nate secondary market activity—the Federal
National Mortgage Association (FNMA, or
Fannie Mae), the Federal Home Loan Mortgage
Corporation (FHLMC, or Freddie Mac), and
the Government National Mortgage Associa-
tion (GNMA, or Ginnie Mae)—although banks,
thrift institutions, insurance companies, and
other entities are active as well. FNMA and
FHLMC mainly buy conventional mortgage
loans. Most of these loans are packaged into
securities and sold to investors. GNMA does
not purchase loans, but rather guarantees the
timely payment of principal and interest for
privately issued securities backed by FHA-
insured and VA-guaranteed loans. Secondary
market institutions generally do not originate
loans, but they do specify the underwriting
guidelines that loans must meet to be eligible for
purchase or securitization by the secondary
market. These guidelines and related loan-size
purchase limitations vary among secondary
market institutions; thus, it should be expected
that, for the loans these institutions purchase or
securitize, the characteristics of the borrowers
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and neighborhoods where properties are lo-
cated will differ as well.

For example, in 1990 the FNMA and FHLMC
limit on home purchase loans on single family
properties they purchased or securitized was
$187,450. The maximum loan amounts backed by
FHA insurance—between $67,500 and $124,875
(the larger amount corresponding to localities
where housing costs were higher)-—were the
limits for GNMA’s FHA-related activities. The
limit on VA loans eligible for the loan pools that
GNMA would back was $144,000 at the begin-
ning of 1990, and was increased to $184,000
during the year.

Other secondary market purchasers do not nec-
essarily follow these loan-size limitations. In par-
ticular, so-called ‘‘jumbo loans’’ (those exceeding
the loan limit set by FNMA and FHLMC) are
purchased by depository institutions, pension
funds, insurance companies, and others.

Basic underwriting guidelines (such as maxi-
mum loan-to-value ratios and monthly debt-to-
income ratios) also differ among the secondary
market participants, although FNMA and
FHLMC follow essentially the same guidelines.
In the case of GNMA, underwriting standards
are established by HUD and the VA. Given that
HUD and the VA impose less-stringent loan
standards than originators of conventional
loans, and that they have different rules about
the size of loans they will back, it should be
expected that, overall, FHA and VA borrowers
will differ markedly from conventional loan
users. Consequently, borrowers whose loans
are securitized by GNMA are also likely to
differ from those whose loans are sold to or
securitized by FNMA or FHLMC.

Borrowers using loans backed by GNMA may
differ from those using loans supported by
FNMA and FHLMC for another reason. FHA
and VA loans are almost exclusively fixed-rate
loans, whereas adjustable-rate mortgage loans
(ARMs) are widely used in the marketplace (in
1990, ARMs accounted for about 30 percent of all
loan originations). Both FNMA and FHLMC
buy and securitize many ARMs. Thus, it should
be anticipated that differences among groups of
borrowers who choose ARMs and those who
choose fixed-rate loans will be reflected in sales
to secondary market institutions as well.

Preliminary Findings from the
HMDA Data

Lenders covered by HMDA sold roughly 2.3
million loans to secondary market institutions in
1990 (table 8). Most of the activity (some 70
percent) was with FNMA, FHLMC, and
GNMA.

Not surprisingly, given GNMA'’s focus on
government-backed loans, the HMDA data indi-
cate that GNMA is supporting home purchase
loans made to low- or moderate-income, and to a
lesser extent minority households, relatively
more often than are other secondary market
institutions. Overall, 22 percent of the loans
backed by GNMA guarantees were made to
families whose incomes were 80 percent or less
of the median family income of the MSAs in
which they reside. The comparable figures for
both FNMA and FHLMC were roughly 10 per-
cent. The average 1990 income of borrowers
whose loans were guaranteed by GNMA was
$43,535, compared with $64,390 for FNMA and
$63,914 for FHLLMC (data not shown in tables).

Differences in borrower income are also re-
flected in the size of loans purchased or backed
by secondary market institutions (table 8, memo
item). In 1990, the average loan backed by
GNMA was $73,730, compared with $101,050 for
FNMA and $100,890 for FHL.MC.

Compared with other secondary market pur-
chasers, relatively more GNMA-supported bor-
rowers purchased properties in low- and
moderate-income and middle-income areas. This
pattern is similar to the lending patterns revealed
in the HMDA data for loan originations, which
showed that, compared with conventional loans,
government-backed loans were used to finance
home purchases relatively more often in neigh-
borhoods whose residents had moderate in-
comes.

IN SUMMARY

The more complete information about home
lending now being gathered under the Home
Mortgage Disclosure Act will give many
groups—financial institutions, community orga-
nizations, supervisory agencies, and others—a
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8. Mortgage loans sold, by type of purchaser, characteristics of borrower, and characteristics of census tract in which

property is located, 1990

Number and percentage distribution, except as noted

Federal National Government National | Federal Home Loan Farmers Home ,
Borrower or census teact Mortgage Assn. Mortgage Assn. Mortgage Assn. Admin; Commercial bank
characteristic
Number | Percent | Number | Percent | Number | Percent | Number | Percent | Number |- Percent
Total loans sold......... 584,203 656,495 349,140 3,769 61,625
Race of borrower
American Indian/Alaskan
native ...l 1,935 5 011 4 1,284 .5 21 8 237 5
Asian/Pacific Islander . ... 17,050 4.1 4,046 11 14,908 5.7 384 14,1 1,329 2.5
Black . ...ooovvivnnnnnnn 11,995 2.9 20,968 8.6 7,993 3.0 101 37 3,388 6.5
Hispanic ............... 14,803 3.6 14.245 5.8 20,906 8.0 251 2.2 1,721 3.3
White 360,756 86.5 198,132 80.8 210,077 80.1 1,902 70.0 43,964 84.1
Other 2,858 N 768 3 641 .6 17 6 269 5
Joint (white/minority) .... 7,495 1.8 6,029 2.5 5,524 2.1 43 1.6 1,376 2.6
Total............... 416,892 100 245,099 100 262,333 100 2,719 100 52,284 100
Gender of borrower
Male’.......covvvnnnn 65,664 15.5 51,300 20.5 43,672 16.4 498 17.3 10,285 19:1
Pemale’ ................ 52,825 12.4 33,367 13.4 35,853 13.4 427 14.9 6,734 12.5
Joint (male/female) ...... 306,254 721 165,075 66,1 187,379 70.2 1,949 67.8 36,795 68.4
Total ............... 424,743 100 249,742 100 266,904 100 2,874 100 53,814 100
Income of borrower
(percentage of MSA
median)*
Less than 80 9.8 46,185 22.0 22,060 9.8 328 13.5 7,131 16.7
80-99 ........ 2.3 ,099 19.1 21,197 9.5 280 11.6 5.755 13.5
100-120 115 38,462 18.3 26,020 11.6 221 9.1 5,732 13.4
More than 120 . .. 69.5 85,200 40.6 154,710 69.1 1,592 65.8 24,055 56.4
otal 100 209,946 100 223,987 100 2,421 100 42,673 100
Racial compasition of
census tract (minorities as
percentage of population)
Less than 10 65.7 269,830 56.2 155,054 :57.0 1,546 52.7 29,082 59.7
10-19 oo 16.5 97,673 20.3 \ 18.6 538 18.3 9,924 20.4
20-49 11.6 75,816 15.8 40,926 15.1 432 14.7 6,624 13.6
5079 3.6 20,765 4.3 15,641 58 294 10.0 1,803 3
80-100 ..... 2.5 15,988 33 9.704 3.6 123 - 4,2 1,263 2.6
Total 100 480,072 100 271,844 100 2,933 100 48,696 100
Income of census tract’ '
Low or moderate .,...... 40,132 8.9 62,482 13.0 32,382 11.9 424 14.5 5,343 11.0
Middle................. 255,961 56.7 307,361 64.0 155,408 57.2 1,756 59.9 28,136 57.8
Upper .......0ccovvninn 155,125 34.4 110,229 23.0 84,084 30.9 753 25.7 15,217 31.2
Total . ...ovvrennenin 451,218 100 480,072 100 271,844 100 2,933 100 48,696 100
MEemo
Mean size of loan
(thousands of dollars) . 101.05 73.73 100.89 119.7 95.24

1. Components may not sum to totals because of rounding.

2. One or more males.

3. One or more females.

4. MSA median is the median family income of the metropolitan statisti-
cal area (MSA) in which the property related to the loan is located.

5. Low- or moderate-income census tracts are those in which median family
income is less than 80 percent of the median family income of the MSA as

better understanding of the residential mortgage
market. Financial institutions will be able to
compare their performance with that of their
peers, to help them better evaluate the effective-
ness of their own marketing and outreach efforts.
Such self-assessment may lead to more creative
approaches to meeting the housing needs of low-
and moderate-income families.

a whole; in middle-income census tracts, median family income is 80 percent
to 120 percent of the median MSA family income; in upper-income census
tracts, median family income is more than 120 percent of the median MSA
family income.

Source. Preliminary data, 1990 Home Mortgage Disclosure Act, Board
of Governors of the Federal Reserve System.

Differences in approval and denial rates re-
vealed by the 1990 HMDA data—among appli-
cants grouped by their personal characteristics or
by the characteristics of the neighborhoods in
which they seek to live—and differences in the
number of applications from these groups will
focus increased attention on whether lenders are
treating individuals and groups of applicants
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8. —Continued

Savings bank or Life insurance Affiliate of
Borrower or census tract savings and loan company institution Other purchaser
characteristic
Number | Percent | Number | Percent | Number | Percent | Number | Percent
Total loans sold ...................c....cos 61,208 12,801 159,773 430,950
Race of borrower
American Indian/Alaskan
NAUVE. ..ottt e 240 .5 55 N 481 4 1,752 5
Asian/Pacific Islander .. ....................... 1,876 37 462 57 2,479 2.1 10,660 3.0
Black ..o 2,110 4.2 320 4.0 5,251 4.4 23,234 6.5
HISpanic . ... 2,081 4.1 285 3.5 2,698 2.3 20,335 5.7
WHItE ..o e 42,678 85.0 6,683 83.1 105,336 88.6 291,255 81.6
Other ..o e e 175 3 52 6 584 5 1,495 4
Joint (white/minority) ............ .ol 1,049 2.1 181 2.3 2,037 1.7 402 2.4
Total .. 50,209 100 8,038 100 118,866 100 357,133 100
Gender of borrower
Male? L. 9,045 17.8 1,246 15.2 21,363 17.8 67,662 18.4
Female’ .........c.coviiiiiiiiiiiiiiiiin 5,995 11.8 902 11,0 14,691 12.3 54,452 14,9
Joint (male/female) ...............cooiiiiin.. 35,889 70.5 6,056 73.8 83,826 69.9 242,479 66.5
L7 NP 50,929 100 8,204 100 119,880 100 364,593 100
Income of borrower
(percentage of MSA
median)*
Less than 80 ..........c.coviivnunnninnnennens 5,672 13.2 870 12,0 14,210 14.6 58,704 20.4
B0-99 ... . e 4,591 10.7 705 9.7 11,309 11.6 46,452 16.1
100-120. .o e e 4,892 11.4 793 10.9 11,474 11.8 40,797 14.2
Morethan 120 ........ ..ot iiiiiiinn iy 27,927 64.8 4,897 67.4 60,172 61.9 141,912 49.3
Total ... 43,082 100 7,265 100 97,165 100 287,865 100
Racial composition of
census tract (minorities
as percemage of population)
Lessthan 10 ...........oooiiiiiniiiinnn, 28,613 58 6.555 60.0 81,942 70.8 180,644 56,7 -
10-19 o 9,658 19 2,200 20,1 17,032 14.7 63,709 20.0
20-49 . .. 6,797 13 1,532 14,0 14,180 9.7 48,447 15.2
5079 o e 2,210 4 334 3.1 3,288 2.8 14,029 44
BO-100 .. st 1,614 3 298 2.7 2,242 1.9 11,706 3.7
Total ..... N 48,892 100 10,919 100 115,684 100 318,535 100
Income of census tract®
Lowormoderate...........cooviverieniniianns 6,043 12.4 846 7.7 10,950 9.5 38,685 12.1
Middle ... e 28,083 57.4 5,519 50.5 65,009 56.2 185,781 58.3
UPPT . vttt 14,766 30.2 4,554 41.7 39,725 34.3 94,069 29.5
Total ..o 48,892 100 10,919 100 115,684 100 318,535 100
MEeMoO
Mean size of loan
(thousands of dollars) ..................... 123,29 123.57 115.05 101.43

within their communities in a fair and nondiscrim-
inatory manner. Because of certain limitations
(the most important being incomplete information
about applicants’ financial characteristics), the
expanded data alone cannot provide the answers
to these questions. Nonetheless, the data can be
expected to prompt useful dialogue between
financial institutions and members of their com-
munities.

The expanded data will make it possible for
supervisory agencies to evaluate more thor-

oughly lenders’ compliance with community
reinvestment and fair lending obligations. With
access to individual applications and to infor-
mation about institution lending standards,
agency examiners are able to overcome most of
the data’s limitations. Computerization of the
data will increase their efficiency. Finally, a
switch to 1990 delineations of census tract
boundaries, proposed for the 1992 data, will
make the HMDA information more reflective of
current lending practices. O



Industrial Production and Capacity Utilization

Released for publication on September 17

Industrial production rose 0.3 percent in August
after increases of 0.6 percent in July and 0.8 percent
in June, which are now shown to have been larger
than estimated earlier. In August, the most signifi-
cant increases in output occurred in consumer goods
other than motor vehicles and in durable materials;

Industrial production indexes
Twelve-month percent change

in addition, production of construction supplies and
nondurable materials improved further. After having
increased sharply for five successive months, the
output of motor vehicles fell 9.3 percent last month;
excluding cars and trucks, total industrial production
rose 0.5 percent. Total industrial capacity utilization
increased 0. 1 percentage point in August to 80.0 per-
cent, 1.6 percentage points above its March trough.

Twelve-month percent change
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All series are seasonally adjusted. Latest series, August.
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1987 = 100 Percentage change from preceding month Per-
- centage
: . change,
Industrial production 1991 1991 Aug. 1990
to
May -~ ‘ June* ‘ July® t Aug.? May I June* July® ‘ Aug.? Aug. 1991
Totalindex .................... 106.4 107.3 108.0 108.2 9 8 .6 3 ~-2.0
Previous estimates .............. 106.4 107.1 107.6 8 6 5
Major market groups
Products, total ................. 107.7 108.6 108.8 108.9 8 9 2 1 -1.8
Consumer goods . ............. 106.6 107.9 107.9 108.4 1.0 13 .0 5 .6
Business equipment ........... 121.7 122.1 1227 122.3 4 3 5 -3 -2.5
Construction supplies ......... 95.8 97.4 97.9 98.4 9 1.7 4 6 ~6.6
Materials ................... 104.5 105.4 106.7 107.2 1.1 .8 1.2 5 ~-2.3
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At 108.2 percent of its 1987 annual average,
industrial production in August was 2 percent below
its year-ago level.

In market groups, output of consumer goods other
than motor vehicles increased about 1 percent in
August, reflecting widespread gains in nondurable
goods, such as food and clothing, and further
increases in goods for the home. Production of
business equipment other than motor vehicles rose
0.5 percentto alevel about 1 percent above its low in
March. Since output in this sector reached its trough,
the recovery in output has been lackluster: This
modest improvement since March has been led by
gains in aircraft and in some types of equipment
primarily used outside the industrial sector, such as
farm and service industry equipment; the production
of information processing equipment, which in-
cludes computers, and industrial equipment has
changed little, on balance, in recent months.
Materials production expanded another 0.5 percent
in August, owing primarily to another sharp gain in
durables. Despite the curtailment in output of cars
and trucks in August, output of materials used by the

motor vehicle industry rose again last month, and
production of basic metals increased further. Among
nondurables, production of textiles posted another
sizable gain in August, and output of paper, which
surged in July, edged down. Production of energy
materials was little changed in August; an increase
inelectricity generation was about offset by adecline
in coal.

In industry groups, output in manufacturing
increased 0.3 percent in August; excluding motor
vehicles and parts, output increased 0.6 percent,
about the same as in recent months. Utilization for
manufacturing as a whole edged up 0.1 percentage
point in August to 78.7 percent. Within manufactur-
ing, the operating rate for primary processing
industries continued to move upward, increasing
0.3 percentage point further, while the rate for
advanced processing was about unchanged again
last month. Among primary processing industries,
the utilization rates for textile mill products,
petroleum products, primary metals, and fabricated
metal products all increased more than % percentage
point in August. Within advanced processing, the
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utilization rate for apparel also increased more than
% percent in August and has risen nearly 5 percent-
age points since March; however, the operating rate
for motor vehicles dropped sharply last month.
Elsewhere, the utilization rates for most other
advanced processing industries rose a bit.

Outside manufacturing, output at mines fell about

1 percent, owing mainly to a drop in coal and to
reduced oil and gas well drilling. Production at
utilities increased about % percent, about retracing
the decline in July; on balance, the output of utilities
has changed little since the weather-related surge in
May.
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Statements to the Congress

Statement by David W. Mullins, Jr., Vice Chair-
man, Board of Governors of the Federal Reserve
System, before the Subcommittee on Telecom-
munications and Finance of the Committee on
Energy and Commerce, U.S. House of Repre-
sentatives, September 4, 1991

I am pleased to be here today to testify in
connection with the regulation of the government
securities market. President Corrigan’s state-
ment has detailed both the role of the Federal
Reserve Bank of New York in this market,
including its relationship with the primary deal-
ers, and the circumstances surrounding the dis-
closures by Salomon Brothers.! As he noted, the
Board of Governors of the Federal Reserve Sys-
tem was actively involved in the consultations
among regulators during this episode. In my
prepared remarks, I shall first delineate the role
of the Board of Governors in this market and
then turn to the other issues we were asked to
address—specifically, the potential implications
of this episode for regulatory and legislative
initiatives.

The Board of Governors considers the U.S.

government securities market to be the most

important securities market in the world. It is
important for at least three reasons. First, market
conditions there determine the cost to the tax-
payer of financing U.S. government operations.
Second, this market serves as the foundation for
other money and capital markets here and
abroad, and as a prime source of liquidity for
financial institutions. Finally, and for us perhaps
most important, the U.S. government securities
market is the market through which the Federal
Reserve implements monetary policy, and thus
this market must be an efficient and reliable
transmitter of our monetary policy actions.

1. President Corrigan’s statement follows this one.

Though the U.S. government securities market
is an important market, the Board of Governors
has little direct regulatory authority for this mar-
ket. In this market, the Reserve Banks operate as
fiscal agents of the U.S. Treasury, and the New
York Reserve Bank also serves as the operating
arm of the Federal Open Market Committee
(FOMC). The Board, however, retains general
oversight responsibility for all Federal Reserve
District Bank activities. Moreover, the Board of
Governors bears the responsibility for determin-
ing overall policy for the Federal Reserve System
with respect to this market and all other matters.
For example, the Board consults with the Trea-
sury Department and the Securities and Ex-
change Commission (SEC) on issues related to
administration of the Government Securities
Act. Because of these responsibilities and the
importance of this market, the Board is commit-
ted to participate actively in the process of
ensuring and enhancing the efficiency and integ-
rity of this market.

The market under consideration here is at the
center of the nation’s financial system. Its depth
and breadth are unparalleled. And it is because of
the importance of the market for U.S. govern-
ment securities that the events of recent months
are of such concern. The price distortions in
certain securities, the admissions of wrongdoing
by Salomon Brothers, and the allegations of
further misconduct have raised troubling ques-
tions about the government securities market.
While the government securities market has been
extraordinarily resilient and has continued to
function well over this period, this episode un-
derscores the importance of ensuring the integ-
rity of this market.

Of course, we must not overlook the fact that
existing enforcement mechanisms appear to have
been instrumental in this unfolding episode.
These mechanisms included surveillance activi-
ties, inquiries, and other enforcement activities
by the Federal Reserve Bank of New York, the
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Treasury, the Securities and Exchange Commis-
sion, and the Justice Department. Although sen-
ior Salomon Brothers officials were aware of rule
violations months before, the firm finally admit-
ted wrongdoing only under the pressure of these
advancing enforcement processes. And, of
course, these enforcement processes continue to
move forward as we meet here today. It is
already apparent to all observers that the conse-
quences of willful violations in this area are quite
severe indeed.

While this episode has been a troubling one, it
is not apparent that sweeping changes in regula-
tion are warranted. It is clear that tightening up
on enforcement would be efficacious in detecting
and deterring future offenses. For example, the
Federal Reserve regularly receives information
on dealer positions in when-issued securities.
These reports were not actively monitored.
Though these reports were not designed for
enforcement purposes, closer attention to them
may be helpful in raising questions about situa-
tions with possible enforcement implications.
Going forward, the Federal Reserve is commit-
ted to ensuring active monitoring of all incoming
data and prompt referral of anomalous findings to
appropriate regulatory authorities. Indeed, sur-
veillance and enforcement activities have already
been intensified.

And yet this episode has raised concerns that
go beyond the straightforward process of detect-
ing and punishing wrongdoing. With the revela-
tions by Salomon Brothers, the price distortions
in certain recent issues, and allegations of other
misconduct, some have felt that the fairness of
the market has been called into question. Others
have raised concerns about the efficiency of
market mechanisms. The smooth functioning of
this market in recent months demonstrates that
there appears to have been no economically
meaningful loss of confidence in this market as
yet. Nonetheless, these concerns need to be
addressed. Reduced confidence in the fairness
and efficiency of the government securities mar-
ket could potentially impair liquidity and raise
the cost of Treasury financing.

In response to these concerns, a wide variety
of proposals have been advanced for changes in
regulation or market structure. I believe that this
broad-based reassessment is appropriate and

healthy. This episode has presented us with an
opportunity to undertake a thorough analysis of
the structure of this market and its regulations.

I also believe that the assessment of these
important issues should not be done in haste.
Nor should changes be considered in a piecemeal
manner. The issues are too complex and the
consequences of mistakes too severe for us to
rush to judgment on fundamental issues of mar-
ket structure and regulation.

What is needed is a rigorous, comprehensive,
and coordinated review of the government secu-
rities market—its structure, practices, and regu-
lation. The objective should be to find ways to
ensure and enhance the efficiency and integrity of
this market.

A key question to be addressed in the course of
such a review is whether current laws, regula-
tions, procedures, and enforcement efforts foster
the efficiency and liquidity of this market, as well
as provide adequate protection against the poten-
tial for manipulative practices. A wide range of
issues should be on the table, pertaining to both
the primary and secondary markets for Treasury
securities. It may well be that, upon review,
additional rules or reporting requirements or
significant changes in the auction process or in
the oversight structure of the market will be
found to be in order. At this point, however,
conclusions would be premature. The issues are
complex and interrelated, investigations are not
yet completed, and the data needed to make
informed judgments are still being gathered.

In thinking about such issues, the Board begins
from the premise that it is absolutely essential
that the extraordinary liquidity and efficiency of
the government securities market not be im-
paired. This liquidity is important to the smooth
functioning of the financial system; it facilitates
the implementation of monetary policy through
open market operations; and it allows the Trea-
sury to issue federal debt at the lowest possible
cost to the taxpayers.

With well over $2 trillion in Treasury debt held
by the public, the stakes are high and the conse-
quences of mistakes are severe. Should either
concerns about market integrity or inappropriate
regulation raise the interest rate on Treasury debt
even Vioo of a percentage point, this rise would
aggregate into more than $200 million in in-
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creased interest cost every year that would have
to be borne by U.S. taxpayers. Time is needed
for a careful, analytical approach to the issues of
market structure and regulation.

The Department of the Treasury, the Federal
Reserve, and the SEC have agreed to undertake
an intensive examination of market practices,
structure, and regulation, culminating in recom-
mendations for changes needed to ensure and
enhance the efficiency and integrity of this mar-
ket. We would expect this review to take place
over the span of the next ninety days. I appreci-
ate that this timetable does not mesh with the
sunset date on the Treasury’s rulemaking author-
ity under the Government Securities Act, but I
believe that the added time is necessary to bring
adequate resources to bear on this very impor-
tant matter. In any case, our timetable need not
serve as an impediment to action on the Govern-
ment Securities Act. The legislative process can
usefully go forward in extending the Treasury’s
rulemaking authority and addressing other con-
cerns that already had been under consideration;
if it wishes, the Congress can always take up
other related issues later, perhaps after the agen-
cies have completed their review.

Disclosures to date about wrongdoing in the
market have not fundamentally altered the
Board’s views—conveyed in letters and con-
gressional testimony earlier this year—on the
amendments that had been proposed with re-
spect to the Government Securities Act. Spe-
cifically, we continue to support the recommen-
dation that the Treasury’s rulemaking authority
be extended past its current sunset date. Be-
yond that, however, we do not feel that the
need for the additional legislation, calling for
sales practice rules or mandating the dissemina-
tion of information, has been decisively demon-
strated, nor has the Salomon episode produced
evidence of such a need.

Should the Congress nevertheless conclude
that additional rules are desirable to help curb
existing or potential abuses, we would urge that,
in the case of securities trading information, the
market be given adequate opportunity to satisfy
congressional concerns before backstop author-
ity mandating dissemination may be exercised.
And, with regard to sales practice rules, perhaps
the least costly and most responsive added mea-
sure would be a simple removal of the prohibition
on the National Association of Securities Dealers
(NASD) applying its sales practice rules to gov-
ernment securities transactions. That change
would bring NASD firms into line with what is
already the case for New York Stock Exchange
member firms, thereby extending sales practice
rules to all nonbank brokers and dealers. In this
process, which would in essence take place with
oversight by the SEC, we would favor substan-
tive consultation and cooperation with the De-
partment of the Treasury as the primary regula-
tor of this market. In general, we favor
consultation and cooperation and oppose the
granting of veto powers over other agencies’
regulations in this market.

In sum, recent events have raised troubling
questions about the U.S. government securities
market. These concerns must be addressed. A
thorough and thoughtful investigation is the first
step in this process. Ultimately, a careful and
wide-ranging examination of the government se-
curities market, with the goal of enhancing its
efficiency and its fairness, will be an important
input to our consideration of the appropriate
changes in this market. Though I am deeply
concerned about recent revelations and await the
results of ongoing investigations, I do not believe
that the government securities market is broken
in any fundamental sense. I do, however, believe
that it can be improved, and the Board of Gov-
ernors is committed to this end. O

Statement by E. Gerald Corrigan, President,
Federal Reserve Bank of New York, before the
Subcommittee on Telecommunications and Fi-
nance of the Committee on Energy and Com-
merce, U.S. House of Representatives, Septem-
ber 4, 1991

I appreciate the opportunity to provide the sub-
committee with my views concerning the recent
disclosures by Salomon Brothers Inc. and the
implications of those disclosures for the govern-
ment securities market. These disclosures are
clearly serious matters that must be addressed to
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ensure that confidence in the U.S. government
securities market is maintained at the highest
levels. My statement touches on three topics:
first, the role of the Federal Reserve Bank of
New York as it relates to the government secu-
rities market; second, the Bank’s understanding
of the circumstances surrounding Salomon
Brothers’ disclosures over the period August 9 to
August 19, including the steps the firm has taken
or is planning to take to protect against similar
problems in the future; and third, my thoughts on
a prudent course for the near term.

THE STRUCTURE OF THE GOVERNMENT
SECURITIES MARKET AND ROLE OF THE
FEDERAL RESERVE BANK OF NEW YORK

As the subcommittee knows, the market for U.S.
government securities is the world’s largest,
most efficient, and most important securities
market. Given the sheer size of the federal gov-
ernment debt that needs to be financed, we all
have a big stake in ensuring that the debt is
financed at the lowest possible cost and that the
liquidity and efficiency of this market is pre-
served.

The market consists of several broad catego-
ries of private and public participants. First,
there is the U.S. government itself as issuer of
the securities. Second, there are Federal Reserve
Banks operating as the Treasury Department’s
fiscal agent. Third, there is the Federal Reserve
Bank of New York, acting on behalf of the
Federal Open Market Committee, in entering the
market for day-to-day purchases and sales of
government securities as the chief instrument for
the implementation of monetary policy. Further,
the New York Bank also acts in the market as
agent for foreign central banks and other official
institutions. Fourth, there are government secu-
rities dealers and banks that act as intermediaries
between the Treasury and others in the distribu-
tion and trading of government securities. Fi-
nally, there is the multitude of individual and
institutional holders of the Treasury’s securities.

For descriptive purposes, it may be useful to
think of the operation of the market in two
separate but closely related classes of activities.
First, there are those activities that center on the

issuance of new debt (or the rollover of existing
debt) by the Treasury. This function is performed
under rules established by the Treasury, includ-
ing the so-called 35 percent rule. Primary dealers
(whose characteristics are described below) are
the major takers of new debt issued by the
Treasury either for the dealer’s own account or
for the accounts of their clients or customers.
Entities that are not primary dealers may also
submit competitive bids on their own, but many
choose to make such bids through primary deal-
ers. Finally, any entity or individual may submit
noncompetitive bids in an amount up to $1 mil-
lion. Such bids are accepted by the Treasury at
the average price that results from the competi-
tive bidding process.

The second class of activity relates to investing
and trading in the vast stock of Treasury debt
that makes up the market as a whole. At this
level, the scope of the market widens appreciably
and ultimately encompasses the millions of indi-
viduals and institutions on a global basis that are
active in the market for U.S. government secu-
rities. This vast secondary market in government
securities functions with elements of liquidity,
efficiency, and resiliency that are unique, on a
global scale, to that market. In part, this is made
possible by the Treasury—Federal Reserve book-
entry system for the electronic custody and
transfer of these securities.

As noted above, among the private partici-
pants in the market are the so-called primary
dealers in U.S. government securities with whom
the Federal Reserve Bank of New York conducts
its open market operations. The primary dealers
are the main market makers for government
debt. They maintain two-way markets for gov-
ernment securities and participate directly and
actively in the Treasury’s auctions. Today, there
are about forty primary dealers—about half are
banks or securities affiliates of banks and half are
diversified or specialized securities firms. All
Federal Reserve transactions in the market,
whether for its own account or for the accounts
of other official institutions, are conducted with
the primary dealers. During 1990, the aggregate
volume of such transactions conducted by the
Federal Reserve with primary dealers was close
to $525 billion.

The mere fact that the Federal Reserve Bank
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of New York must conduct transactions with
private-sector counterparties implies, of neces-
sity, that the Bank incurs the same elements of
counterparty credit, delivery, and settlement risk
that any private-sector market participant also
incurs. For this reason, the Bank has established
criteria for selecting those firms with whom the
Bank does business. (The criteria for primary
dealers are described in Attachment A.!) It
should also be noted that in several other major
industrial countries there are broadly similar
arrangements between central banks and a des-
ignated group of firms with whom those other
central banks conduct their business.

It is important to note that the role of the
Federal Reserve Bank of New York in its busi-
ness relationship with the primary dealers takes
place in a framework in which the Federal Re-
serve has no express statutory authority to reg-
ulate or supervise the primary dealers. Indeed,
the Government Securities Act of 1986 estab-
lished a formal supervisory and regulatory frame-
work for the government securities market for
the first time, with the Treasury as rulemaker and
the Securities and Exchange Commission and
banking supervisors as responsible for enforce-
ment. While the Federal Reserve Bank of New
York does not have statutory rulemaking or
enforcement authority in this area, we recognize
that our public nature carries with it certain
implicit responsibilities to work closely with
those having such authority to preserve and
enhance the health and vitality of this market.
We also recognize that the smooth functioning of
the market for U.S. government securities—
given its role as the anchor for other markets—
has obvious implications for the smooth func-
tioning of other money and capital markets here
and abroad.

The number of primary dealers has varied over
the years as the U.S. Treasury market has
grown. From eighteen in the early 1960s, the
number increased to twenty-three in 1971 and to
thirty-six in 1981. Today there are about forty
primary dealers, after having peaked at forty-six
in 1988. These firms are expected to facilitate the

1. The attachments to this statement are available upon
request from Publications Services, Board of Governors of
the Federal Reserve System, Washington, D.C. 20551,

Federal Reserve’s Open Market Operations, to
make markets in the full range of U.S. govern-
ment securities for customers in good times and
bad, and to be consistent and meaningful partic-
ipants in Treasury auctions of new securities.
Firms choose to take on these responsibilities as
primary dealers for a variety of reasons, includ-
ing the desire to have an active role in the largest
market worldwide. Firms also choose to with-
draw for business considerations such as the
belief that they may achieve better returns on
their capital from other lines of business. For
example, during 1990, two firms were added to
the list while five firms were deleted.

From time to time, the Federal Reserve Bank
of New York has carefully considered possible
changes in its approach to the selection of those
entities with whom it will do business. Those
deliberations always collide head-on with two
realities that seem to limit practical alternatives
to current arrangements. First, the fact that we
must deal with private-sector counterparties nec-
essarily implies that some will be chosen and
some will not. Second, the fact that some will be
chosen and others not necessarily implies that
whether they are called primary dealers or not,
the unique relationship between the Federal Re-
serve Bank of New York and those entities with-
whom the Bank does business will remain. Re-
cent events have obviously called into even
sharper focus these difficult questions.

While the primary dealer system is, in the first
instance, based on business counterparty rela-
tionships, our interests in the health and wellbe-
ing of the market extend beyond that narrow
framework, The breadth, depth, and liquidity of
this market are essential characteristics that the
Federal Reserve relies on for the implementation
of monetary policy, the Treasury relies on for
financing the federal government, and investors
rely on in committing their funds.

AN OVERVIEW OF THE FEDERAL RESERVE
BANK OF NEW YORK’S UNDERSTANDING
OF THE EVENTS SURROUNDING THE
SALOMON BROTHERS’ DISCLOSURES OF
AUGUST 9 THROUGH AUGUST 19

On Friday, August 9, 1991, top officials at Sa-
lomon Brothers telephoned the Federal Reserve
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Bank of New York and almost simultaneously
faxed to the Bank a copy of the firm’s August 9
press release. Before that phone call, the Fed-
eral Reserve Bank of New York had no knowl-
edge of the wrongdoing then or subsequently
disclosed by Salomon. However, in the normal
review of the bids for the February five-year
note auction, an employee of the Federal Re-
serve Bank of New York had noted that another
dealer firm had submitted a bid, which, if added
to the bid submitted by Salomon Brothers for an
affiliate of that same second dealer firm, would
have placed that entity’s consolidated bid over
the Treasury’s 35 percent limit for a single
entity. The Federal Reserve Bank of New York
notified the Treasury of this finding, and the
Treasury subsequently wrote to Salomon’s cus-
tomer—with a copy to Salomon—informing it
that all of its affiliates would be considered a
single entity for purposes of the administration
of the auction rules.

The circumstances surrounding these events
strongly suggest that it was the receipt by Sa-
lomon of the copy of the Treasury letter to that
second firm that prompted a senior official of
Salomon to disclose to his superiors the fact of the
unauthorized bid in the February auction. Despite
this disclosure within the firm, the fact of the
unauthorized bid was not disclosed to the Federal
Reserve Bank of New York or any other official
entity until the telephone call of August 9, 1991.

While not directly the subject of Salomon
Brothers’ August 9 press release, there was also
a considerable amount of discussion between
officials of the Federal Reserve Bank of New
York and Salomon Brothers in the period after
the Treasury’s May auction of two-year notes. In
that timeframe, there was no evidence that Sa-
lomon had breached the Treasury’s 35 percent
rule in the May auction. There was, however,
concern in the marketplace and in official circles
that the auction results may have created some-
thing of a ‘“‘squeeze’ in the market for that
particular issue. Those concerns prompted the
Securities and Exchange Commission, in consul-
tation with the Treasury and the Federal Re-
serve, to commence an in-depth review and
investigation into the May two-year note auction
and its market aftermath. Given the amount of

attention and discussions that surrounded the
May auction, the disclosures made by Salomon
during the course of the Friday, August 9 tele-
phone call were particularly unsettling, espe-
cially as it pertained to top management’s knowl-
edge since late April of the unauthorized
customer bid in the February auction.

On the basis of the disclosures made by
Salomon Brothers on Friday, August 9, the
Federal Reserve Bank of New York informed
Salomon Brothers by letter on Tuesday, August
13 that it wanted a written explanation of the
circumstances surrounding the disclosures
made on August 9 and a full report on manage-
rial and other changes that would be taken to
prevent a recurrence of these irregularities in
the future.

Early in the evening of Tuesday, August 13 the
Federal Reserve Bank of New York received
another call from top management at Salomon.
At that time, further disclosures of irregularities
were made. These irregularities were the subject
of the press statement issued by Salomon Broth-
ers late in the day of Wednesday, August 14.

On the basis of the August 14 disclosures,
there were further discussions between top offi-
cials of Salomon Brothers and the Federal Re-
serve Bank of New York on the evening of
Thursday, August 15 and on the morning of
Friday, August 16. During the discussion on
Friday, August 16, it became clear that the top
two officials of the firm intended to resign and
that Mr. Buffett would take on the position of
interim chairman over the weekend. In the face
of these important changes in top management at
the firm and the strong commitments made by the
incoming chairman, the Federal Reserve Bank of
New York deemed it appropriate to provide the
firm with a limited amount of additional time to
respond to the questions raised in the Bank’s
letter of August 13.

Over the entire period from the late morning
call of Friday, August 9 to the Federal Reserve
Bank of New York through the conversations
between the Federal Reserve Bank of New York
and the firm on the morning of Friday, August 16,
the Bank kept the Federal Reserve Board, the
Treasury, and the Securities and Exchange Com-
mission informed as to the nature of these conver-
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sations. Over this same interval, officials of the
Federal Reserve worked closely with the Securi-
ties and Exchange Commission and law enforce-
ment entities in the sharing of information and in
the shaping of concepts and approaches to the
investigations then under way. All such discus-
sion occurred in the context of full cooperation
and strong working relationships between the
three official entities and the Justice Department.

Over the course of Sunday, August 18, the
Federal Reserve Bank of New York was in
constant contact with the Treasury Department,
the Board of Governors of the Federal Reserve
System, and Salomon Brothers. The Bank was
fully aware of the decisions taken by the Trea-
sury in regard to the extent of Salomon’s ability
to participate—either for its own account or for
the account of customers—in Treasury auctions,
and it regarded all such decisions as appropriate.
Indeed, the Bank shared the view that the deci-
sion to permit Salomon to continue to participate
in auctions for its own account was appropriate
in light of the further management changes an-
nounced on Sunday, August 18, as well as the
further assurances received as to the future
course of conduct by the firm. Throughout all of
these discussions, however, the Federal Reserve
Bank of New York was mindful that the nature
and extent of its future business relationship with
the firm were under review, and the Bank made
that quite clear to all, including the new manage-
ment of the firm.

In looking at the acknowledgements by the
firm since the first statement on August 9 regard-
ing wrongdoings in the auctions of December
1990 and February 1991—especially in light of
the fact that the latter was known by the top
management of the firm in late April—one can
only be shocked and dismayed by this sequence
of events. Having said that, it will take some time
for the various criminal and civil proceedings to

sort themselves out in a setting in which due
process must be allowed to run its course. Sim-
ilarly, some breathing room is needed for the new
management of the firm to be able to respond in
detail as to what steps the firm, its lawyers, its
accountants, and its advisers have taken, or are
planning to take, to prevent and detect similar
activities in the future. Finally, we, along with
other authorities, will rigorously evaluate these
changes. In the meantime, one cannot help but
be impressed with the sweeping management
changes that have already been made and with
the strength of the new management’s commit-
ment to proper behavior and strengthened man-
agement and control systems.

STEPS FOR THE NEAR TERM

At this point in time, while awaiting the results of
current investigations by several agencies, it
seems premature to come forward with any
broad-based plans for regulatory changes or leg-
islative proposals with respect to the government
securities market. In coming weeks, we will be
coordinating closely with officials and staff of the
Treasury Department, the Securities and Ex-
change Commission, and, of course, the Board of
Governors of the Federal Reserve System. The
agencies together will be looking at this situation
with an eye toward developing a coherent ap-
proach that deals with the abuses that have come
to light and does so in a manner that recognizes
the need to proceed very carefully in respect to
this highly important market. We would aim to
have recommendations within ninety days—al-
though on certain more limited points it may be
possible to move sooner. With a carefully
thought-out and implemented approach, we be-
lieve that it will be feasible to maintain the
integrity and efficiency of this vital market. [

Statement by David W. Mullins, Jr., Vice Chair-
man, Board of Governors of the Federal Reserve
System, before the Subcommittee on Securities
of the Committee on Banking, Housing, and
Urban Affairs, U.S. Senate, September 11, 1991

I am pleased to be here today to testify in
connection with the regulation of the government
securities market. President Corrigan’s state-
ment has detailed both the role of the Federal
Reserve Bank of New York in this market,
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including its relationship with the primary deal-
ers, and the circumstances surrounding the dis-
closures by Salomon Brothers.! The Board of
Governors of the Federal Reserve System was
actively involved in the consultations among
regulators during this episode. In my prepared
remarks, I shall first delineate the role of the
Board of Governors in this market and then turn
to the other issues we were asked to address—
specifically, the potential implications of this
episode for regulatory and legislative initiatives.
The Board of Governors considers the U.S.
government securities market to be the most
important securities market in the world. It is
important for at least three reasons. First, market
conditions there determine the cost to the tax-
payer of financing U.S. government operations.
Second, this market serves as the foundation for
other money and capital markets here and abroad
and as a prime source of liquidity for financial
institutions. Finally, and for us perhaps most
important, the U.S. government securities mar-
ket is the market through which the Federal
Reserve implements monetary policy, and thus
this market must be an efficient and reliable
transmitter of our monetary policy actions.
Nonetheless, the Board of Governors has little
direct regulatory authority for the U.S. govern-
ment securities market. In this market, the Re-
serve Banks operate as fiscal agents of the U.S.
Treasury and the Federal Reserve Bank of New
York also serves as the operating arm of the
Federal Open Market Committee (FOMC). The
Board, however, retains general oversight re-
sponsibility for all Federal Reserve District Bank
activities. Moreover, the Board of Governors
bears the responsibility for determining overall
policy for the Federal Reserve System with re-
spect to this market and other matters. For
example, by statute the Board consults with the
Treasury Department and the Securities and Ex-
change Commission on issues related to admin-
istration of the Government Securities Act. Be-
cause of these responsibilities and the
importance of this market, the Board is commit-
ted to participating actively in the process of

1. President Corrigan’s statement follows this one.

ensuring and enhancing the efficiency and integ-
rity of this market.

The market under consideration here is at the
center of the nation’s financial system. Its depth
and breadth are unparalleled. And it is because of
the importance of the market for U.S. govern-
ment securities that the events of recent months
are of such concern. The price distortions in
certain securities, the admissions of wrongdoing
by Salomon Brothers, and the allegations of
further misconduct have raised troubling ques-
tions about the government securities market.
While it has been extraordinarily resilient and
has continued to function well over this period,
this episode underscores the importance of en-
suring the integrity of this market.

Of course, we must not overlook the fact that
existing enforcement mechanisms appear to have
been instrumental in this unfolding episode.
These mechanisms included surveillance activi-
ties, inquiries, and other enforcement activities
by the Federal Reserve Bank of New York, the
Treasury, the Securities and Exchange Commis-
sion (SEC), and the Justice Department. Al-
though senior Salomon Brothers officials were
aware of rule violations months before, the firm
finally admitted wrongdoing only under the pres-
sure of these advancing enforcement processes.
And of course, these enforcement processes con-
tinue to move forward as we meet here today. It
is already apparent to all observers that the
consequences of willful violations in this area are
quite severe indeed.

While this episode has been a troubling one, it
is not apparent that sweeping changes in regula-
tion are warranted. It is clear that tightening up
on enforcement would be efficacious in detecting
and deterring future offenses. For example, the
Federal Reserve will be contacting customers
bidding through dealers to confirm the accuracy
of those bids. In addition, the Federal Reserve
regularly receives information on dealer posi-
tions in when-issued securities. These reports
were not actively monitored from an enforce-
ment perspective because they were not de-
signed for that purpose. Nonetheless, closer at-
tention to them may be helpful in raising
questions about situations with possible enforce-
ment implications, and we will explore the rede-
sign of this report to enhance its potential useful-
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ness in the enforcement process. The Federal
Reserve is committed to ensuring active monitor-
ing of all incoming data and prompt referral of
anomalous findings to appropriate regulatory au-
thorities.

And yet this episode has raised concerns that
go beyond the straightforward process of detect-
ing and punishing wrongdoing. With the revela-
tions by Salomon Brothers, the price distortions
in certain recent issues, and allegations of other
misconduct, some have felt that the fairness of
the market has been called into question. Others
have raised concerns about the efficiency of
market mechanisms and the efficacy of the cur-
rent regulatory structure. The continued smooth
functioning of this market demonstrates that
there appears to have been no economically
meaningful loss of confidence in this market as
yet. Nonetheless, these concerns need to be
addressed; reduced confidence in the fairness
and efficiency of the government securities mar-
ket could potentially impair liquidity and raise
the cost of Treasury financing.

In response to these concerns, a wide variety
of proposals have been advanced for changes in
regulation or market structure. I believe that this
broad-based reassessment is appropriate and
healthy. This episode has presented us with an
opportunity to undertake a thorough analysis of
the structure of this market and its regulations.

I also believe that the assessment of these
important issues should not be done in haste. Nor
should changes be considered in a piecemeal
manner. The issues are too complex, highly inter-
related, and the consequences of mistakes are too
severe for us to rush to judgment on fundamental
issues of market structure and regulation.

What is needed is a rigorous, comprehensive,
and coordinated review of the government secu-
rities market—its structure, practices, and regu-
lation. The objective should be to find ways to
ensure and enhance the efficiency and integrity of
this market.

A key question to be addressed in the course of
such a review is whether current laws, regula-
tions, procedures, and enforcement mechanisms
foster the efficiency and liquidity of this market,
as well as provide adequate protection against the
potential for manipulative practices. A wide range
of issues should be on the table, pertaining to both

the primary and secondary markets for Treasury
securities. It may well be that, upon review,
additional rules or reporting requirements or sig-
nificant changes in the auction process or in the
oversight structure of the market will be found to
be in order. At this point, however, conclusions
would be premature. The issues are complex and
interrelated, investigations are not yet completed,
and the data needed to make informed judgments
are still being gathered.

However, a promising approach is to explore
ways to make access to the primary market
easier and more efficient. Broader-based partici-
pation in auctions should reduce the vulnerability
to collusion and result in a deeper, more efficient
market. For example, an electronic bidding pro-
cess in the primary market promises to provide
easier access, thereby broadening the market.
Moreover, a computerized auction process will
greatly enhance the efficiency of market surveil-
lance and monitoring efforts and allow rapid and
casy detection of many potential abuses. The
Federal Reserve and the Treasury have acceler-
ated their effort to automate major aspects of the
auction process. Broader participation in auc-
tions and more efficient surveillance mechanisms
may render collusion impractical and obviate the
need for cumbersome, restrictive regulations that
risk raising the cost of Treasury financing.

Several commenters have questioned the pri-
mary dealer system. As an integral part of the
government securities market, the primary
dealer system has served us well for thirty years.
Nonetheless, the market has changed over that
span, and it is therefore appropriate that the role
of the primary dealer system in this market be
considered in a thorough review.

Another topic for examination in our review is
the difficult issue of the appropriate amount and
nature of information sharing among market par-
ticipants. Some sharing of information is useful,
even necessary to the smooth functioning of the
Treasury market. Information sharing can reduce
uncertainty and facilitate lower cost Treasury
financing. Nonetheless, some kinds of informa-
tion sharing can lead to collusive behavior and
market distortion. One approach is to derive
appropriate standards of conduct with respect to
the sharing of information among market partic-
ipants.
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The issue of the Treasury’s consultations with
the Public Securities Association’s borrowing
committee is more appropriately addressed by
the Treasury. They must assess the benefits of
this arrangement, which may well be substantial,
against the potential for abuse, which may well
be limited.

Among the suggestions from academe is that
the Treasury replace the current auction tech-
nique with a so-called Dutch auction. While not a
new suggestion, it is one worthy of rigorous
analysis. Analysis is necessary because, applied
in this context, it is not at all clear that a Dutch
auction would reduce the cost of Treasury fi-
nancing; indeed, it might actually increase the
Treasury’s costs. Nevertheless, this area is a
fruitful one for examination. Redesigning the
auction process has the potential to attract
broader-based interest in the auction and to
reduce the risk of collusive behavior. And, of
course, there are numerous other issues that
deserve careful and deliberate consideration in a
thorough review of this market.

In thinking about such issues, the Board begins
from the premise that it is absolutely essential
that the extraordinary liquidity and efficiency of
the government securities market not be im-
paired. This liquidity is important to the smooth
functioning of the financial system, it facilitates
the implementation of monetary policy through
open market operations, and it allows the Trea-
sury to issue federal debt at the lowest possible
cost to the taxpayers.

With well over $2 trillion in Treasury debt held
by the public, the stakes are high and the conse-
quences of mistakes are severe. Should concerns
about either market integrity or inappropriate
regulation raise the interest rate on Treasury debt
even Yiw of a percentage point, this rise would
aggregate into more than $200 million in in-
creased interest cost every year, which would
have to be borne by U.S. taxpayers. Time is
needed for a careful, analytical approach to the
issues of market structure and regulation.

The Department of the Treasury, the Federal
Reserve, and the SEC have agreed to undertake
an intensive examination of market practices,
structure, and regulation, culminating in recom-
mendations for any changes needed to ensure
and enhance the efficiency and integrity of this

market. We would expect that this review
would take place over the span of the next
ninety days. I appreciate that this timetable
does not mesh with the sunset date on the
Treasury’s rulemaking authority under the
Government Securities Act, but 1 believe that
the added time is necessary to bring adequate
resources to bear on this very important matter.
In any case, our timetable need not serve as an
impediment to action on the Government Secu-
rities Act. The legislative process can usefully
go forward on extending the Treasury’s rule-
making authority and addressing other con-
cerns that already had been under consider-
ation; if it wishes, the Congress can always take
up other related issues later, perhaps after the
agencies have completed their review.

Disclosures to date about wrongdoing in the
market have not fundamentally altered the
Board’s views—conveyed in letters and congres-
sional testimony earlier this year—on the amend-
ments that had been proposed with respect to the
Government Securities Act. Specifically, we
continue to support the recommendation that the
Treasury’s rulemaking authority be extended
past its current sunset date. Should the Congress
conclude that additional rules are desirable to
help curb existing or potential abuses, we would
urge that, in the case of securities trading infor-
mation, the market be given adequate opportu-
nity to satisfy congressional concerns before
backstop authority mandating dissemination may
be exercised. And, with regard to sales practice
rules, perhaps the least costly and most respon-
sive added measure would be a simple removal of
the prohibition on the National Association of
Securities Dealers (NASD) applying its sales
practice rules to government securities transac-
tions. That change would bring NASD firms into
line with what is already the case for New York
Stock Exchange member firms, thereby extend-
ing sales practice rules to all nonbank brokers
and dealers. In this process, which would in
essence take place with oversight by the SEC,
we would favor substantive consultation and
cooperation with the Department of the Treasury
as the primary regulator of this market. In gen-
eral, we favor consultation and cooperation and
oppose the granting of veto powers over other
agencies’ regulations in this market.
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In sum, recent events have raised troubling
questions about the U.S. government securities
market. These concerns must be addressed. A
thorough and thoughtful investigation is the first
step in this process. Ultimately, a careful and
wide-ranging examination of the government se-
curities market, with the goal of enhancing its
efficiency and its fairness, will be an important

input to our consideration of the appropriate
changes in this market. Though I am deeply
concerned about recent revelations and await the
results of ongoing investigations, I do not believe
that the government securities market is broken
in any fundamental sense. I do, however, believe
that it can be improved, and the Board of Gov-
ernors is committed to this end. O

Statement by Oliver Ireland, Associate General
Counsel, Legal Division, Board of Governors of
the Federal Reserve System, before the Commit-
tee on Agriculture, U.S. House of Representa-
tives, September 11, 1991

I am pleased to be here today to discuss the
provisions of H.R.6, the Financial Institutions
Safety and Consumer Choice Act of 1991, con-
cerning Payment System Risk Reduction. Subti-
tle A of title VI of H.R.6 contains provisions
designed to confirm the validity of contractual
agreements providing for the netting of payment
obligations between and among financial institu-
tions, including depository institutions, securi-
ties brokers or dealers, and futures commission
merchants.

The Board strongly supports these provisions
as an important step in reducing systemic risk in
the U.S. financial system and maintaining the
competitiveness of U.S. financial institutions and
markets. We understand, however, that the com-
mittee is concerned that these provisions may
conflict with provisions of the Commodity Ex-
change Act and rules promulgated thereunder as
well as provisions of the Bankruptcy Code. The
Board believes that the purpose of these netting
provisions is consistent with the purposes of the
Commodity Exchange Act and would support
amendments to H.R.6 designed to clarify the
relationship between the netting provisions, the
provisions of the Commodity Exchange Act, and
other federal laws.

On every business day, financial institutions
engage in transactions with one another that
involve trillions of dollars. These transactions
involve normal day-to-day payments between
commercial businesses as well as foreign ex-
change, securities, and commodities transac-

tions. The certainty of settlement of payments
associated with these transactions is critical to
the efficiency of the U.S. economy and to the
role of the dollar as an international trade cur-
rency. The failure of a major financial institution
could call into question the status of billions of
dollars of these transactions and jeopardize the
soundness of its financial institution counterpar-
ties, thereby creating systemic risks for the finan-
cial system.

To limit these risks, many financial institu-
tions enter into netting contracts under which
the payment obligations between two parties,
or among several parties, are netted so that
each party to the netting contract is required or
entitled to make or to receive only a single
payment that is the net of all of that party’s
transactions. Thus, in a bilateral netting con-
tract—that is, a netting contract involving only
two parties—one party makes a single, net
payment to the other party. In a multilateral
netting contract—that is, a netting contract
involving several parties—each party in a net
debtor position makes a single payment, and
each party in a net creditor position receives a
single payment. Because individual net pay-
ments are far smaller than the gross value of the
payment obligations to be settled between and
among the parties, the effect of the failure of
one of the parties in a net debtor position to
settle its payment obligation is far smaller than
the effect of unwinding all of the underlying
transactions. Further, the amount of any failed
net payment can often be covered by margin or
other collateral requirements, or by coinsur-
ance or other arrangements to ensure that un-
derlying transactions are settled with the mini-
mum of systemic risk to the financial markets.
The value of netting in reducing systemic risk



896 Federal Reserve Bulletin [0 November 1991

was recognized in 1990 in a Report of the
Committee on Interbank Netting Schemes of
the Central Banks of the Group of Ten Coun-
tries.

The operations of the New York Clearing
House Interbank Payments System, also known
as CHIPS, demonstrates the ability of netting to
reduce systemic risk. Each day CHIPS partici-
pants exchange payments totaling, on average,
about $870 billion. However, the net payments
made at the end of the day to settle these
transactions total, on average, only about $6.7
billion, with the single largest debtor making a
payment of less than $1.9 billion. To limit sys-
temic risk further, CHIPS has instituted arrange-
ments under which the single largest debtor’s
position is covered by a collateralized coinsur-
ance system based on the participants’ dealings
with the failed participant. Under this arrange-
ment, CHIPS participants can be assured that the
system would settle in the event of the failure of
a large participant and that individual transac-
tions processed through the system would not
have to be unwound. Other payment or clearing
systems have similar netting and settlement ar-
rangements. Critical to these systems is the abil-
ity to net their participants’ positions on either a
bilateral or a multilateral basis.

The ability to reduce the systemic risk to
financial markets by netting is important not only
to the safety and soundness of U.S. financial
institutions but also to the competitiveness of
U.S. financial markets with foreign financial mar-
kets. Investors will be attracted to financial mar-
kets in which they can be certain their transac-
tions will be subject to prompt final settlement.

We believe that under the laws of the United
States and the various states there is a fairly high
degree of certainty that netting contracts would
be enforced. Nonetheless, the slightest doubt as

to the validity of carefully drawn netting con-
tracts presents unacceptable levels of systemic
risk due to the enormous volume of dollar trans-
actions that are settled each day.

The provisions of subtitle A of title VI of
H.R.6 are designed to remove any such doubts
by providing that, as a matter of federal law,
netting provisions of contracts between and
among depository institutions, securities bro-
kers and dealers, futures commission mer-
chants, and commodities and securities clearing
organizations are valid and binding on the par-
ties. These provisions would provide certainty
that the netting provisions would be enforced,
even in the event of the bankruptcy of one of
the parties.

We do not believe that these provisions were
intended to validate contracts that are otherwise
invalid because they violate provisions of federal
law. Nevertheless, the Board understands that
the committee has expressed concern that the
netting provisions of H.R.6 would override pro-
visions of the commodities, securities, or bank-
ing laws. For example, under federal commodi-
ties and securities laws, certain rules of clearing
organizations or contract markets are not consid-
ered to be valid unless they have received re-
quired regulatory approvals. We believe that the
netting provisions of H.R.6 were not intended to
validate such contracts.

Similar concerns were raised concerning the
Senate version of this legislation. In response to
these concerns, the Senate version was revised
to include provisions clarifying that this legisla-
tion does not validate netting contracts prohib-
ited by or requiring agency approval prior to
becoming effective under relevant federal law.
The Board supported these clarifications and
supports the addition of similar clarifying provi-
sions to title VI, subtitle A of H.R.6. O

Statement by E. Gerald Corrigan, President,
Federal Reserve Bank of New York, before the
Subcommittee on Securities of the Committee on
Banking, Housing, and Urban Affairs, U.S. Sen-
ate, September 11, 1991

I am pleased to appear before you this morning to

shed further light on the Salomon Brothers inci-
dent and to share with you my views on the
workings of the government securities market. I
also want to provide some general thoughts as to
how we can best ensure that this vital market
remains the most efficient, liquid, and trusted
market in the world.
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PRIMARY DEALERS AND THEIR
ASSOCIATION WITH THE FEDERAL
RESERVE BANK OF NEW YORK

Among the private participants in the market for
government securities are the so-called primary
dealers in U.S. government securities with whom
the Federal Reserve Bank of New York conducts
its open market operations. The primary dealers
are the main market makers for government
debt. They maintain two-way markets for gov-
ernment securities and participate directly and
actively in the Treasury’s auctions. Today, there
are thirty-nine primary dealers—about half are
banks or securities affiliates of banks, and half
are diversified or specialized securities firms. All
Federal Reserve transactions in the market,
whether for its own account or for the accounts
of other official institutions, are conducted with
primary dealers. During 1990, the aggregate vol-
ume of such transactions conducted by the Fed-
eral Reserve with primary dealers was close to
$525 billion.

The mere fact that the Federal Reserve Bank
of New York must conduct transactions with
private-sector counterparties implies, of neces-
sity, that the Bank incurs the same elements of
counterparty credit, delivery, and settlement risk
that any private-sector participant in the market
also incurs. For this reason, the Bank has estab-
lished criteria for selecting those firms with
whom the Bank does business. (The criteria for
primary dealers are described in attachment A.1)
It should also be noted that in several other major
industrial countries there are broadly similar
arrangements between central banks and a des-
ignated group of firms with whom those central
banks conduct their business.

It is important to note that the role of the
Federal Reserve Bank of New York in its busi-
ness relationship with the primary dealers takes
place in a framework in which the Federal Re-
serve has limited statutory authority to regulate
or supervise primary dealers. Indeed, the Gov-
ernment Securities Act of 1986 established a
formal supervisory and regulatory framework for

1. The attachments to this statement are available on
request from Publications Services, Board of Governors of
the Federal Reserve System, Washington, D.C. 20551.

the government securities market for the first
time, with the Treasury as rulemaker and the
Securities and Exchange Commission (SEC) and
banking supervisors responsible for enforce-
ment.

The number of primary dealers has varied over
the years as the U.S. Treasury market has
grown. From eighteen in the early 1960s, the
number increased to twenty-three in 1971 and to
thirty-six in 1981. Today there are thirty-nine
primary dealers, after peaking at forty-six in
1988. As profitability ebbs and flows, firms come
and go as primary dealers. For example, during
1990, two firms were added while five firms
withdrew. Thus far in 1991, two more have left.
These firms are expected to facilitate the Federal
Reserve’s open market operations, to make mar-
kets in the full range of U.S. government securi-
ties for customers in good times and bad, and to
be consistent and meaningful participants in
Treasury auctions of new securities.

From time to time, the Federal Reserve Bank
of New York has carefully considered possible
changes in its approach to the selection of those
entities with whom it will do business. Those
deliberations always collide head-on with two
realities that seem to limit practical alternatives
to current arrangements. First, the fact that we
must deal with private-sector counterparties nec-
essarily implies that some will be chosen and
some will not. Second, the fact that some will be
chosen and others not necessarily implies that
whether they are called primary dealers or not,
the unique relationship between the Federal Re-
serve Bank of New York and those entities with
whom the Bank does business will remain. Re-
cent events obviously have called into even
sharper focus these difficult questions.

While the primary dealer system is, in the first
instance, based on business counterparty rela-
tionships, our interests in the health and well-
being of the market extend beyond that narrow
framework. The breadth, depth, and liquidity of
this market are essential characteristics that the
Federal Reserve relies on for the implementation
of monetary policy, the Treasury relies on for
financing the federal government, and investors
rely on in committing their funds.

In summary, the primary dealer arrangement
fundamentally grows out of the fact that the
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Federal Reserve, like other central banks,
must—as a wholly practical matter—conduct
market operations with private-sector counter-
parties. It is therefore, in the first instance, a
business relationship. Having said that, we recog-
nize fully that as the central bank and fiscal agent
for the Treasury we have a natural interest in the
smooth workings of the market. We also recog-
nize that our public nature and our participation in
the market make it impossible to fully or even
materially ignore the reality that our relationship
with the market surely carries with it the implica-
tion that we are one of its ‘‘regulators.”

For example, the mere presence of our limited
program for the periodic monitoring of primary
dealers and the fact that we regularly collect
certain statistical information from the dealers
create that impression. However, I should stress
that the primary dealer monitoring program is
quite narrow in its purpose and its scope and is not
remotely similar to the bank examination pro-
gram. The basic purpose of the monitoring pro-
gram is to satisfy ourselves that the Federal
Reserve—by virtue of its transactions with deal-
ers—is not incurring unacceptable risk of financial
loss in a context in which the nature of our
transactions with dealers is relatively low in risk
to begin with.

The data and information that we collect from
primary dealers are aimed at providing broad
insights into the workings of the market. These
information-gathering activities have never been
structured with a view toward enforcement or
compliance activities, even though we fully rec-
ognize that there will always be a degree of
overlap between these functions and our broad
market-monitoring activities. For example, with
the one exception of the so-called when-issued
statistical report, none of the data we collect from
the dealers on positions and turnover are specific
as to any one security. We receive weekly data,
grouped by broad maturity ranges. As such, these
reports have virtually no utility in detecting the
kind of problem that arose in the Salomon case
because they were not designed for that purpose.
Even the when-issued report, which is daily, has
very limited utility in this regard.

In these circumstances, it follows quite natu-
rally that as a part of our overall review of the
lessons to be learned from the Salomon case, we

will take a fresh look at these programs to see
what changes may be needed and how those
changes can best be coordinated with the needs
of the Department of the Treasury and the Secu-
rities and Exchange Commission (SEC).

There is one last point regarding the system of
primary dealers that should be discussed to fully
grasp the dynamics of these arrangements.
Namely, why do firms—domestic and foreign—
want to be primary dealers in the first place? In
part, the answer to that question is straightfor-
ward because some firms must judge that this
particular function is an economically effective
way to deploy their capital. In point of fact,
however, returns on capital for primary dealers do
not come easily. Indeed, it is not at all unusual for
individual primary dealers to lose money. In fact,
we have had any number of years in which a
significant fraction of individual dealers has in-
curred losses in their operations in government
securities.

For some, however, low returns and even
periodic losses are tolerable because the firm
may judge that having a major presence in this
market is important because of the synergies that
arise with other aspects of the firm’s business
here and abroad. In other words, the unique
character and importance of the market for U.S.
government securities may be such that some
firms view a major presence in that market as so
important to their overall business strategy that
even subpar returns on capital deployed to this
specific activity are acceptable.

There is another factor that may also be rele-
vant in this regard—although its importance is
diminishing. Historically, interdealer brokers in
government securities made the wholly private
business decision to provide access to the so-
called brokers wires on a ‘‘no-name give-up’’
basis only to primary dealers. The Federal Re-
serve played no role in that decision and has
sought to distance itself from it. With changing
technology and more widespread price dissem-
ination, that practice is now breaking down. The
Federal Reserve wholeheartedly supports initia-
tives that move in that direction so long, of
course, as these initiatives are consistent with
the dictates of efficiency, reliability, stability,
and soundness of the marketplace as a whole.

There is one last factor that must be cited as
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one of the key factors that attracts firms to the
fold of primary dealers and that factor is prestige.
Whether we like it or not, the fact remains that
there is an element of prestige associated with
primary dealer status. It is also true that in times
of stress that prestige factor can loom very large
indeed. In that regard, it is clear to me that the
letter the Federal Reserve Bank of New York
sent to Salomon Brothers on Tuesday, August
13, which discussed our review of the firm’s
status as a primary dealer, played a major role in
the changes in top management at the firm an-
nounced on Friday, August 16. I might also add
that then, and now, I regarded those changes in
top management as an absolutely essential first
step in the healing process for the market.

The primary dealer system has worked well
over the years. It has served the Federal Re-
serve, the Treasury, the nation, and the world
effectively. Yet, the system is not without its
drawbacks. However, as we consider whether
basic changes in these arrangements are needed,
it seems to me that we must keep two basic
propositions in mind. First, regardless of what
they are called and how they are selected, for at
least the foreseeable future, there will be a finite
group of private-sector counterparties with
whom the Federal Reserve will have to do busi-
ness. One way or another, the identity of these
firms will be known in the marketplace. Second,
the sheer size of the financing and refinancing
requirements of the federal government are such
that, one way or another, for the foreseeable
future there will have to be some relatively large
firms that play a central role in the underwriting
and distribution of that debt and in making sec-
ondary markets in the government’s debt instru-
ments. If the returns are not there to attract
private capital to that business or if the burdens
of excessive regulation so stifle the efficiency and
liquidity of that market, the cost to the taxpayers
and to the prestige of the United States can be
enormous.

THE FEDERAL RESERVE AS THE
TREASURY'’S FISCAL AGENT IN THE
AUCTION PROCESS

The basic rules governing the auctions of Trea-
sury securities—including the 35 percent rule—

are established by the Treasury. Compliance and
enforcement responsibility for these rules rests
with the Treasury. However, as the Treasury’s
fiscal agent, the Federal Reserve—as with most
central banks throughout the world—is the Trea-
sury’s point of contact with the marketplace. As
such, the Federal Reserve has a natural respon-
sibility to call to the Treasury’s attention events
or circumstances, which, in its judgment, suggest
that the Treasury’s rules or intentions may have
been breached in the auction process.

Over a very long period of time, the process by
which Treasury securities are auctioned or oth-
erwise placed in the market has worked exceed-
ingly well. Indeed, until the Salomon event, we
had no knowledge of any event or events that
would constitute a significant breakdown in the
workings of the auction process.

Although the auction process is open to all
qualified bidders, the fact remains that over the
long haul the primary dealers—and in recent
years their large customers—are, by far, the
major takers of government securities in the
auction process. This development is natural
given the capital that they have devoted to this
business as well as their distribution network,
their expertise, and their role as market makers
in government securities. Having said that, it is
also true that in recent years the auction awards
have tended to become more concentrated, es-
pecially if one takes account of the large institu-
tional clients of the primary dealers that choose
to bid in the auctions through the primary deal-
ers.

The mechanics of the auction process are, in
one sense, quite simple. Those submitting com-
petitive bids must present those bids on a pre-
scribed tender form at a Federal Reserve Bank
by 1:00 p.m. eastern time on the day of the
auction. As a practical matter, the overwhelming
share of such bids (often in the range of 80
percent to 90 percent) is received by the Federal
Reserve Bank of New York. To minimize market
uncertainties, the results of the auction are an-
nounced about one hour later, or around 2:00
p.m. eastern time.

Within that single hour, between 1:00 p.m. and
2:00 p.m., the initial responsibility for tabulating
and checking the bids—including checking for
compliance with the 35 percent rule— falls to the
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staff of the Federal Reserve Bank of New York.
It was this initial check of the bids submitted for
the February 1991 five-year note auction that we
now know began the unraveling of Salomon’s
illegal activities. At the time, however, there was
absolutely no reason to suspect any illegal activ-
ity. Nevertheless, since the circumstances sur-
rounding that auction have received so much
attention, allow me to recount what happened
and how it was to shape subsequent events.

Included in the bids received at 1:00 p.m. for
the February 21 auction in question was a small
bid, for its own account, for S.G. Warburg &
Co., itself a primary dealer, and a bid at the 35
percent limit submitted by Salomon for a cus-
tomer described on the tender form as Warburg
Asset Management. It should be noted that there
was nothing unusual about an affiliate of one
primary dealer submitting a bid through another
primary dealer. What was unusual was the fact
that if, under Treasury rules, the two Warburg
entities were considered a single entity and if
both bids were awarded in full, the result would
have slightly exceeded the 35 percent limit. The
Federal Reserve promptly called both Salomon
and the Treasury. Salomon indicated that the
client name was in error and that the bid had
been received from their London office for Mer-
cury Asset Management—an affiliate of War-
burg. As this was occurring, it became evident
that the actual awards in the auction would be
such that the 35 percent limit would not be
breached even if the entities in question were a
single entity for purposes of the auction rules. In
those circumstances, and in a setting in which
there was, at the time, no reason whatsoever to
suspect wrongdoing, the Treasury indicated to
the Federal Reserve that it would accept both
bids. It was understood at that time that the
Treasury would subsequently investigate the le-
gal relationships between the various Warburg
entities.

Over the ensuing two or three weeks the Bank
shared with the Treasury information it had
regarding the bids, and on March 14, the Trea-
sury, in response to an inquiry by the Federal
Reserve, indicated that it was continuing its
review of the corporate relationship between the
entities in question. That review culminated with
the Treasury’s letter of April 17 to Warburg

informing the firm that in the future the entities in
question would be considered a single entity for
purposes of the auction rule. A copy of that letter
was sent to Salomon.

When Salomon finally disclosed its wrongdo-
ings in August, and when the top management
acknowledged to me that they knew of the unau-
thorized customer bid in the February auction, I
surmised that it was the pressure of the inquiries
about the ‘‘Mercury’’ bid submitted by Salomon
in February that spooked Mr. Mozer into disclos-
ing his wrongdoing to his superiors.

It is now quite clear that my suspicion was
correct. What I did not know, however, until I
read the statement submitted to the Congress by
Salomon last week was that in the face of those
developments Mr. Mozer apparently went to
rather considerable lengths in requesting an offi-
cial of Warburg not to respond to the Treasury’s
letter. This raises another question about possi-
ble wrongdoing. The SEC and the Justice De-
partment are aware of these developments, and
the Treasury and the Federal Reserve have ar-
ranged a meeting with Warburg for this week to
learn its side of this story.

In all of these circumstances, it is only fair to
ask whether a more rigorous investigation into
the February auction might have made a differ-
ence in terms of the course of subsequent events.
Given (1) the history of the auction process; (2)
that there was not then a shred of evidence to
suggest illegal activity; and (3) what now seems
to have transpired between officials at Salomon
and Warburg in April, it does not seem unrea-
sonable to conclude that the steps followed by
the Federal Reserve and the Treasury in that
setting were appropriate. The one thing that
surely would have made a difference would have
been the timely disclosure of these events by the
top management of Salomon when they learned
of them in late April.

Having said that, three things are now clear in
retrospect. The first is that despite the fact that
the auction had worked so well for so long, we
must be more rigorous in our review of the bids
when received. Steps already have been taken to
move in that direction. Second, programs cur-
rently under way to provide a higher degree of
automation in the auction process should be
accelerated to the extent possible—keeping in
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mind that even a fully automated auction system
brings with it its own risks. Third, some further
changes in the auction rules may be needed.

SYMPTOMS OF OTHER POSSIBLE PROBLEMS

Within the context of the Salomon affair the great
bulk of attention has, understandably, focused
on the 35 percent rule and the firm’s systematic
violation of that rule. There is, however, another
aspect of this situation that may warrant careful
consideration. For example, operating wholly
within the spirit and the letter of the auction
rules, it is possible for a single dealer firm and
one or two of its clients to win a very large share
of any auction. If, in those circumstances, there
are large short positions in the market, it is likely
that one or both of the following will occur: First,
the price of the securities in question will rise
relative to close substitute securities, or, second,
the financing cost of the securities in the repur-
chase agreement (RP) market will drop, thereby
providing the owners of those securities with a
very favorable cost of carry. When this latter
condition occurs, the particular security is said to
be ‘‘on special’’ in the RP market.

Either or both of these phenomena occur with
some regularity in the market. Moreover, these
phenomena tend to be self-correcting because
the relative rise in the price of the specific
security in question should provide clear incen-
tives for the holders of such securities to sell,
reap the arbitrage profit, and in the process add
to the supply of the security in the market as a
whole.

Over the past couple of years, however, the
frequency with which particular issues are ‘‘on
special’’ in the RP market has increased. It is
also true that the emergence in the market of a
handful of very large ‘‘hedge funds’’ that acquire
large amounts of securities and may finance
those positions through primary dealers may be
contributing to this phenomenon. This develop-
ment need not be a worry unless one were to
conclude that highly concentrated holdings and
financings of positions in a single issue create a
condition in which the dangers of market manip-
ulation are unacceptably large. At this point, I do
not have a view on this question, but I do think

that it is one of the issues we must look at over
the period ahead.

FINANCIAL SCANDALS IN PERSPECTIVE

The events surrounding the Salomon episode are
shocking, but what makes them even more wor-
risome in terms of public confidence in financial
markets and institutions is that they come on the
heels of several other cases involving highly
questionable, if not outright illegal, activities.
Moreover, while we are naturally sensitive to
these problems in this country, the phenomenon
is global in nature. That, of course, raises the
very important question of whether the incidence
and nature of these unhappy events are worse
than they have been in the past or whether it just
seems that way. For example, there surely are
some economic historians who might suggest
that these problems are not all that unusual after
a long boom, especially in the financial sector.
However, others might suggest that the problems
are different in nature and frequency, even allow-
ing for the cyclical factor and that the cause lies
with ‘‘deregulation.”’ That, however, is a little
hard to accept, in part, because we have seen at
least some of these problems in segments of
markets, or in institutions or even in countries
where deregulation has not been a particularly
important factor in influencing behavior.
Perhaps we will not fully understand what is
happening, why it is happening, and whether it is
truly out of line with historical experience until
we are able to look back on these developments
with the benefit of hindsight. On the other hand,
confidence in our financial markets and institu-
tions is simply too important to push these ques-
tions aside and leave them to the historians.
Having said that, I do not want to leave the
impression that 1 have anything even resem-
bling an answer to these questions at this time.
But, there are two things that keep coming back
to my mind as I ponder this situation. One is
that ‘‘high-tech’’ financial practices are a two-
edged sword. To be sure, this technology is
doing many wonderful things for us all, but it
also creates nightmares for control systems, for
top managers, and, yes, for regulators. Indeed,
the combination of high technology and finan-
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cial innovation may even help to create the
impression among some practitioners that sheer
complexity makes it too easy and too inviting to
cut corners and to play close to the edge.
Finally, and more important, high technology
and financial innovation are probably a major
reason why profit margins are so thin, with the
resulting need to push that much harder to earn
that extra dollar of profit. Even if all of that is
correct, however, the problem remains since
we cannot and certainly should not seek to hold
back technology and innovation. That being the
case, the burdens on managers and regulators
loom even larger. I might add that the burdens
on legislators are also great in these circum-
stances. For example, some might look at the
Salomon episode as a reason to further delay
much needed progressive banking legislation.
That, in my view, would be a mistake that 1
hope we can avoid.

The second thing that keeps haunting me when
I ponder these issues is bound to be highly
controversial. It is compensation practices in the
financial sector. Maybe 1 am too old-fashioned,
but I cannot see the merit of compensation

practices that yield millions of dollars per year,
for example, for individual securities or foreign
exchange traders. Maybe it is asking too much,
but somewhere I would like to think that there
must be a chief executive officer or a board of
directors that will have the courage and the
conviction to begin the process of reversing these
excesses. 1 cannot help but think that once that
process gets started, others would quickly fol-
low. In saying that, I am under no illusions that
more conservative compensation practices will
solve all or even many of these problems. On the
other hand, human nature being what it is, com-
pensation practices that hold out the potential for
millions of dollars of annual income seem to me
to entail the clear danger that reasonable stan-
dards of prudence and ethics can, all too easily,
be cast aside for the sake of writing that next
ticket.

I thank you, for your patience in allowing me
to drift so far from the direct subject matter of
this hearing, but I do think that as we search for
remedies to the problems immediately at hand,
we should also keep an eye on the larger
picture. O

Statement by J. Virgil Mattingly, Jr., General
Counsel, and William Taylor, Staff Director,
Division of Banking Supervision and Regulation,
Board of Governors of the Federal Reserve Sys-
tem, and E. Gerald Corrigan, President, Federal
Reserve Bank of New York, before the Commit-
tee on Banking, Finance and Urban Affairs, U.S.
House of Representatives, September 13, 1991

We are pleased to appear before the committee
to describe the Federal Reserve’s role in the
supervision of the Bank of Credit and Commerce
International (BCCI) and the Federal Reserve's
investigation of BCCI’s secret acquisition of the
shares of several U.S. banking organizations.
This testimony will focus first on the opera-
tions of BCCI around the world, particularly
BCCI’s use of a fragmented, unsupervised struc-
ture operating in foreign jurisdictions with mini-
mal supervision and strong bank secrecy laws;
second, on the Federal Reserve’s efforts to deny
BCCI entry into this country; third, on the Fed-

eral Reserve’s continuing investigation, which
has detected and produced hard evidence of
BCCT’s secret acquisition of the stock of U.S.
banks; and finally on the very valuable lessons
learned from the Federal Reserve’s experience
with BCCI.

In considering these matters, we believe that
five major points should be stressed:

First, the Federal Reserve has never approved
any presence by BCCI in this country, and for
that reason BCCI has never been authorized to
take deposits from U.S. citizens through an
insured bank. Our investigation indicates that
BCCI was aware that the Federal Reserve pre-
sented a serious obstacle to acquisition of banks
in this country—a fact that may well explain
BCCI’s campaign to acquire illegally and surrep-
titiously the shares of U.S. banking organizations
through a complex web of nominees and sham
loan arrangements.

Second, in 1987 and 1988, the Federal Reserve
detected money laundering and operational prob-
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lems at the state-licensed agencies that BCCI
established in this country. Through the action of
the Federal Reserve and state regulators, BCCI’s
U.S. agencies were eliminated or substantially
wound down over the next three years. By the
time of BCCI’s seizure on July 5, 1991, BCCI’s
U.S. operations had shrunk from about $1 billion
to $250 million, and BCCI’s two remaining U.S.
agencies had less than $25 million in liabilities to
third parties. Thus, at the time of BCCI’s closing,
the vast majority of funds at its two remaining
U.S. agencies were its own. This situation sets
the United States apart from numerous other
countries in which local depositors have lost
their funds, or access to their funds, as a result of
the seizure of BCCI.

Third, the Federal Reserve did act to prevent
an illegal BCCI presence in this country when
Middle Eastern investors applied in 1978 and
1980 to acquire Financial General Bankshares,
now renamed First American Bankshares. In
considering the application in 1980, the Board
sought to make certain that BCCI did not have a
stake in the holding company formed to make the
acquisition, Credit and Commerce American
Holdings, N.V. (CCAH), and was not funding
the acquisition.

Although the Federal Reserve did not have at
that time any evidence of fraud or illegality in
BCCI’s overseas banking operations, the Federal
Reserve nevertheless was concerned by BCCI’s
unregulated character and rapid growth. Con-
cerned also because BCCI was acting as adviser
to the investors, the Federal Reserve sought to
ensure that BCCI would not gain control of First
American. The Federal Reserve received explicit
commitments from BCCI, the investors, and
their representatives that the acquisition of First
American was being made with the investors’
own funds and that BCCI would not acquire any
CCAH shares or finance the investors. The Fed-
eral Reserve did not accept these representations
without question but made substantial efforts to
verify what it was being told.

The Federal Reserve requested and received
from the investors financial statements and other
documentation confirming the various represen-
tations. The numerous materials submitted by
the banks and accounting firms of the principal
shareholders indicated that the investors were

persons of substantial wealth who were fully able
to make the investment by using their own funds
and without borrowing from BCCI or anyone
else. Even today, it is undisputed that some of
the principal investors are persons of great
wealth. Further, the Federal Reserve conducted
background investigations of the investors: The
Departments of State and Commerce stated that
the investors were persons of substance and,
along with the Central Intelligence Agency, re-
ported no adverse information on the investors.
Finally, the Federal Reserve took the unusual
step of holding a hearing on the application at
which the largest investor, three other investors,
and the investors’ representatives appeared and
further denied any BCCI involvement in the
investment or its financing.

Throughout this process, there was no evi-
dence that the shareholders and their represen-
tatives were being untruthful in their written and
oral statements that BCCI was not involved in
the financing of the acquisition. Under the Bank
Holding Company Act with its due process re-
quirements, the Federal Reserve is not autho-
rized to act on suspicion or rumor but must have
evidence to support its decision. The Federal
Reserve had no grounds at the time to deny and,
operating under this statutory standard, ap-
proved the application. The necessary state au-
thorities approved as well.

Fourth, since allegations of an illegal BCCI-
CCAH link reached the Federal Reserve in late
1988 from the Internal Revenue Service (IRS)
and another source, the Federal Reserve has
continuously investigated the relationship be-
tween the two, detecting and producing, in our
view, substantial evidence of violations by BCCI
and others of the Bank Holding Company Act
and other statutes.

In January 1989, after receipt of these allega-
tions, the Federal Reserve conducted a special
review of CCAH and its relationship to BCCI,
examining the financial relationship between
BCCI and the First American banks. The Federal
Reserve continued to make inquiries into any
possible link through 1989 and 1990. BCCI and
CCAH representatives consistently denied that
such a link existed, and the records available to
the Federal Reserve at that time provided no
evidence to refute their assertions.
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The Federal Reserve asked regulators in Lux-
embourg and the Cayman Islands, where the
principal BCCI bank subsidiaries were char-
tered, to verify the reports of a BCCI-CCAH
link. The Luxembourg regulator in 1990 advised
that it would investigate the matter but was
having difficulty obtaining the necessary informa-
tion. Cayman regulators stated that they had no
relevant records on the matter.

The Federal Reserve also sought information
from law enforcement agencies conducting
probes of BCCI. In June 1989, while the U.S.
Attorney’s Office in Tampa was continuing its
investigation of BCCI, a Federal Reserve official
met with attorneys from that office, offered the
assistance of examiners, and indicated that the
Federal Reserve wished to obtain information on
the investigation when completed. On February
7, 1990, two days after BCCI was sentenced for
money laundering, two experienced Federal Re-
serve counsel went to Tampa to determine from
the U.S. Attorney’s Office whether their investi-
gation had unearthed any evidence that BCCI
owned or controlled CCAH. The U.S. Attor-
ney’s Office referred the Federal Reserve coun-
sel to IRS investigators, who indicated that a
report of the findings of their investigation had
been prepared. The IRS did not provide a copy of
the report, or mention any tapes made during
their investigation, because of considerations of
grand jury secrecy and witness safety. The Fed-
eral Reserve investigators were told of the exis-
tence of an informant, whose credibility the IRS
said they seriously doubted, and of another lead.
In April 1990, the IRS provided the name of the
informant and arranged for him to call the Fed-
eral Reserve. The Federal Reserve was unsuc-
cessful in repeated attempts to contact the infor-
mant until 1991.

In further efforts to obtain information on the
alleged control by BCCI of CCAH, the Federal
Reserve, in the spring of 1990, pursued another
avenue of the investigation. In June 1990, the
Federal Reserve reached an information-sharing
agreement with the New York County District
Attorney’s Office and subsequently obtained ac-
cess pursuant to a New York Supreme Court
order to certain of the materials presented to a
state grand jury investigating BCCI. This agree-
ment and the information sharing and ongoing

collaboration of the Federal Reserve and the
District Attorney’s Office were to be of great
benefit to both agencies in uncovering evidence
of what Mr. Morgenthau, the New York County
District Attorney, has characterized as the larg-
est banking fraud in history.

In fall 1990, the Federal Reserve, acting on
information provided to us by the New York
County District Attorney, demanded and—after
initial refusals by BCCI’s auditors, Price Water-
house—was able to review at BCCI's London
offices a report confirming the existence of more
than $1 billion in nonperforming loans by BCCI
secured by CCAH shares. Based on the evidence
gathered by Federal Reserve investigators, the
Board, on January 4, 1991, formalized and broad-
ened the investigation, authorizing use of discov-
ery and subpoena powers. Later that month, the
Federal Reserve initiated examinations of the
entire First American banking organization,
focused on determining whether there were any
financial dealings with BCCI.

The Federal Reserve’s investigation has been
intense and thorough, encompassing the seizure
and review of tens of thousands of pages of
documents both here and abroad, weeks of dep-
ositions, interviews of more than fifty persons in
the United States and overseas, and cooperation
with federal, state, and foreign law enforcement
agencies. The evidence unearthed by our staff
establishes the nature and extent of numerous
violations of law, the methods by which the
violations were engineered and implemented,
and the nature and whereabouts of the evidence
establishing the violations.

The quality and quantity of evidence uncov-
ered by the Federal Reserve’s investigation are
evident from our 110-page July 29 Notice of
Charges and the boxes of relevant documents
turned over to the committee under its subpoena.
In that notice and one other notice issued on July
12 relating to Independence Bank, the Federal
Reserve has assessed a civil money penalty of
$200 million against BCCI and initiated actions to
bar nine individuals associated with BCCI from
involvement with U.S. banks. At the request of
the U.S. Attorney for the District of Columbia,
the Board has deferred temporarily the assess-
ment of substantial civil money penalties against
the individuals involved pending completion of
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the U.S. Attorney’s criminal inquiry. Finally,
after discussions with the Federal Reserve, First
American and its parent holding companies have
recently changed management to further distance
the First American banks from the taint of any
association with BCCI.

Fifth, in assessing the BCCI matter, it is im-
portant to keep in mind that this matter is essen-
tially a case of systematic and deliberate criminal
fraud. Although our bank examination powers
allowed the Federal Reserve to detect poor op-
erating controls as well as evidence of money
laundering at BCCI’s U.S. agencies, more exten-
sive and intense efforts were required to uncover
BCCI's ownership of stock in U.S. banking
organizations. BCCI took maximum advantage
of an unsupervised cooperate structure to con-
ceal and warehouse in bank secrecy jurisdictions
billions of dollars in fraudulent transactions.

The Federal Reserve does not have the power
to coerce truthful testimony from uncooperative
criminal conspirators. Nor can the Federal Re-
serve offer immunity to those willing to come
forward. Using the authorities available to it, the
Federal Reserve continued to investigate the
matter both here and abroad, and we now know
that BCCI's top management was seriously con-
cerned with the supervisory initiatives of the
Federal Reserve. Eventually our efforts paid off,
and we uncovered the truth. Once the Federal
Reserve obtained credible evidence, we acted
quickly to marshal the facts and move against
BCCI and others involved in the alleged illegal
activity. We have also taken care in accordance
with the due process requirements under which
we operate to bring actions only when we have
sufficient evidence to support them, thereby
avoiding any misstep at this stage that might
allow BCCI and others to escape the conse-
quences of their actions.

The Federal Reserve recognizes that one of the
best ways to deter the kind of fraud that occurred
at BCCI is through criminal punishment that
sends a loud and clear message to would-be
offenders. Throughout the Federal Reserve’s in-
vestigation of BCCI, we have made criminal re-
ferrals whenever we discovered illegal activity,
and have provided to criminal investigators the
evidence and investigative leads that we have
gathered, as well as our hard-won knowledge and

expertise regarding the BCCI case. We believe
that this will be vital to any prosecution of BCCI
and others involved in BCCI’s illegal acquisitions
of U.S. banks. We are greatly encouraged that the
New York County District Attorney’s Office has
secured indictments against BCCI and two of its
senior officers and that the Tampa U.S. Attor-
ney’s Office has indicted senior BCCI officers for
racketeering involving money laundering. We are
continuing to work with the U.S. Department of
Justice and the New York County District Attor-
ney, who are actively pursuing the BCCI fraud.

BANK OF CREDIT AND COMMERCE
INTERNATIONAL

Structure of BCCI

BCCI was founded in 1972 and until recently
operated principally under the leadership and
management of individuals from Pakistan. Initial
equity financing of BCCI was provided by Middle
Eastern investors and Bank of America. Bank of
America sold its ownership interest in 1980. In
April 1990, to bolster BCCI’s sagging financial
position, the ruling family and the government of
Abu Dhabi provided additional capital that in-
creased their ownership interest in BCCI shares
from about 30 percent to 77 percent.

BCCI's operations eventually encompassed
subsidiaries, branches, and affiliates in sixty-nine
countries, with the largest concentration of local
deposits in the United Kingdom. BCCI’s total
assets of about $20 billion ranked it as about the
200th largest bank in the world, roughly the size
of a major regional bank in this country.

At the apex of the BCCI organization was the
parent holding company, BCCI Holdings (Luxem-
bourg) S.A., which was chartered and headquar-
tered in Luxembourg. Below the parent were two
principal banking subsidiaries: Bank of Credit and
Commerce International S.A., and Bank of Credit
and Commerce International (Overseas) Limited,
which were chartered in Luxembourg and the
Cayman Islands respectively. Although BCCI
was headquartered in Luxembourg, Luxembourg
authorities did not supervise BCCI on a consoli-
dated basis, thereby allowing BCCI to escape
normal banking oversight.
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Under Luxembourg law, holding companies
are not subject to supervision. Thus, BCCI’s
holding company was able to establish an elabo-
rate and extensive network of subsidiaries and
affiliates to carry out its activities. Our investiga-
tion indicates that when BCCI encountered a
legal impediment, it would often create another
affiliate or use one of its myriad existing or
affiliated entities to circumvent it. In one in-
stance, BCCI apparently created an affiliate
whose sole purpose was to serve as BCCI’s alter
ego in warehousing fraudulent transactions in
which BCCI could not safely engage directly.
BCCI was able to do this in substantial part
because there was no consolidated home country
supervision of its banking activities.

In this regard, it is instructive that during the
late 1960s, when U.S. banks began to form
holding companies to engage in activities that the
bank was not permitted to conduct directly, the
Congress responded with amendments to the
Bank Holding Company Act that provided for
increased supervision, regulation, and examina-
tion of U.S. bank holding companies to ensure
that the companies were financially responsible
and that their activities were consistent with
federal banking laws. No such system was in
place with respect to BCCI’s holding company.

Supervision of BCCI's Operations in the
United States

As noted, BCCI has never been permitted to
operate a branch in the United States or to accept
deposits from the general public; nor was it
authorized to operate or control an insured bank.
BCCI at one time maintained state-licensed agen-
cies in New York, San Francisco, Los Angeles,
Miami, Tampa, and Boca Raton, and repre-
sentative offices in other U.S. cities, including
Washington, D.C. and Houston, Texas. Repre-
sentative offices can be established simply by
obtaining the consent of the state and registering
with the Treasury Department, but such offices
are severely limited in their activities and may
not accept deposits. Agencies may hold credit
balances from customers associated with inter-
national banking transactions but may not accept
deposits from U.S. residents.

As we will discuss later, the unrestricted abil-
ity of foreign banks to establish branches, agen-
cies, and representative offices without federal
review has prompted legislative proposals by the
Federal Reserve that would require federal ap-
proval of, and establish prudential standards for,
foreign bank offices in the United States.

Under current law governing foreign bank op-
erations in the United States, established in the
International Banking Act of 1978, the states are
the primary regulators of the branches and agen-
cies they license, and the Federal Reserve is
directed under the Bank Holding Company Act
to rely on state reports of examination insofar as
possible, just as the Federal Reserve is directed
to rely on reports by the Comptroller of the
Currency for national banks and the Federal
Deposit Insurance Corporation (FDIC) for non-
member banks. BCCI's agencies in the United
States were licensed and supervised by state
authorities, and therefore primary supervision
was in the respective states. As the residual
supervisor of U.S. branches and agencies of
foreign banks, the Federal Reserve participated
in some state examinations and conducted some
examinations of its own. During one of these
examinations of the Miami agency of BCCI, in
April 1987, the Federal Reserve identified money
laundering activities, and a criminal referral was
filed with the Internal Revenue Service, the
Federal Bureau of Investigation, and the U.S.
Attorney in Miami.

On October 8-9, 1988, as a result of an
undercover operation by Customs and IRS dat-
ing back to 1986 (Operation C-Chase), BCCI
and several of its U.S. employees were indicted
for money laundering through BCCI's Tampa
office. The IRS had advised Federal Reserve
staff in September 1988 of the projected seizure,
and the Federal Reserve had, in coordination
with the IRS, scheduled an examination to
commence after the seizure so as not to com-
promise the IRS operation. On October 11, the
Federal Reserve, with cooperation from state
banking authorities, commenced the coordi-
nated examination of all of BCCI’s U.S. agen-
cies through the New York, Atlanta, and San
Francisco Reserve Banks. The examinations of
the New York and Boca Raton offices revealed
other money laundering activities, and the Fed-
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eral Reserve made additional criminal referrals
in October and November 1988.

The examinations also revealed that internal
controls and lending practices of the BCCI agen-
cies were quite poor and that remedial action was
required. The Federal Reserve issued a cease
and desist order against BCCI on June 12, 1989,
designed to strengthen the U.S. banking opera-
tions of BCCI and enforce compliance with cur-
rency reporting requirements. This order was
issued by the Federal Reserve notwithstanding
concerns expressed by foreign and state bank
regulators over the potential effect of the action.

Moreover, the U.S. Attorney in Tampa incor-
porated this cease and desist order into the plea
agreement reached with BCCI regarding its ille-
gal money laundering activities. Thus, compli-
ance with the Federal Reserve’s order was made
a condition of BCCI’s probation. This arrange-
ment was a unique one, which enhanced the
Federal Reserve’s ability to enforce its correc-
tive cease and desist order.

The indictment for money laundering in the
United States further weakened BCCI’s already
fragile reputation in the world financial commu-
nity. In the period after the indictment, Federal
Reserve staff was advised that BCCI was expe-
riencing some outflow of deposits in London and
was encountering difficulty in finding counterpar-
ties for its banking transactions. In these circum-
stances and in the face of large losses being
discovered in the bank in early 1990, the govern-
ment and ruling family of Abu Dhabi provided
new capital of nearly $400 million to BCCI,
increasing their ownership of BCCI from 30
percent to about 77 percent.

BCCI's problems, however, continued to
worsen significantly. On October 3, 1990, Price
Waterhouse delivered a secret report to BCCI’s
board of directors that identified massive addi-
tional problem loans. This report gave rise to an
intensification of discussions among BCCI man-
agement, BCCI’s principal shareholder, and Eu-
ropean banking authorities concerning possible
approaches to a broad-based restructuring of the
bank. These discussions continued into 1991.

On March 4, 1991, the Board issued a second
cease and desist order against BCCI, in part, to
address concerns about the funding of its U.S.
agencies. The order required that BCCI have

sufficient liquid assets to cover liabilities in its
U.S. agencies. A corollary action by the Federal
Reserve Bank of Richmond required that First
American terminate any residual business with
BCCI.!

Because of actions taken by the Federal Re-
serve and state supervisory authorities, BCCI's
U.S. operations had been substantially curtailed
by the time of its seizure. Four of the six agencies
were closed by January 1991, and the repre-
sentative offices were closed by August 1990.
Under the Federal Reserve’s March 4 order,
operations at BCCI’s two remaining agencies—in
Los Angeles and New York—were scaled back,
and the company was also ordered to terminate its
activities in the United States by year-end 1991.

The Seizure of BCCI on July 5

By early 1991, information received by the Bank
of England about BCCI’s financial condition and
integrity prompted the Bank of England to com-
mission Price Waterhouse to undertake a special
audit under the provisions of British banking law.
The resulting so-called section 41 report was
made available to the Bank of England on June
22, 1991. The Bank of England’s filings in British
courts indicate that the report disclosed evidence
of a complex and massive fraud at BCCI, includ-
ing substantial loan and treasury account losses,
misappropriation of funds, unrecorded deposits,
the creation and manipulation of fictitious ac-
counts to conceal bank losses, and concealment
from regulatory authorities of BCCI’s misman-
agement and true financial position.

Based on this report, foreign regulatory au-
thorities in England, Luxembourg, and else-
where decided to seize BCCI. The Federal Re-
serve was informed of this decision and, in turn,
briefed other U.S. regulatory agencies. The Fed-
eral Reserve dispatched senior officials to Lon-
don to participate in a special unit established at
the Bank of England to coordinate global regula-
tory actions and to provide a central point of
supervisory information and advice. A parallel
unit, focusing particularly on payment and set-

1. The divestiture provisions and other aspects of this
cease and desist order are discussed in the next section.
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tlement issues, as well as activities in U.S.
banking markets more generally, was established
at the Board and at the Federal Reserve Bank
of New York. The primary concern of the Fed-
eral Reserve was to take all reasonable steps to
ensure that the seizure of the BCCI banks did not
precipitate serious disruptions in U.S. banking
markets or in dollar-based payment and clearing
systems here or abroad.

The main seizure of BCCI occurred on July 5,
1991, with the Federal Reserve coordinating in-
formation necessary for the closing of BCCI’s
remaining U.S. agencies by state regulators in
California and New York. As of July 6, govern-
ments of eighteen countries had closed or re-
stricted the activities of BCCI operations in their
jurisdictions. By July 29, 1991, a total of forty-
four countries had closed BCCI offices in their
respective jurisdictions.

Because of the international cooperative su-
pervisory effort and earlier actions by the Fed-
eral Reserve and state authorities to scale back
BCCI’s limited operations in the United States,
the seizure of BCCI caused virtually no adverse
effects on U.S. markets or institutions. As a
result of earlier regulatory action, BCCI was
funding its business in the United States from
other non-U.S. BCCI offices and not from U.S.
sources at the time BCCI's U.S. agencies were
closed by the states of California and New
York. As of July 30, about $17 miltion of the
$252 million in liabilities on the books of the
U.S. agencies of BCCI was owed to creditors
not affiliated with BCCI. Because of the care
and precision with which the seizure of BCCI
and its affiliates was coordinated among U.S.
and foreign authorities, there were, in fact, no
problems of any consequence encountered in
the operation of the payments system as a result
of the seizure.

We will now proceed to discuss how BCCI,
apparently frustrated in its efforts to establish a
substantial legal presence in this country, acquired
illegally the stock of U.S. banking organizations.

THE FIRST AMERICAN BANKS AND OTHER
U.S. INSTITUTIONS

Financial General—the predecessor to First
American Bankshares—was one of a handful of

bank holding companies that were grandfathered
under the Bank Holding Company Act to retain
ownership of banks acquired in more than one
state. In 1966, Financial General owned banks in
Virginia, Maryland, Georgia, Tennessee, New
York, and the District of Columbia.

Initial Stock Purchases
in 1977-78

On April 29, 1977, an investor group led by
J. William Middendorf II acquired control of
Financial General. Within a few months, dissat-
isfaction with his leadership developed among
some of the investors, who then went in search of
a buyer for their shares. They discussed a pur-
chase of Financial General’s shares with the
chief executive officer of BCCI, Agha Hasan
Abedi. :

In late 1977 and early 1978, BCCI, allegedly
acting for four of its clients, began to purchase
shares of Financial General. These investors
eventually acquired approximately 20 percent of
its voting shares, but none purchased more than
5 percent of the shares. The investors were two
prominent citizens of Saudi Arabia and Kuwait
and two sons of the ruler of Abu Dhabi. In
various official filings, BCCI stated that it acted
only as investment adviser to these individuals in
connection with their purchases of Financial
General shares and did not itself own, control, or
vote any of the shares.

When the purchases were made public, the
Securities and Exchange Commission filed a
complaint alleging that each of the four Middle
Eastern investors, BCCI, Mr. Abedi, and certain
U.S. shareholders of Financial General had ac-
quired, as a group, control of more than 5 percent
of Financial General’s shares in violation of the
Williams Act. The investors denied these allega-
tions. In March 1978, the investors, without
admitting fault, entered into a consent decree
with the SEC whereby the investors agreed to
proceed with a tender offer for all of Financial
General’s shares.

Three of the original four investors proceeded
with the tender offer, joined by eleven additional
individual and corporate investors from the Mid-
dle East who were also advised by BCCI. The
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investors formed CCAH, a Netherlands Antilles
corporation, to make the tender offer.2

CCAH’s Application to Acquire Financial
General: 1978-81

CCAH could not proceed to acquire Financial
General's shares without Board approval under
the Bank Holding Company Act. On October 19,
1978, CCAH filed an application seeking such
approval. The application was opposed by Finan-
cial General and its Maryland subsidiary bank.
On February 16, 1979, the Board dismissed the
application, concluding that the acquisition
would be unlawful under a Maryland law that
forbade any hostile acquisition of a Maryland
bank.

The applicants challenged the Board’s deci-
sion, but before the matter was adjudicated, the
investors and Financial General’s management
negotiated an agreement for the acquisition of
Financial General by CCAH. In November 1980,
CCAH again sought Board approval to acquire
Financial General.

In reviewing such an application, the Board is
required by statute to consider the competitive
effects of the proposal, the financial and mana-
gerial resources and future prospects of the com-
panies concerned, and the convenience and
needs of the relevant communities. The statutory
factors do not distinguish between foreign and
domestic acquirers, and thus these factors were
applied to the CCAH application as they would
be to a domestic holding company application.
Under the Bank Holding Company Act, the
Board does not have discretion to deny applica-
tions as it chooses. Its decision must be made on
the basis of the statutory factors and must be
supported by evidence.

The application specified that the Middle East-
ern investors were to be passive and would take
no part in the management or operation of Finan-

2. There were two other companies in the ownership chain:
Credit and Commerce American Investment, B.V. (CCAI), a
Netherlands company and a wholly owned subsidiary of
CCAH; and Financial General Bankshares (FGB) Holding
Corporation, a District of Columbia corporation and wholly
owned subsidiary of CCAL. FGB Holding Corporation was
subsequently renamed First American Corporation and was
the entity that acquired Financial General Bankshares.

cial General. The management of Financial Gen-
eral was vested in a board of directors that would
include former Senator Stuart Symington, former
Secretary of Defense Clark M. Clifford, and
retired Lieutenant General Elwood R. Quesada.
Investors controlling more than 50 percent of
CCAH’s shares transferred the power to vote
their shares to Senator Symington for a period of
five years. An experienced banker was to be
selected as president and chief executive officer
of Financial General, and this person was iden-
tified before the Board acted on the application.

As aresult of the SEC case, the Board focused
great attention on the relationship between
CCAH and BCClI, specifically whether BCCI had
a stake in the planned acquisition, either directly
or indirectly. The Board’s concern was suffi-
ciently serious that the Board took the unusual
step of convening a hearing on this question and
others raised by the application, requesting that
the principal shareholders of CCAH appear and
testify at the hearing.

In response to the Board’s questions, CCAH
and its principal shareholders stated that BCCI
would not be involved in the acquisition other
than as investment adviser to the CCAH inves-
tors and, in particular, would not fund the acqui-
sition. At the hearing and in written submissions,
CCAH shareholders and their counsel, Clark
Clifford and his partner, Robert A. Altman, of
the law firm of Clifford & Warnke, made the
following statements:

e The application filed by CCAH stated:
“*BCCI owns no shares of FGB, CCAH or CCAI,
either directly or indirectly, nor will it if the
application is approved. Neither is it a lender,
nor will it be, with respect to the acquisition by
any of the investors of either FGB, CCAI or
CCAH shares.”

e In a letter submitted to the Board in response
to questions about the relationship between
BCCI and CCAH, counsel for CCAH stated:
‘‘With regard to the stockholders of CCAH, all
holdings constitute personal investments. None
are held as an unidentified agent for another
individual or organization.”

e Kamal Adham, the largest shareholder of
CCAH, stated at the Board’s hearing, ‘‘There is

. . no understanding or arrangement regarding
any future relationship or proposed transactions
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between Financial General and BCCI.”’ He fur-
ther stated, ‘‘[I]t appears that there is doubt that
there is somebody or BCCI is behind all of this
deal. I would like to assure you that each one on
his own rights will not accept in any way to be a
cover for somebody else.”

e CCAH counsel, when asked at the hearing
about the relationship among CCAH and CCAI
and BCCI, stated, ‘‘[Tlhere is no connection
between those entities and BCCI in terms of
ownership or other relationship.”

e Asked about the function of BCCI in the
proposal, CCAH counsel stated, ‘‘None. There
is no function of any kind on the part of BCCIL.”
He added, ‘I know of no present relationship. I
know of no planned future relationship that ex-
ists . ...”

The same representations were made to the
other regulators involved in the application. The
Comptroller of the Currency was advised by the
investors’ counsel that ‘‘none of the investors are
borrowing to finance their respective equity con-
tributions’’ and that ‘‘BCCI will have no involve-
ment with the management and other affairs of
Financial General nor will BCCI be involved in
the financing arrangements, if any are required,
regarding this proposal.”

The Board did not rely solely on these repre-
sentations that the investors were acting for
themselves, The Board requested detailed infor-
mation from the investors regarding their finan-
cial resources and affiliations, including financial
statements prepared by accounting firms, some
of which were affiliated with the largest account-
ing firms in the world. Financial statements were
submitted, and, in the case of the largest share-
holders, a statement about the source of funds to
be used to make the acquisition was required.
The Board also obtained letters from the largest
investor’s banks confirming balances and con-
taining references. All these materials indicated
that the investors were persons of considerable
means and that the purchases were to be made
from their own personal resources.

To further verify that the representations being
made were accurate, the Board conducted back-
ground checks on the shareholders, soliciting
information from the Central Intelligence
Agency, the Departments of State and Com-
merce, and a foreign bank supervisor. The Board

also obtained information from the SEC regard-
ing the original acquisition and two CCAH share-
holders.

None of the agencies performing background
checks—the CIA and State and Commerce De-
partments—reported any adverse information on
the investors, and the Departments of State and
Commerce reported that the investors were per-
sons of substance. Neither the Board nor any
other regulator received any evidence from other
sources that the representations made to them
were false. The Comptroller’s Office wrote to the
Board, stating that its earlier concerns about the
application had been addressed by the responses
of the investors and their representatives. The
Maryland Banking Board approved the acquisi-
tion of the Maryland bank on June 25, 1981.

On August 25, 1981, after having considered
the hearing record, reports from staff members,
and the views of federal and state agencies, the
Board approved CCAH’s acquisition of Finan-
cial General. Consummation of the acquisition
was delayed, however, pending approval of the
New York State Banking Department of the
acquisition of Financial General’s New York
banks. The Department initially disapproved the
application, principally because of an alleged
lack of reciprocity for American banks in the
investors’ home countries. However, on March
2, 1982, the Department granted its approval
after CCAH’s commitment to divest one of the
New York banks. In a subsequent letter, the
Department stated that it had made a thorough
investigation, that ‘‘all the information we re-
ceived indicated that the investors were presti-
gious and reputable people,” and that ‘“‘the in-
vestors’ character and financial responsibility
warranted approval of the application.’’ The De-
partment further noted that ‘‘this application
received more scrutiny from more regulatory
agencies than any other application in recent
memory.”’

The acquisition was consummated on April 19,
1982. Financial General was renamed First
American in August 1982. 3 Mr. Clifford became
chairman of the board of First American, and

3. During the course of the takeover, prior Financial
General management had renamed most of the subsidiary
banks First American banks.
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Mr. Altman was named president of First Amer-
ican Corporation and secretary and a managing
director of CCAH.

The Period 1982-87

In the years immediately after the acquisition,
the Board received no indications to suggest that
CCAH and First American were functioning
other than in accordance with the statements
made to the Board and the other regulators. The
investors adhered to their commitment to inject
$12 million in new capital into First American,
and no dividends were paid to the investors in
keeping with another commitment. On several
occasions, the investors made very substantial
additional capital injections, in the hundreds of
millions of dollars, to support First American’s
activities. Both federal and state examinations of
First American and its subsidiary banks by the
Comptroller of the Currency, the FDIC, and the
states of Maryland, Virginia, Tennessee, and
New York, and of the U.S. offices of BCCI
conducted during this period detected no evi-
dence that BCCI and CCAH were improperly
linked. The fact that substantial fresh capital was
supplied at various times and that the investors
did not take dividends from the CCAH was
consistent with the representations made by the
investors at the time of the acquisition that this
was intended to be a personal investment.

The Money Laundering Period: 1987-89

As discussed previously, the Federal Reserve
through its examination function detected evi-
dence of money laundering in 1987, and appro-
priate criminal referrals were made. The coordi-
nated examinations conducted after the October
1988 indictment stemming from Operation
C-Chase led to further criminal referrals. It is
now apparent that the publicity surrounding
BCCI’s illegal money laundering activities in the
United States had the understandable effect of
beginning to shake loose insights into other as-
pects of BCCI's activities and operations in the
United States and around the world that only
recently have been more fully understood by the
international community of bank supervisory and
law enforcement officials. Insofar as the Federal

Reserve was concerned, the first indications of
more widespread wrongdoing in the United
States began to surface in the period between late
December 1988 and the summer of 1989.

Federal Reserve Investigation of the
BCCI-CCAH Link: 1989—Present

The information described in this section is based
on recent interviews with several persons in-
volved in this matter, and we are continuing in
our efforts to reconstruct the events of two and
one-half to three years ago. Based on this infor-
mation, we know that, in early September 1988,
an IRS special agent investigating BCCI con-
tacted a supervisory official of the Board for
technical assistance in connection with the pro-
posed seizure of BCCI’s Florida offices and
indictment for money laundering. He stated that
the IRS was investigating BCCI’s money laun-
dering in Florida. The agent explained that this
was a sensitive undercover operation and that
any leaks could jeopardize lives and compromise
the investigation. The agent has recently stated
to us that, for these reasons, he could not provide
to the Federal Reserve staff member a lot of
information or detail regarding the investigation.

The Board staff member had several follow-up
conversations with the IRS agent in late 1988 and
carly 1989. Probably during a telephone call in
December 1988, the agent mentioned an allega-
tion that he had received during the undercover
operation from a ‘‘banker’’ that BCCI owned
First American. The Federal Reserve staff mem-
ber’s calendar reflects a December 27, 1988, call
from the IRS agent and that First American and
the National Bank of Georgia were mentioned.
The staff member recalls that, at some point
during their telephone conversations, the IRS
agent mentioned the allegation. According to the
agent, the Federal Reserve staff member re-
quested the evidence but was not given the name
of the person or other details because the infor-
mation was not then public. As noted above,
during late 1988, the agent and the staff member
also discussed and agreed on the timing of the
Federal Reserve’s coordinated examinations of
the BCCI agencies to occur after the indictment.

The agent states that, on December 27, 1988,
he telephoned the Federal Reserve staff member,
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and during the conversation, which was brief,
asked what kind of information the Federal Re-
serve would need to order BCCI from the coun-
try. The staff member had told the agent earlier
that BCCI was an issue for the Federal Reserve
and that, if the evidence were available, the
Federal Reserve would order BCCI out of the
country. The agent states that he asked, hypo-
thetically speaking, whether a case could be
made if he could provide the Federal Reserve
with the names of five or six former BCCI
officials who would testify that at an annual
meeting of BCCI, a high level official stated that
BCCI owned and controlled First American. The
Federal Reserve staff member is reported to have
said that such statements would not be enough—
that documentary evidence would be needed.
The Federal Reserve staff member recalls that
the agent at some point in their discussions
mentioned a hypothetical but does not recall that
the agent’s hypothetical included mention of five
or six witnesses. The IRS did not provide the
name of any witness until 1990 (as discussed
later).

The IRS agent indicates that on February 2,
1989, he had to travel to Washington for other
purposes and decided to meet with the Federal
Reserve staff member principally for the purpose
of obtaining Federal Reserve information on
BCCI and our investigation of the original CCAH
application and to secure the Federal Reserve
staff member’s input into the agent’s thinking on
the investigation. According to the agent, he was
interested in historical information on BCCI and
any relationships between BCCI, the National
Bank of Georgia, and First American because of
earlier information he had obtained during the
undercover operation about such relationships.
There were several follow-up calls by the IRS to
arrange access to Federal Reserve information
and subpoenas for examination material. Also, in
late December 1988, a staff member of the Fed-
eral Reserve Bank of Richmond received a press
inquiry in which the reporter referred to an
affidavit for a search warrant by an undercover
agent stating that, during the undercover opera-
tion, a BCCI employee said that BCCI controlled
the National Bank of Georgia and other banks.

A Federal Reserve investigator has subse-
quently interviewed this witness, who was the

source of the allegation mentioned by the IRS
agent to the Federal Reserve staff member in
December 1988 and who was one of the BCCI
employees indicted in October 1988 and con-
victed in May 1990. The witness stated, consis-
tent with a transcript of his conversation with the
undercover agent in September 1988, that he has
no direct evidence that BCCI owns First Amer-
ican and that his statement was based on rumor
within the BCCI organization. This witness pro-
duced no evidence to support the Federal Re-
serve’s case.

In spring 1989, the IRS talked to staff members
of the Federal Reserve Bank of Richmond re-
garding information on CCAH and First Ameri-
can, and subsequently the Tampa U.S. Attor-
ney’s Office subpoenaed all relevant records,
including Federal Reserve examination reports
and internal documents. During spring and sum-
mer 1989, Federal Reserve Bank of Richmond
personnel met with and provided information to
the IRS regarding CCAH. The San Francisco and
Atlanta Reserve Banks provided information as
well.

Richmond Reserve Bank Review:
January 1989

Because of these allegations raised by the IRS
and because CCAH at that time had before the
Federal Reserve an application to acquire an-
other subsidiary bank, the Federal Reserve Bank
of Richmond undertook in January 1989 a fresh
review of any relationships between BCCI and
CCAH. During the review, senior management
of CCAH and First American stated that the
relationship between CCAH and BCCI was no
different than that represented to the Board in
1981 at the time of the original application and
that BCCI did not exercise a controlling influence
over CCAH. The examiner at the Federal
Reserve Bank of Richmond requested that
Mr. Altman write to the president of each First
American bank subsidiary, requiring a report on
the relationship of the bank to BCCI and on any
transactions conducted with BCCI by the bank.
This survey of presidents disclosed no unusual
relationships or transactions between the banks
and BCCI. New York State authorities had also
recently completed an examination of the New
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York bank subsidiary, during which the examin-
ers focused closely on BCCI correspondent ac-
counts and transactions and detected no irregu-
larities. Moreover, again according to the IRS
agent, the Federal Reserve staff member called
him sometime in early 1989 requesting any infor-
mation that the IRS had on BCCI links with First
American because of a then-pending application.
The agent said that he told the staff member he
did not have anything, believing that the request
related only to documentary evidence.

In its report on February 8, 1989, the Federal
Reserve Bank of Richmond found no evidence of
irregular or significant contacts between the First
American banks and BCCI, or of failure by

_CCAH to adhere to the commitments it made to
the Board in 1981. The Reserve Bank noted that
the common ownership of CCAH and BCCI had
increased. The Bank Holding Company Act does
not prohibit common ownership of banks or
nonbanks by individuals, as it does for compa-
nies,

Continuing Investigation

During 1989 and continuing into 1990, Federal
Reserve efforts to pursue reports of a BCCI-First
American link were often frustrated by our in-
ability to obtain the documentary or corroborat-
ing evidence necessary to initiate actions against
individuals or institutions that we now allege
have violated laws and regulations. The Federal
Reserve’s investigation persisted into 1991, and
it was the complex chain of information devel-
oped over this period that ultimately led to the
needed evidence and to our criminal referrals and
civil enforcement actions.

During this period, Federal Reserve personnel
made inquiries of law enforcement authorities
and foreign bank supervisors seeking informa-
tion. As we noted in the introduction, on June 1,
1989, a Federal Reserve official met with the
Tampa prosecutors and stated that the Federal
Reserve would be interested in the results of
their investigation and would send staff down
when the investigation was completed. The offi-
cial offered the assistance of Federal Reserve
examiners. In summer 1989, during the course of
a meeting on another matter, a senior official
from the New York County District Attorney’s

Office informed a Federal Reserve official of
certain unsubstantiated reports that BCCI owned
CCAH through nominees. No concrete or spe-
cific information as to particulars or evidence
was provided. On February 7, 1990, two experi-
enced Federal Reserve counsel followed up these
contacts by meeting with the U.S. Attorney’s
Office and IRS investigators who were investi-
gating BCCI and, in June 1990, by arranging an
information-sharing agreement with the New
York County District Attorney, who was also
investigating BCCI. We have described in the
introduction the information on the BCCI-CCAH
relationship that these agencies provided to the
Federal Reserve during those contacts in 1990,

Also in fall 1989, Federal Reserve staff in-
quired of, and received informal advice from, a
Luxembourg banking supervisor that BCCI had
loans outstanding to certain CCAH shareholders.
The supervisor did not know when the loans
were booked and whether they were for the
purchase of CCAH stock or for other business
activities of the shareholders. Federal Reserve
staff wrote to Mr. Altman on December 13, 1989,
asking for information on any loans by BCCI or
its affiliates to the original or subsequent inves-
tors in CCAH, either directly or indirectly and
regardless of the purpose of the loan. Mr. Altman
forwarded the letter to BCCI for response.

In February 1990, Mr. Altman responded with
a letter stating that no pledge or security interest
had ever been recorded on CCAH'’s share regis-
ter by any lender. Mr. Altman did not mention
the security interest BCCI had held in his and
Mr. Clifford’s shares from 1986 to March 1988.
Mr. Altman also attached the response from the
acting chief executive of BCCI, Mr. Nagqvi, stat-
ing that BCCI had not financed the acquisition of
Financial General in any respect and that none of
the CCAH shareholders had personal loans from
BCCI during the acquisition, secured by the
CCAH shares. Mr. Adham, the principal share-
holder of CCAH, also confirmed by letter in
March 1990 that his CCAH acquisition was pri-
marily from personal funds and was not financed
by BCCI. To check the statements by Mr. Naqvi,
Federal Reserve staff subsequently requested the
assistance of the foreign bank supervisor that had
originally provided information to the Board.
The supervisor responded that he had encoun-
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tered difficulties in obtaining the necessary infor-
mation but would continue his investigation. An
inquiry was also made of the Cayman supervisor,
who reported that he had no relevant records.

During August and September 1990, Federal
Reserve investigators continued to meet with
investigators from the New York County District
Attorney’s Office and obtained access to grand
jury materials. In October 1990, the New York
County District Attorney’s Office informed us
that a confidential source had stated that a report
prepared on October 3, 1990, by BCCI’s outside
auditors, Price Waterhouse, indicated that BCCI
had made substantial loans to CCAH sharehold-
ers secured by CCAH shares. The District Attor-
ney’s Office did not have the report, and Federal
Reserve staff immediately requested access to it
from the U.S. General Manager of BCCI. After a
delay occasioned by the refusal of the auditor to
permit the report to be examined by the Federal
Reserve, BCCI agreed that a member of the
Federal Reserve’s supervision staff could review
the report at BCCI’s London office. The review
was conducted on December 10, 1990.

The auditor’s report and a conversation on that
date with the new chief executive officer of BCCI
indicated that BCCI had more than $1 billion in
loans outstanding, secured by CCAH stock, and
that these loans were nonperforming. This con-
firmed that BCCI held CCAH shares as collateral
for substantial loans to CCAH shareholders.
Shortly thereafter, attorneys from a U.S. law
firm representing BCCI and its Abu Dhabi share-
holders contacted the Board’s General Counsel
to request a meeting. At a meeting on December
21, 1990, BCCI’s counsel confirmed that a sub-
stantial amount of the stock of CCAH had been
pledged to BCCI as collateral for hundreds of
millions of dollars in loans to certain sharehold-
ers of CCAH. BCCI's counsel identified the
borrowing shareholders and the amount of the
loans. BCCI’s counsel was advised of the seri-
ousness of the matter under the Bank Holding
Company Act, and was asked to provide all
information regarding the loans and BCCI’s ar-
rangements with the borrowers.

Based on this information and the other infor-
mation uncovered during the Federal Reserve’s
investigation during 1989 and 1990, the Board, on
January 4, 1991, issued an order formalizing our

ongoing investigation and authorizing the use of
subpoena powers. The Federal Reserve’s inves-
tigation has been wide ranging but directed
chiefly into the circumstances of BCCI's acqui-
sition of control of CCAH and whether false or
misleading statements had been made to the
Board during the application process in 1981 and
subsequently. Thus far, the investigation has
included taking weeks of depositions, interview-
ing more than fifty witnesses, and seizing and
reviewing a very large number of documents,
including all CCAH records in the United States
and the Netherlands Antilles and BCCI loan and
other records relating to CCAH located abroad.
The investigative team spent a week in Abu
Dhabi, reviewing BCCI’s loan files on CCAH
and conducting numerous interviews with BCCI
officers.

The Federal Reserve’s investigation has un-
covered evidence of extensive and secret loan
and nominee arrangements between BCCI and
customers of BCCI designed to allow BCCI to
acquire, in the name of these customers, the
stock of the First American banking organization
as well as other depository institutions in the
United States. These arrangements in many
cases involved sham loans to the BCCI custom-
ers, with side agreements that the customers
would not be required to repay or service the
loans and that BCCI could sell the shares and
retain the profits. In return for their services, the
customers received fees and indemnities. These
nominee arrangements are described in detail in
the Board’s civil money penalty and prohibition
actions of July 12 and 29, 1991.

Many of these CCAH loans were never ser-
viced or repaid except through other loans from
BCCI. From the evidence available, it appears
that these arrangements, particularly in later
years, enabled BCCI to generate hundreds of
millions of dollars in fictitious assets to conceal
massive losses in its trading and lending ac-
counts.

Our investigation has also revealed more about
how BCCI’s ownership of CCAH stock was
concealed from the Federal Reserve and other
investigators. The shareholder register and other
CCAH records in the United States and the
Netherlands Antilles that were subject to Federal
Reserve examination or review indicated that the
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individuals and companies listed in CCAH’s fil-
ings with the Federal Reserve were, in fact, the
owners of the shares of CCAH. There was no
record of a security or other interest by BCCI in
the CCAH shares. The documents that evidence
the arrangements between CCAH shareholders
and BCCI were all maintained outside the United
States by the most senior management of BCCI
in files that we understand were not available to
the bank’s auditors. Moreover, documents re-
viewed during the investigation suggest that
BCCI deliberately structured various transac-
tions so as to conceal from the Federal Reserve
the relationship between BCCI and CCAH. Fi-
nally, there were the numerous denials by BCCI
and CCAH representatives that any link existed.

1991 Cease and Desist Order Requiring
Divestiture of CCAH Shares

To terminate the illegal relationship between
BCCI and CCAH, the Federal Reserve, on Jan-
uary 22, 1991, sent a proposed cease and desist
order to counsel for BCCI and made criminal
referrals to the Department of Justice. The cease
and desist order, which was consented to by
BCCI on March 4, had five principal compo-
nents: (1) requiring BCCI to divest promptly its
CCAH shares; (2) significantly restricting busi-
ness transactions between BCCI and the First
American banks; (3) ensuring that BCCI had
sufficient liquid assets to cover liabilities in the
U.S. agencies; (4) terminating BCCI’s residual
business presence in the United States; and
(5) requiring that BCCI cooperate in the Federal
Reserve’s investigation.

The order required BCCI promptly to divest its
interest in CCAH through a plan to be submitted
to the Board for its approval. The order, and a
similar one on February 1, 1991, against CCAH,
also prohibited transactions between BCCI and
the First American banks (other than capital
injections into the banks and certain clearing
transactions in the ordinary course of business).
After entry of the CCAH order on February 1,
1991, the Federal Reserve informed the First
American Bank of New York that its clearing
transactions for BCCI should be wound down
and terminated. As a result of these actions,
transactions between BCCI and the First Amer-

ican banks have been steadily eliminated. The
relationship between BCCI and the First Ameri-
can Bank of New York—with which BCCI had
maintained a correspondent relationship—was
substantially wound down by July 5.

Additional Acquisition of U.S. Depository
Institutions

The Federal Reserve’s investigation continued
after issuance of the March 4 order and discov-
ered evidence that BCCI acquired interests in
three additional U.S. depository institutions. Our
evidence indicates that BCCI in 1985 acted
through a nominee, Ghaith Pharaon to acquire
the Independence Bank, Encino, California, in
violation of the Bank Holding Company Act.
Independence Bank is a state nonmember bank
supervised by the FDIC. The Federal Reserve’s
investigation also uncovered substantial evi-
dence indicating that BCCI, acting through Mr.
Pharaon, acquired during the 1980s a substantial
interest in the National Bank of Georgia (NBG),
a bank supervised by the Comptroller of the
Currency. NBG was purchased by First Ameri-
can in 1987 with funds the Board believes were
provided to First American by BCCI. Finally,
later in the investigation, we uncovered evidence
that BCCI financed and acquired control of
shares of CenTrust Savings Bank, Miami, Flor-
ida in 1988-89, again acting through or with
Pharaon.

On May 3, the Federal Reserve issued a sec-
ond cease and desist order requiring BCCI to
submit to the Federal Reserve a plan for the
divestiture of any shares of Independence Bank
within its control. A criminal referral relating to
this violation was also filed. '

In conjunction with the investigation, the Fed-
eral Reserve has also taken steps to monitor
through the examination process the operations
of the First American banks and to determine
what relationship the banks have with BCCI.
Examinations and special reviews were under-
taken by the Federal Reserve starting in January
1991. More than fifty senior Federal Reserve
examiners have for the past nine months closely
reviewed the First American banking organiza-
tion, and these efforts continue. In addition,
Federal Reserve investigators are working with



916 Federal Reserve Bulletin {0 November 1991

other federal and state agencies to review trans-
actions that may involve BCCI and related per-
sons.

Status of Divestiture Orders

Recent events have made the requirement that
BCCI divest the shares of CCAH and Indepen-
dence Bank under its control the most difficult
part of the cease and desist order to achieve. On
May 3, BCCI submitted to the Federal Reserve a
proposed divestiture plan for the CCAH shares,
and on July 3, BCCI submitted a divestiture plan
for the Independence Bank shares. The CCAH
plan called for transfer of the shares of CCAH
held by BCCI, and possibly shares held by other
CCAH shareholders, to a trust administered by
an independent trustee acceptable to the Federal
Reserve. The trustee would vote the stock and
negotiate its sale within a time frame agreed to by
the Federal Reserve. We found the trust arrange-
ment to be acceptable but considered the pro-
posal to be deficient because it failed to set forth
the timing of the sale—specifically, there were no
guarantees that the divestiture would be a
prompt one, as required in the Federal Reserve’s
order, We therefore rejected BCCI’s proposal by
letter of May 10, and required BCCI to submit
within ten days a revised plan that addressed this
concern,

On May 20, BCCI did submit a revised plan,
which also relied on a trust arrangement. Al-
though this new plan did not contain a timetable,
it did contain details and conditions that ap-
peared to expedite the sale. A preliminary draft
of the trust agreement was submitted by BCCI on
June 20.

Implementation of BCCI’s proposed divesti-
ture plans has been delayed by the seizure of
BCCI by regulatory authorities. After those au-
thorities seized control of BCCI on July 5, the
officers and directors of BCCI were no longer
able to negotiate or effectuate a divestiture of
CCAH or Independence Bank stock on behalf of
BCCI.

In our view, the July 5 seizure order does not
void the Federal Reserve’s divestiture orders,
however. The orders remain effective and legally
binding. The seizure shifts the task of implement-
ing the orders from BCCI to the receivers for

BCCI. We have been in contact with the receiv-
ers, explaining to them the need to achieve total
divestiture as soon as possible, and requesting
that they submit promptly a revised divestiture
plan. The receivers have indicated a willingness
to achieve divestiture through the trust arrange-
ments, and our discussions are continuing.

Federal Reserve Enforcement Actions to
Date

As part of its investigation, the Federal Reserve
is proceeding with enforcement actions as the
evidence to support such actions is accumulated.
On July 12, the Federal Reserve issued a notice
of intent to bar from U.S. banking individuals
participating in the Independence Bank viola-
tion. Those individuals are Agha Hasan Abedi
and Swaleh Naqvi, two former senior officers of
BCCI; Kemal Shoaib, a former officer of BCCI
and the former chairman of Independence Bank;
and Ghaith Pharaon, the owner of record of
Independence Bank and a shareholder of BCCIL.

More recently, on July 29, the Federal Reserve
issued a notice of assessment of a civil money
penalty of $200 million against BCCI for its illegal
acquisition of CCAH, the National Bank of
Georgia, and CenTrust Savings Bank. The Fed-
eral Reserve also issued a notice of intent to bar
permanently nine individuals associated with
BCCI from any future involvement with U.S.
banking organizations. On the same day, the
District Attorney’s Office for the County of New
York secured indictments of BCCI and Messrs.
Abedi and Nagvi. As noted, the U.S. Attorney in
Tampa has also recently indicted senior officials
of BCCI for racketeering involving money laun-
dering.

The Federal Reserve is continuing to cooper-
ate with law enforcement agencies, and will, of
course, consult those agencies before taking en-
forcement action so as to avoid prejudicing any
criminal investigation. Thus, at the request of the
U.S. Attorney for the District of Columbia, the
Federal Reserve has deferred temporarily the
assessment of substantial civil money penalties
against the individuals already charged, pending
completion of the U.S. Attorney’s criminal in-
quiry.
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THE LESSONS OF THE BCCI AFFAIR
Domestic Initiatives

As a result of the BCCI matter and other recent
compliance problems with foreign banks, the
Federal Reserve reviewed the statutes, regula-
tions, and supervisory policies governing foreign
bank operations in the United States. To help
prevent a recurrence of such problems, the Fed-
eral Reserve has sent to the Congress proposals
to control the entry of foreign banks into the
United States and strengthen the supervision and
regulation of foreign banks once they have en-
tered. Those proposals, collected as the Foreign
Bank Supervision Enhancement Act of 1991,
have been incorporated into comprehensive
banking reform bills that have been reported out
of this Committee and its counterpart in the
Senate.

This legislation would establish uniform fed-
eral standards for entry, operation, and expan-
sion of foreign banks in the United States. The
proposed legislation includes, importantly, re-
quirements of consolidated home country super-
vision and supervisory access to information
regarding the banking organization, and the ap-
plication to foreign banks of the same financial,
managerial, and operational standards that gov-
ern U.S. banks. The proposal would also grant
federal regulators the authority to terminate the
U.S. presence of a foreign bank that is engaging
in illegal, unsafe, or unsound practices.

As the BCCI affair amply demonstrates, con-
tinuing consolidated supervisory oversight of a
bank’s operations is essential to maintaining the
integrity of the bank’s operations and preventing
adverse effects on the financial system. BCCI
operated without a supervisor who could regu-
late and examine the consolidated financial orga-
nization, and BCCI was therefore able to manip-
ulate its books and conceal its actual financial
condition with minimal chance of detection.

Of course, the Federal Reserve’s legislative
recommendations would not guarantee that crim-
inal activity by foreign banks would not recur.
Fraud is extremely difficult for any regulator to
detect, especially when transactions are deliber-
ately and illegally structured to conceal relation-
ships and when the relevant information is main-

tained secretly outside the United States. The
Federal Reserve’s proposals attempt to address
the potential for illegal activities by creating a bar
to U.S. entry by weakly capitalized, poorly man-
aged, or inadequately supervised organizations.

As a result of recent experience, the Federal
Reserve is devoting more resources to examin-
ing, tracking, and monitoring foreign bank oper-
ations and will need to increase resources in this
area if the legislation is enacted. In addition, we
believe that it would be useful to establish a small
unit of trained investigators to handle cases in
which examination procedures and methods are
not sufficient to detect or prove the wrongdoing.

Improving International Cooperation

The BCCI case also highlights the pressing need
for greater international cooperation among bank
regulators.

The vehicle for improved international banking
supervision is the Basle Supervisors Committee,
composed of the Federal Reserve and other
central banks and bank regulators. That commit-
tee’s achievements so far have included the
adoption of the Concordat, which is the state-
ment of fundamental principles governing super-
vision of banks operating across borders, and the
establishment of international capital standards.

At its meeting in Stockholm in early Septem-
ber, the committee, under the guidance of
President Corrigan, its newly elected chairman,
began discussions of the important lessons to
be learned from the BCCI matter. The commit-
tee has commissioned, and hopes to have fin-
ished by its December meeting, an issues paper
that will consider a range of subjects stemming
from the BCCI matter. These include the fol-
lowing: (1) standardized criteria for the estab-
lishment by foreign banks of branches or subsid-
iaries; (2) what steps can be taken to strengthen
procedures for the cross-border sharing of super-
visory information, especially in times of stress;
(3) whether contagion problems are of such a
nature as to render distinctions between
branches and subsidiaries of little utility in times
of stress; (4) the relationship between home
country and host country supervisors as it per-
tains to the supervision of branches; (5) whether
consolidated supervisory responsibility should
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rest in a single home country supervisor or be
shared among several supervisors acting as a
college; and (6) whether and to what extent
supervisors may require changes in corporate
structures when such structures may, by their
nature, hinder effective supervision.

One major practical issue confronts the Federal
Reserve and other U.S. regulatory agencies in
efforts to cooperate with foreign regulators.
Whereas certain other Western nations have stat-
utes that protect confidential bank supervisory
information obtained from foreign regulators from
release to the public or even to the legislature,
information obtained by U.S. regulators from
foreign sources does not enjoy the same confiden-
tiality. Because as U.S. regulators we may not
assure our foreign counterparts that the informa-
tion that we receive from them will be held
confidential, those governments may be less will-
ing, or legally unable, to share information with us
fully or completely, or to do so on a regular or
timely basis. While we are sensitive to and re-
spectful of the prerogatives of the legislature to
seek and obtain necessary information, we also

believe that the conflict between U.S. regulators’
need for international cooperation, particularly
with the increasing globalization of banking and
the need of the Congress to gain access to infor-
mation for its oversight and investigatory respon-
sibilities is a question that merits careful consid-
eration.

CONCLUSION

The Federal Reserve is actively engaged in deal-
ing with the BCCI matter and has deployed its
most experienced and proven staff members to
the task. The Federal Reserve will continue to
cooperate with federal, state, and foreign bank
supervisors and law enforcement agencies. Our
immediate goals are to conclude our investiga-
tion; to make the current separation in fact
between BCCI and U.S. banks a complete sepa-
ration in law, so that these banks can be relieved
of any remaining BCCI taint and operate free and
clear of this controversy; and to ensure that all
wrongdoers are prosecuted civilly and criminally
to the extent permitted by law. |

Statement by E. Gerald Corrigan, President,
Federal Reserve Bank of New York, before the
Committee on Banking, Finance and Urban Af-
fairs, U.S. House of Representatives, September
13, 1991

I am pleased to have this opportunity to appear
before you this morning to review the role played
by the Federal Reserve Bank of New York in the
Bank of Credit and Commerce International
(BCCI) affair. To put it briefly, beginning at the
time of the October 1988 indictment of BCCI in
Tampa and continuing to this day, the Federal
Reserve Bank of New York has been intimately
involved in virtually every aspect of the Federal
Reserve’s investigation into BCCI, including its
illegal control of banking institutions in the
United States. Over the past twelve to fifteen
months, I, personally, have been significantly
involved in the investigation, often on a daily
basis. My involvement has entailed frequent con-
sultations with my own staff, with Messrs. Mat-
tingly and Taylor, with Chairman Greenspan,

with senior regulatory officials from abroad, and,
from time to time, with Robert Morgenthau, the
New York County District Attorney.

The summary report of the investigation con-
ducted by the Federal Reserve, which is being
submitted to this committee today, together with
the Board of Governors’ July 12 and July 29
Notices of Charges, speak—eloquently in my
judgment—to the scope and precision of this
investigation, but even they do not tell the whole
story. Allow me, therefore, to share with the
committee my own observations on the process,
its results, and its implications for the future.

For starters, it should be recognized that the
scope and complexity of this investigation, to-
gether with the almost unimaginable patterns of
deceit, lies, misrepresentations, fraud, and crim-
inality that had to be overcome to obtain hard
evidence of wrongdoing, is wholly unprece-
dented in my experience and probably in the
seventy-seven-year history of the Federal Re-
serve. Indeed, Federal Reserve investigators
were engaged—successfully I might add—in an
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investigation that would be considered very for-
midable by even the most sophisticated law
enforcement authorities.

Having said that, it is only appropriate to ask
why it took so long to produce the results that are
now before us. In part, the answer to that ques-
tion lies in the pattern of lies and deceit that had to
be overcome in getting at the truth. In that regard,
it is important to note that there is no other
governmental institution here or abroad that has
had a greater or faster measure of success in
getting at the truth than has the Federal Reserve,
even though some of those institutions have con-
siderably more experience and discovery power
in this type of investigation than the Federal
Reserve. But, even allowing for these factors,
there were other considerations that help account
for the duration of the investigation. Among these
other factors are the following;:

First, we wanted to be absolutely sure that our
efforts were always consistent with the dictates
of due process. This is a nation of laws. Rumors,
allegations, unsupported accusations, and even
claims made by informants or ‘‘insiders’” do not
constitute evidence of wrongdoing. Obtaining
that hard evidence was an extraordinarily diffi-
cult task that was to take the Federal Reserve’s
lead investigative personnel to locations through-
out the United States, Europe, and the Middle
East. It also entailed those investigators taking
thousands of pages of statements and depositions
from individuals here and abroad as well as
reviewing tens of thousands of pages of docu-
ments. Getting the necessary hard documenta-
tion of wrongdoing was not easy, but it was done.

Second, from the earliest stages of the active
investigation of the money laundering problem in
1987, we had to be very careful that our own
efforts did not compromise the investigative ef-
forts of other supervisory and law enforcement
authorities in the United States or elsewhere.

Third, as the scope of the Federal Reserve’s
and other investigations widened, and as allega-
tions of serious criminal activities of BCCI began
to emerge, we had to be concerned about pro-
tecting the confidentiality and well-being of wit-
nesses, and, in the latter stages of the investiga-
tion, we were mindful of the need to be sensitive
to the well-being of the officials in the Federal
Reserve who were conducting the investigation.

We were also concerned about the possibility
that documentary evidence so vital to the out-
come of our case might be destroyed.

Finally, the possibility exists that there may
have been information available to other official
institutions that might have expedited the Federal
Reserve’s investigation had such information
reached the Federal Reserve in a more timely
fashion.

Taken together, these factors—especially in a
setting of widespread fraud and deceit—made the
investigation frustratingly slow at times, Also, and
with the benefit of hindsight, there are probably
some things that might have been done differently
or in a different order that might have saved some
time. But, even under optimal conditions, 1 be-
lieve that any such time saved would be measured
in months, not years. On the other hand, the
experience gained from this investigation surely
has influenced our attitudes regarding certain as-
pects of banking law and supervisory policies and
procedures.

To a very important extent, those lessons al-
ready are incorporated into the Foreign Bank
Supervisory Enhancement Act of 1991 that is
currently before the Congress and that I urge be
enacted this year. That legislation, it should be
noted, will have important resource implications
for the Federal Reserve, especially for the Federal
Reserve Bank of New York. Beyond that, I think
that we must carefully consider the question of
whether we should be significantly augmenting
our legal staff, including developing a small
“SWAT team’ of investigative specialists—
something we have not felt was needed in the
past. We also must guard against efforts that,
while well intended, may work in the direction of
weakening existing supervisory tools and tech-
niques.

For example, if there was ever any doubt
about the necessity of consolidated supervision
of overall banking entities, including all of their
component parts—and there never was any such
doubt in my mind—this case should settle that
debate once and for all.

Another area of great importance that has been
brought into sharper focus by the BCCI affair is
the need to strengthen still further the interna-
tional coordination of bank supervision and bank
supervisory policies. As the committee members
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may know, in early July of this year, I was named
by the Group of Ten (G-10) Central Bank Governors
to the position of Chairman of the Basle Committee
on Banking Supervision. Last week the committee
had its first regularly scheduled meeting since my
designation as its chairman. At the meeting, there
was a lengthy discussion of the BCCI affair and the
lessons to be learned from it by the international
community of bank supervisors.

On the basis of that discussion, the committee
hopes to have finished by its December meeting
an issues paper that will consider a range of
subjects stemming from the BCCI matter includ-
ing (1) whether and how standardized criteria for
the establishment by foreign banks of branches
or subsidiaries in the G-10 countries should be
put in place; (2) what steps can be taken to
strengthen procedures for the cross-border shar-
ing of supervisory information, especially in
times of stress; (3) whether the potential for
contagion problems within a single organization
renders distinctions between branches and sub-
sidiaries of little utility in times of stress; (4) the
relationship between home country and host
country supervisors as it pertains to the supervi-
sion of branches; (5) whether the locus of con-
solidated supervisory responsibility should rest
in a single home country supervisor or be shared
among several supervisors acting as a college,
and (6) whether and to what extent supervisors
should be prepared to insist upon changes in
corporate structures that, by their nature, hinder
effective supervision,

As noted above, my hope and expectation are
that an issues paper will be finished for the
committee’s deliberation at its December meet-
ing. That issues paper will not, however, contain
recommendations. Rather, I have in mind that
the discussion in December would help the com-
mittee to shape a follow-up paper containing
recommendations that would be considered over
the first half of 1992.

In saying this, I want to caution about expect-
ing too much too soon. Getting eleven countries
to agree on these complex matters that strike so
close to legitimate issues of national prerogative,
if not national sovereignty, will not be easy,
especially in a setting in which majority rule is
not enough. That is, in this forum, everyone must
agree on the chosen course of action or there is
no action.

I cannot, in good conscience, leave the subject
of international coordination of banking supervi-
sion without saying a brief word about what I
know will be a sensitive subject. I, and all mem-
bers of the international community of banking
supervisors, deeply respect the prerogatives of
legislative bodies, including their prerogative to
seek and obtain information. By the same token,
it is vitally important that the manner in which
that prerogative is exercised in a cross-border
setting is fully sensitive to laws and traditions in
other countries, for if it is not, the necessary
process of sharing supervisory information across
national borders can be seriously impaired.

In closing, let me add one further point. In a
nation of law and due process, no system of law
and regulation can prevent crime or wrongdoing.
That is one of the prices we choose to pay for the
enormous benefits of a free and open society that
places such a high premium on individual rights.
However, preserving a free and open society
implies that when transgressions occur, those
responsible for administering laws and regula-
tions must see to it that the parties who have
violated the law or regulation are found out and
are appropriately punished. I would hope that the
message growing out of the Federal Reserve’s
persistent, vigorous, and unrelenting investiga-
tion of the BCCI affair would be clear to all, and
that message is that we will not tolerate this kind
of behavior, no matter how formidable the obsta-
cles put in the way of our efforts to get at the
truth. O

Statement by Robert P. Black, President, Fed-
eral Reserve Bank of Richmond, before the
Committee on Banking, Finance and Urban
Affairs, U.S. House of Representatives, Sep-
tember 13, 1991

I shall describe for you this morning the role of
the Federal Reserve Bank of Richmond in the
supervision and regulation of Credit and Com-
merce American Holdings (CCAH) and its sub-
sidiaries located in the United States. Since the
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only authorized presence of the Bank of Credit
and Commerce International (BCCI) in the Fifth
Federal Reserve District was a representative
office in the District of Columbia, I shall leave the
discussion of the Systems’s efforts to regulate
BCCI’s activities in the United States to members
of the staff of the Board of Governors and to my
colleagues from the Federal Reserve Banks of
Atlanta, New York, and San Francisco. Others
have testified on the Federal Reserve System’s
efforts to deny BCCI's entry into the United
States and the original acquisition of First Amer-
ican Bankshares by a group of Middle Eastern
investors. I shall discuss the role of the Federal
Reserve Bank of Richmond in the application pro-
cess and describe our supervisory work since the
purchase, including efforts to determine whether or
not any BCCI ownership or influence existed.

BACKGROUND

Financial General Bankshares, as First American
was originally called, was one of a very few
multistate bank holding companies that was ex-
empted from the provisions of the Bank Holding
Company Act by virtue of its registration under
the Investment Company Act. When it became
subject to the Bank Holding Company Act in 1966,
it controlled banks in Virginia, Maryland, Tennes-
see, New York, and the District of Columbia.

Other Federal Reserve officials have discussed
the attempts by the Middle Eastern investors to
obtain approval of the Board of Governors for
the acquisition of Financial General Bankshares,
and I shall not review this effort. I would like to
point out, however, how the Federal Reserve
Bank of Richmond participated in the application
process that led to the Board’s approval of the
second application to acquire Financial General
on August 25, 1981.

The Federal Reserve Bank of Richmond shared
the same concerns as did many others about the
possible involvement of BCCI in the takeover
attempt. We participated in the hearing the Board
of Governors conducted on the application during
which the testimony presented both by individual
investors and by their counsel (Clark Clifford and
his partner, Robert A. Altman, of the firm of
Clifford & Warnke) stated that BCCI would not be

involved in the acquisition other than as invest-
ment adviser to the individual investors and, in
particular, that BCCI would not fund the acquisi-
tion. The senior representative of our Reserve
Bank specifically asked about BCCI’s current and
future role and was provided unqualified assur-
ance by Mr. Clifford that BCCI was not involved
in the takeover other than as investment adviser
and that no other role was contemplated for the
future. Similar representations were made to the
Comptroller of the Currency (OCC), the Federal
Deposit Insurance Corporation (FDIC), and the
banking commissioners of the states of Maryland,
Virginia, and New York where First American’s
subsidiary banks were located.

Despite the assertions of the shareholders and
their counsel, the Board conducted thorough
investigations of the investors and, in this pro-
cess, solicited information from the Central In-
telligence Agency, the Departments of State and
Commerce, and a foreign bank supervisor. None
of the background checks uncovered any adverse
information regarding the investors. In addition,
neither the Board nor any other federal or state
regulator received any evidence that the repre-
sentations made to them were false.

On the basis of the record of the application,
the Federal Reserve Bank of Richmond saw no
legal basis for recommending denial of the appli-
cation to the Board. On August 25, 1981—after
having considered the hearing record, the recom-
mendations from the Board staff and the Reserve
Bank, as well as the views of the federal and state
agencies—the Board approved CCAH'’s acquisi-
tion of Financial General. The acquisition was
consummated on April 19, 1982, and Financial
General was renamed First American Bank-
shares in August 1982. Mr. Clifford was named
chairman of the board of First American Bank-
shares, former Senator Stuart Symington became
chairman of the board of CCAH, and Mr. Altman
was elected president of another First American
holding company and secretary and managing
director of CCAH.

THE PERIOD 1982-OCTOBER 1988

Once the acquisition was consummated, the
supervision of CCAH and First American fell to
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the Federal Reserve Bank of Richmond, which
also had been responsible for supervising Fi-
nancial General. In such supervisory work, the
Reserve Banks perform their bank holding com-
pany inspection duties under authority dele-
gated by the Board and thus work much more
closely with the staff of the Board on an ongoing
basis than is true in the case of many of our
other responsibilities. An inspection, the pri-
mary supervision tool for bank holding compa-
nies, is designed to ascertain whether the
strength of the bank holding company is being
maintained and to determine the impact or
consequences of transactions between the par-
ent holding company or its nonbanking subsid-
iaries and its subsidiary banks. The scope of
those inspections includes, among other fac-
tors, a review of intercompany receivables and
payables, earnings, capital, asset guality, and
dividend payments to the parent company. In
measuring financial strength of a bank holding
company, the inspection process focuses on
financial indexes of both the consolidated entity
and its component parts. With respect to the
component parts of a bank holding company,
Reserve Banks review the reports of examina-
tion of its subsidiary banks prepared by the
banks’s federal and state regulators. The ability
of a bank holding company to maintain an
adequate level of capital, as well as to preserve
its overall ability to act as a source of financial
strength to its bank subsidiaries, is a primary
consideration and focus of the inspection. Be-
sides the regular inspection of a parent holding
company, our Reserve Bank monitors the con-
dition of the entire holding company through
the review of regulatory reports filed quarterly,
semiannually, or annually with us or other
regulatory authorities.

Since the acquisition of the First American
banks by the Middle Eastern investors, the com-
pany has been inspected by the Federal Reserve
Bank of Richmond eight times. The Federal
Reserve Bank of Richmond does not examine
any of the company’s subsidiary banks since
none are state member banks. These inspections
have included the review of the reports of the
other bank supervisors to verify the condition of
the individual First American banks and, most
important, to determine whether the FDIC, the

OCC, or respective state bank supervisqrs un-
covered any improper or illegal BCCI connection
concerning actions taken by either the investor
group or BCCL

In the years immediately after the acquisition,
there was no evidence developed through the
supervisory process to suggest that CCAH and
First American were functioning other than in
accordance with the statements made to the
regulatory authorities at the time of the applica-
tion. During this period, the Reserve Bank’s
inspections found compliance with the condi-
tions and commitments of the original application
and no violations of the law. The examiners in
charge of these inspections, I should emphasize,
were well aware of the Federal Reserve System’s
concerns about the investors and the possible
involvement of BCCIL. The examiners regularly
discussed the relations between the investor
group with various members of the company’s
senior management team, both to determine
compliance with the commitments and to probe
for involvement of the BCCI group. In addition,
numerous discussions were held with other bank
regulatory agencies responsible for supervising
First American’s subsidiary banks, and no ad-
verse information surfaced about the banks from
them,

The examination and inspection record be-
tween 1982 and late 1988 is clear. Neither the
reports of our First American inspections nor
any of the reports of examination prepared by
other federal and state regulators contained com-
ments or criticisms regarding involvement of,
influence by, or improper payments to BCCI. On
the contrary, since the acquisition in 1982 there
were no dividend payments by the First Ameri-
can holding companies to the investors and cap-
ital injections into the First American organiza-
tion totaled more than $500 million.

THE PERIOD OCTOBER 1988-90

In October 1988 indictments of BCCI and its
officers were announced, and Federal Reserve
Banks with supervisory responsibility over BCCI
agencies in Florida, New York, and California
initiated extensive examination of those agen-
cies. Since our Reserve Bank did not have su-
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pervisory responsibility for any BCCI agencies,
we did not participate in those examinations.

In early 1989, after BCCI’s indictment for
money laundering and the emergence of allega-
tions that BCCI and CCAH were linked, the
Federal Reserve Bank of Richmond conducted a
special inquiry into the relationship between
CCAH and BCCI. The inquiry included question-
ing First American senior management on the
relationship to BCCI, reviewing records of the
organization, and requesting each First American
subsidiary bank to report on any transactions with
BCCI. The report on our findings of the inquiry,
dated February 8, 1989, presented no evidence of
irregular or significant contacts between the First
American banks and BCCI or any indication that
CCAH had failed to adhere to its commitments.
Our report disclosed that First American senior
management represented to us that the relation-
ship between CCAH, First American, and BCCI
was no different than at the time of the original
application and that BCCI did not exercise a
controlling influence over CCAH. While we found
that the degree of common ownership between
CCAH and BCCI had increased since the original
acquisition of Financial General, the Bank Hold-
ing Company Act does not prohibit such common
ownership of banks and nonbanks by individuals
as it does for companies. Thus, this common
ownership, while significant, did not provide
grounds for any action on the part of the Federal
Reserve Bank of Richmond or any recommenda-
tion by us for action by the Board.

During this period, examinations of First Amer-
ican’s banks conducted by the states of Maryland,
New York, Virginia, the OCC, and the FDIC also
found no irregularities or relationships between
First American and BCCI. Consistent with these
examinations, our two inspections of First Amer-
ican in 1988 and 1989 found continued compliance
with application commitments, including finding
no linkage between CCAH shareholders and
BCCI other than the common shareholder inter-
ests, which were not illegal.

SUPERVISORY ACTIVITIES SINCE 1990

In December 1990, a senior member of the Board
of Governors’s staff was permitted to review a

copy of BCCI's external auditors’ October 1990
report, which detailed substantial loans made by
BCCI to CCAH shareholders secured by CCAH
shares. The existence of these loans was later
confirmed at a meeting with representatives of
the investors held on December 21, 1990, at the
Board. As it became increasingly clear that an
unauthorized relationship existed with BCCI, an
in-depth inspection of the First American orga-
nization was initiated in early January under the
direction of the Federal Reserve Bank of Rich-
mond and Board staff. This inspection was coor-
dinated with examinations of all of First Ameri-
can subsidiary banks to assess the general safety
and soundness of the organization. At the same
time, extensive discussions were begun with
senior staff members at the Board, the Federal
Reserve Banks of Atlanta, San Francisco, and
New York, and the agencies participating in the
coordinated examinations of all the banking sub-
sidiaries of First American, including the FDIC,
the OCC, and the banking departments of Mary-
land, New York, and Virginia.

A significant part of this examination included
a review of bank records for any deposits of,
payments to, or exposures to individuals or com-
panies related to BCCI or CCAH. The examina-
tion is seeking to determine if the resources of
First American’s banks have in any way been
utilized improperly, either directly or indirectly,
for the benefit of its owners. To date, a total of
fifty-two examiners from all twelve Federal Re-
serve Districts with an average experience level
of approximately eight years have expended in
excess of seven man years on this examination.
While this examination is ongoing, results to date
have not disclosed any abuse of the subsidiary
banks or any lending practices that are widely at
variance with other area banks, and no additional
evidence of BCCI ownership has been uncovered
in First American records. Simply put, no con-
nection between the banks’ lending practices and
their unauthorized ownership by BCCI has been
uncovered.

Besides this ongoing examination process, the
Federal Reserve Bank of Richmond has been
monitoring compliance with CCAH’s February
1, 1991, cease and desist order, which, among
other things, prohibits transactions between
CCAH, subsidiary banks of First American, and
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BCCI except for capital injections into the banks
and certain clearing transactions in the ordinary
course of business. In this role, on March 1, 1991,
the Federal Reserve Bank of Richmond informed
the First American Bank of New York that its
clearing transactions for BCCI should be wound
down and terminated before the end of 1991. As a
result of this action, the transactions between
BCCI and the First American Bank of New York
were liquidated in an orderly manner so that by
July S, when BCCI was closed, the correspondent
relationship had been reduced substantially.

CONCLUSION

The Federal Reserve Bank of Richmond will
continue to keep examiners on site to monitor the
situation and to continue to review transactions
of First American and its subsidiary banks for
any possible irregularities connected with BCCI,
We are working with the staff of the Board to
sever any improper connections between BCCI
and the First American banks so that the banks
will be free of any tarnish that they may be
suffering from their association with BCCI. 0O

Statement by Robert P. Forrestal, President,
Federal Reserve Bank of Atlanta, before the
Committee on Banking, Finance and Urban Af-
fairs, U.S. House of Representatives, September
13, 1991

I am pleased to appear today to discuss with you
the role of the Federal Reserve Bank of Atlanta
in the supervision of the Florida offices of the
Bank of Credit and Commerce International
(BCCI), and in the supervision of the NBG
Financial Corporation, the parent bank holding
company of the National Bank of Georgia
(NBG).

My remarks will first address BCCI. Since the
previous witnesses have set forth the supervisory
and regulatory framework within which the Fed-
eral Reserve System operates with respect to its
supervision of international branches and agen-
cies, [ will therefore confine my remarks regard-
ing BCCI to the Federal Reserve Bank of Atlan-
ta’s supervision and regulation of BCCI’s offices
in Miami, Boca Raton, and Tampa, Florida.

HISTORY OF BCCI IN THE SIXTH
FEDERAL RESERVE DISTRICT

The BCCI-Miami agency opened on March 15,
1982; the Boca Raton agency opened on Septem-
ber 12, 1983; and the Tampa agency opened on
June 29, 1984. Each of these offices was licensed
by the Comptroller’s Office of the Department of
Banking and Finance of the State of Florida.
These were not the initial entries by BCCI into

the United States, as its first office was opened
on September 1, 1981, in San Francisco. Other
offices in Los Angeles (February 7, 1983) and
New York (April 16, 1984) were also opened.

BCCI also had an administrative office in Mi-
ami that supervised Latin American and Carib-
bean activities and provided back office support
to the three Florida agencies. The administrative
office was permitted under Florida law and was
supervised by the Florida Department of Bank-
ing and Finance.

The Miami agency managed and coordinated
the activities of the Tampa and Boca Raton
offices, including regulatory reporting to the Fed-
eral Reserve. From the opening of the BCCl-
Miami office, the Federal Reserve Bank of At-
lanta carried out its supervisory responsibilities
pursuant to the International Banking Act of
1978. As was the case with other Florida agen-
cies under that act, our responsibility as the
residual supervisor of the state-licensed agencies
was essentially to ensure that the BCCI Florida
offices received timely examinations from the
licensing authority, the State of Florida.

During this time, our examiners participated in
these examinations in a limited manner. Our
participation normally consisted of a one- or
two-day visitation of the agency in which we
conducted a review of financial reports submitted
to the Federal Reserve Bank of Atlanta and a
review of compliance with federal banking laws,
including the Bank Secrecy Act. These visita-
tions coincided with the state’s examinations,
and during the visitations our examiners learned
the state’s preliminary findings. After having
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conducted the compliance visit, Reserve Bank
examiners wrote a memorandum detailing their
findings and the state’s preliminary results. Cop-
ies of the state’s final report of examination and
BCCI’s responses were forwarded to the appro-
priate offices within the Federal Reserve System.
Irregularities in compliance with the Bank Se-
crecy Act were detected at various times during
our visitations and resulted in two criminal refer-
rals, which are described below.

In 1983, the Treasury Department referred
numerous institutions, including BCCI-Miami,
to our attention after having found technical
deficiencies in their reporting of transactions
subject to the Financial Recordkeeping Act. The
deficiencies concerned improper completion of
forms designed to report individual cash transac-
tions of $10,000 or more. We found additional
technical compliance problems at BCCI-Miami
in a visit in 1984, in which examiners noted that
the agency had failed to file currency transaction
forms for three cash transactions of more than
$10,000. The agency filed the forms during the
examination. Both cases represented isolated
technical problems and did not raise suspicions
of money laundering. In each instance, agency
management took corrective action. In March
1985, while visiting during the state’s examina-
tion, Reserve Bank examiners detected suspi-
cious transactions carried out by a customer of
BCCI-Miami. After having become aware of the
transactions, the agency ceased doing business
with the customer. To our knowledge, this cus-
tomer has not been implicated in subsequent
indictments of BCCI.

After the receipt in August 1985 of the state’s
March 1985 final Report of Examination of
BCCI-Miami, which noted continued asset prob-
lems, the Federal Reserve Bank of Atlanta con-
ducted an independent examination of the Miami
office in October 1985. The examination revealed
a significant deterioration in asset quality. How-
ever, no further evidence of suspicious transac-
tions was noted at the time. As a result of the
deterioration in asset quality, the Atlanta Re-
serve Bank requested that BCCI begin quarterly
reporting on its classified assets.

While participating in an April 1987 examina-
tion of BCCI-Miami, examiners discovered pos-
sible money laundering transactions that ap-

peared to be structured to evade reporting
requirements. The transactions were detected in
a review of checks and money orders sent from
BCCI-Panama to BCCI-Miami for payment.

The following circumstances prompted exam-
iners’ suspicions. BCCI-Miami frequently re-
ceived such deposits from BCCI-Panama, con-
sisting of 300 to 500 individual money orders
totaling $300,000 and more. These money orders
were all purchased from institutions in the New
York City area and were issued in bearer form,
then stamped payable to the order of one account
number. No other endorsements ever appeared.
The purchasers of the money order wrote in their
name and address and the date purchased. The
same handwriting appeared for different names
and different addresses. Some money orders
bore sequential numbers but were given different
purchase dates. These transactions appeared to
be designed to facilitate a money-laundering op-
eration. A criminal referral concerning the activ-
ities discovered at the Miami agency was filed
with the U.S. Attorney’s office in Miami and with
the Federal Bureau of Investigation in North
Miami Beach on May 18, 1987. The staff of the
Board of Governors copied the referral to the
Internal Revenue Service, Washington, D.C., on
June 5, 1987.

In October 1988, the U.S. Attorney in Tampa
issued indictments against BCCI and several
employees for money laundering. In connection
with the indictments, U.S. Customs agents
searched the offices of BCCI in Florida over the
weekend of October 8.

Reserve Bank examiners entered the Miami,
Boca Raton, and Tampa agencies to monitor
liquidity and review operations in the week after
the search by law enforcement officials and re-
mained on site for several weeks until the situa-
tion stabilized. Our efforts were part of a System
review of all of BCCI’s U.S. offices. During this
period, activities resulting in the Atlanta Reserve
Bank’s second criminal referral were discovered.
Federal Reserve examiners detected two sepa-
rate series of suspicious transactions while on
site at BCCI-Boca Raton. Both cases were sim-
ilar to the scheme detected in Miami in 1987. Our
ability to investigate the suspected schemes was
limited because many original records had been
seized by law enforcement authorities in their
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search. The second criminal referral was filed on
November 7, 1988, with the U.S. Attorneys in
Tampa and Miami and the FBI. The staff of the
Board of Governors sent a copy of the referral to
the Internal Revenue Service, Washington,
D.C., on November 14, 1988.

Copies of workpapers and documents support-
ing the two referrals were provided in response
to a subpoena from the U.S. Attorney in Miami
on February 27, 1989. Reserve Bank personnel
have continued to cooperate with law enforce-
ment authorities, including the U.S. Attorney,
the Federal Bureau of Investigation, and the
Internal Revenue Service, on matters relating to
BCCI. On June 12, 1989, the Reserve Bank
received a second subpoena, from the U.S. At-
torney in Tampa, Florida, requesting all records
relating to BCCI, the National Bank of Georgia
(NBG), and related companies. All information
was supplied as requested.

As a result of the System’s review of BCCI’s
U.S. operations in 1988, a cease and desist order
against BCCI was issued by the Board of Gov-
ernors on June 12, 1989, requiring BCCI to
strengthen U.S. operations and enforcing com-
pliance with the Bank Secrecy Act. The Reserve
Bank conducted an independent examination of
BCCI-Miami as of September 30, 1989, to assess
the condition of the agency and to determine
compliance with the Board’s order. This exami-
nation was coordinated with other Reserve
Banks’ examinations of BCCI's U.S. offices.
Examiners noted significant asset quality prob-
lems and weakness in credit administration, in-
ternal controls, and the audit function.

The need for further examination of BCCI’s
Florida offices was eliminated when the Tampa
and Boca Raton offices closed in September
1989, and the Miami agency closed in January
1991.

RESERVE BANKS’ SUPERVISION OF NBG
Application History of NBG
Ghaith Pharaon, a Saudi Arabian national, ac-

quired a 60 percent interest in NBG in 1978 and
continued to acquire stock in NBG until, by

December 30, 1980, he owned 98.6 percent of
the total outstanding shares. Because NBG was
a national bank, the Office of the Comptroller of
the Currency (OCC) was its primary regulator.
According to information supplied by the OCC,
Pharaon purchased the shares in NBG from
Bert Lance and numerous other individuals,
through direct negotiations and through tender
offers. A change of ownership notice was filed
with the OCC on August 7, 1978. The Reserve
Bank was not a party to this notice because
NBG was not yet owned by a holding company.

Pharaon incorporated GRP, Inc., in Georgia in
March 1981, for the purpose of forming a bank
holding company. The Reserve Bank learned of
Pharaon’s intent and requested information re-
garding his financial strength and business activ-
ities. No negative information was received.

Pharaon’s banking interests first came under
the jurisdiction of the Federal Reserve Bank of
Atlanta in July 1981, when GRP, Inc., filed an
application to become a bank holding company
by acquiring an existing bank holding company
and its bank subsidiary—not NBG—located in
Cobb County, Georgia. The Reserve Bank ap-
proved the application in October 1981, based on
the following factors: (1) the positive impact of
Pharaon’s ownership on his existing banking
interests, as evidenced by the OCC’s recognition
of the improved condition of NBG, and Phara-
on’s injection of $3 million to improve its capital;
and (2) Pharaon’s ability to repay debt associated
with the acquisition, and provide continued sup-
port to the holding company. Pharaon’s financial
statement showed a net worth in excess of $100
million, not including the bulk of his assets,
which were in Saudi Arabia. Pursuant to the
application, GRP, Inc. acquired the Cobb
County bank, and thus, became subject to the
Reserve Bank’s supervision.

The Federal Reserve Bank of Atlanta’s super-
vision and regulation responsibility for NBG’s
parent bank holding company began in Novem-
ber 1981, when Pharaon filed applications to
place his stock in NBG under his existing bank
holding company, GRP, Inc., and to acquire two
more banks, in Clayton County, Georgia, and in
Gwinnett County, Georgia. In evaluating the
applications, the Atlanta Reserve Bank again
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considered Reports of Examination, issued by
NBG'’s primary regulator, the OCC, which indi-
cated that NBG had improved under Pharaon’s
ownership, and again reviewed Pharaon’s abil-
ity to financially support the bank, by request-
ing a summary of the sources of the most recent
year’s income and a list of annual obligations.
Pharaon again provided evidence of a non-
Saudi net worth in excess of $100 million, and
committed to make an additional capital injec-
tion of $10 million into NBG. He also offered
not to take dividends from the bank to allow it
to improve its capital position. The continued
improvement in NBG’s condition and Phara-
on’s ability and willingness to contribute finan-
cial support were positive factors leading to the
approval recommendation by the Federal Re-
serve Bank of Atlanta. The Board of Governors
of the Federal Reserve System approved the
application in March 1982, and the parent hold-
ing company came under the Federal Reserve’s
supervision. The OCC remained the primary
regulator of NBG, while the Federal Reserve
Bank of Atlanta directly supervised GRP, Inc.,
NBG’s parent company.

The Federal Reserve Bank of Atlanta ap-
proved the reorganization of NBG’s parent
holding company structure in two subsequent
applications, processed in 1982 and 1983. In
connection with the reorganization, GRP, Inc.
changed its name to NBG Financial Corpora-
tion. The applications involved the creation of
two new bank holding companies, and the
merger of Pharaon’s Atlanta banking interests
into a single bank. Pharaon remained the sole
shareholder of NBG and its parent bank holding
companies. The stated purpose of the proposed
reorganization was for estate and tax planning,
and to take advantage of a Georgia law related
to bank mergers.

Before approving these applications, the Re-
serve Bank again considered the condition of
banks controlled by Pharaon, reviewing reports
of examination from the OCC and the State of
Georgia, and considered his ability to provide
financial support for NBG. According to the
application, the transactions would not require
any parties (Pharaon, the bank, or the holding
company) to incur additional debt. The pro-

jected cash needs of NBG Financial Corpora-
tion, the ‘‘new’’ bank holding company, would
be met through Pharaon’s personal resources.
After considering these factors, the application
was approved. The transactions proposed in the
applications were consummated in 1983.

In response to the committee’s question, let
me reiterate that, during this period, there was no
information or evidence to indicate that Pharaon
was not, in fact, the owner of NBG or that his
source of funds for acquisitions differed from
what he had reported. Pharaon had been the
owner of record of NBG for several years before
the formation of the holding company, and he
had established a satisfactory record during this
control of the bank, as evidenced by the im-
provement in the condition of the bank, his
ability to make capital injections, and his ability
to defer dividends.

In January 1985, the Atlanta Reserve Bank
recommended that the Board of Governors ap-
prove an application filed by NBG to convert an
existing wholly owned service subsidiary to an
Agreement Corporation, called NBG Interna-
tional Bank. (An Agreement Corporation is per-
mitted to conduct business of an international
nature only, similar to an Edge Act corporation.
NBG could not own an Edge Act corporation
because Pharaon was not a U.S. citizen.) The
approval recommendation was based on an eval-
vation of the condition of NBG, using Reports of
Examination provided by the OCC, and other
financial data supplied by the applicant. The
Board of Governors approved the application on
February 25, 1985.

The Federal Reserve Bank of Atlanta received
an application from NBG International Bank in
1987 to increase the authorized capital stock in
the Agreement Corporation. The application was
submitted to correct an inadvertent violation of
Regulation K. The corporation increased its cap-
ital stock without prior approval from the Re-
serve Bank. The Board of Governors approved
the application on April 26, 1989, after NBG
International Bank took steps to ensure that
further violations would not occur. On October
23, 1987, the Atlanta Reserve Bank approved an
application by NBG International to change its
name to First American International Bank.
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Inspection—-Examination Supervision of
NBG and NBG International Bank

The activities and financial condition of NBG’s
parent bank holding company were routinely
monitored by the Federal Reserve Bank of At-
lanta, through inspections of NBG Financial Cor-
poration, and examinations of NBG International
Bank, according to the supervision programs
adopted by the Board of Governors of the Fed-
eral Reserve System. These supervision pro-
grams were developed pursuant to the authority
granted in the Bank Holding Company Act of
1956, and its various amendments, and Section
25(a) of the Federal Reserve Act.

The bank holding company supervision pro-
gram focuses on assessing the condition of the
bank holding company and determining its ability
to serve as a source of strength for its subsidiaries.
In 1978, annual inspections were mandated for
companies with assets in excess of $300 million.
In accordance with this program, the Federal
Reserve Bank of Atlanta inspected NBG’s hold-
ing company once each year from 1983 through
1986. Each inspection considered the ability of the
bank holding company to support its bank subsid-
iaries and found the contribution of the sole indi-
rect shareholder, Ghaith Pharaon, to be positive.
Never in the course of our supervision of the
parent holding company, including reviews of the
Examination Reports of the primary regulator, the
OCC, did the Federal Reserve Bank of Atlanta
discover any information indicating BCCI’s own-
ership of NBG Financial Corporation.

NBG International Bank (now First American
International Bank) has been examined annually
by the Atlanta Reserve Bank since its inception.

NBG Financial Corporation was acquired by
First American Bankshares, Inc., Washington,
D.C., on August 19, 1987. The acquisition appli-
cation was processed by the Federal Reserve
Bank of Richmond, the responsible Reserve
Bank for First American Bankshares, Inc.

CONTACTS WITH OTHER REGULATORS

In keeping with the regulatory structure pre-
scribed in the Bank Holding Act of 1956 and in
the International Banking Act of 1978, the Re-
serve Bank has maintained regular contact with
the State of Florida, and with the Comptroller
of the Currency in its routine supervision of
BCCI and NBG’s parent holding company,
relying, as directed by statute, on the reports of
these other supervisory agencies whenever pos-
sible. When concerns regarding the condition of
BCCI's Florida agencies arose, the Reserve
Bank departed from its usual residual supervi-
sion and conducted an independent examina-
tion to directly assess BCCI’s condition. The
Reserve Bank continues to participate in coor-
dinated investigations of BCCI and related par-
ties within the Federal Reserve System, and is
also continuing to cooperate with law enforce-
ment agencies in their ongoing investigations of

BCCI and NBG.

SUMMARY

In summary, the Federal Reserve Bank of At-
lanta supervised BCCI’s and NBG’s activities in
the Sixth District as directed by the International
Banking Act of 1978 and the Bank Holding
Company Act of 1956. We made criminal refer-
rals of suspicious activity and increased our
on-site presence as warranted. With respect to
NBG and First American, we evaluated on sev-
eral occasions the owner of record, Pharaon,
and had every reason to believe that he was a
person of substance financially and that he was
acting on his own behalf. Throughout this period,
we have cooperated with law enforcement agen-
cies in every way possible and, even at the
present time, are contributing an examiner to the
U.S. Attorney’s ongoing effort in Atlanta. O

Statement by Thomas D. Thomson, Executive
Vice President, Federal Reserve Bank of
San Francisco, before the Committee on Bank-
ing, Finance and Urban Affairs, U.S. House of
Representatives, September 13, 1991

I am pleased to appear before this committee to
provide information on the Federal Reserve
Bank of San Francisco’s supervision and regula-
tion of Bank of Credit and Commerce Interna-
tional (BCCI) and related entities. My name is
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Thomas D. Thomson. I have overall executive
responsibility for the San Francisco Reserve
Bank’s supervision and regulation activities,
among other functions, and, therefore, the super-
vision and regulation of BCCI in the Twelfth
Federal Reserve District. President Parry is un-
able to deliver this testimony today because he is
traveling in Asia to keep a long-standing commit-
ment to meet with other Pacific Rim central
bankers.

Overall Federal Reserve supervision of BCCI
has been described by other representatives of
the Federal Reserve System. My comments will
fall into two parts: first, the Federal Reserve
Bank of San Francisco’s participation in the
supervision and regulation of BCCI, and second,
our role in the regulation of Independence Bank
in Encino, California.

BANK OF CREDIT AND COMMERCE
INTERNATIONAL

Twelfth District Supervision and
Regulation

The San Francisco Reserve Bank’s initial super-
visory contact with BCCI was indirect, through
the initial acquisition by Bank of America of 2.5
percent of BCCI’s outstanding shares on Decem-
ber 21, 1973. Bank of America was a founding
shareholder and, over the next three-year period,
increased its equity interest in BCCI to 45.0
percent. In 1978, Bank of America began to
withdraw from its investment in BCCI and com-
pleted its divestment on June 30, 1980.

This Reserve Bank reviewed Bank of Ameri-
ca’s investment in BCCI annuvally through the
examination of the Edge Act corporation that
held Bank of America’s interest in BCCI. Be-
cause it was not a subsidiary, information re-
quired to be made available to our examiners was
limited to financial data such as balance sheets
and income statements and other documents
such as Bank of America’s internal investment
files on BCCI. Because it was not a controlled
subsidiary, no on-site examination was con-
ducted. Our examinations of Bank of America’s
investment in BCCI during this period did not
disclose any suspicious or criminal activities.

BCCI’s presence in the Twelfth Federal Re-
serve District began on September 1, 1981, when

its subsidiary, Hong Kong Metropolitan Bank
Limited, opened an agency in San Francisco
licensed by the State of California. It was con-
verted to a direct office of BCCI on June 1, 1985,
and its name changed to reflect its ownership
status. BCCI established an agency in Los
Angeles on February 7, 1983.

The Federal Reserve Bank of San Francisco
has been involved directly in the examinations
of both the San Francisco and Los Angeles
agencies since their inception as a result of an
arrangement with the California State Banking
Department. This arrangement was worked out
with the state under the provisions of the Inter-
national Banking Act of 1978, which, at the
federal level, gave the Federal Reserve System
supervisory responsibilities for monitoring the
consolidated operations of foreign banks in the
United States, while primary supervisory re-
sponsibilities for each branch or agency re-
mained with its chartering authority. Under this
arrangement, our Reserve Bank shared exami-
nation responsibilities with the California State
Banking Department.

The oversight efforts of this Reserve Bank
intensified after notification of the BCCI in-
dictments in October 1988 in Tampa, Florida.
Our examiners participated in special examina-
tions that were conducted in conjunction with
investigations of BCCI’s money-laundering
activities. Special examinations were con-
ducted at both the Los Angeles and San Fran-
cisco agencies of BCCI beginning on October
11, 1988. These examinations focused on a
review of the agencies’ policies and procedures
to ensure compliance with the Bank Secrecy
Act. Currency transactions that occurred
within the previous year were reviewed for
compliance with currency reporting require-
ments.

No evidence warranting the filing of a criminal
referral was discovered as a result of the special
examinations of BCCI's Los Angeles and San
Francisco agencies in 1988. However, examiners
cited BCCI for asset-quality problems and lack of
adequate credit documentation, internal control
deficiencies, errors in regulatory reporting, and
inadequate record-keeping procedures. BCCI’s
management was criticized for lax supervision.
Violations of both state and federal laws and
regulations were noted; however, they were



930 Federal Reserve Bulletin 0 November 1991

technical in nature and related principally to
deposit-taking activities.

As a result of these findings, our Reserve Bank
participated actively in drafting a Memorandum
of Understanding, which was issued to BCCI by
the California State Banking Department on Feb-
ruary 14, 1989. Our Reserve Bank also partici-
pated in drafting a cease and desist order, which
addressed these and other deficiencies in BCCI
found by other Reserve Banks, which was issued
to BCCI by the Federal Reserve Board on June
12, 1989. The memorandum of understanding and
the cease and desist order required that BCCI
improve asset quality and credit procedures,
correct internal control deficiencies, and develop
procedures to ensure compliance with all state
and federal laws and regulations, including the
Bank Secrecy Act.

Adverse publicity surrounding the filing of the
indictments against BCCI caused a moderate
shrinkage in assets and liabilities at both the San
Francisco and Los Angeles agencies, as certain
customers elected to curtail their business rela-
tionship with BCCI. Also as a result of these
indictments, the California State Banking De-
partment required both agencies to maintain a
more restrictive ratio of assets to liabilities and to
require a higher-than-normal level of assets
pledged to the State of California for faithful
performance. The result of these more restrictive
requirements was to increase the costs of oper-
ating these offices.

In light of the above developments, BCCI
management closed the San Francisco agency on
December 1, 1990, and transferred the assets to
the Los Angeles agency. Also in December 1990,
BCCI management transferred the assets of the
Miami office to Los Angeles when the Miami
agency was closed by the State of Florida. In
both cases, the assets that were transferred were
principally loans to small businesses and trade-
related financing.

In terms of asset size, the Los Angeles office
reached its zenith at year-end 1990, after the
transfer of assets was complete. On December
31, 1990, the Los Angeles agency reported total
loans of $142.9 million and total assets of $190.4
million.

On February 19, 1991, in conjunction with the
Federal Reserve Board staff’s coordinated super-

visory efforts, we conducted an examination of
the Los Angeles agency. Besides the standard
procedures conducted in a full-scope examina-
tion, particular attention was devoted to testing
compliance with state and federal laws and reg-
ulations, including the Bank Secrecy Act. Exam-
iners also reviewed the loans transferred from
the Miami and San Francisco agencies in Decem-
ber 1990. As with other recent examinations, the
results of this examination disclosed weaknesses
in asset quality, internal controls, and manage-
ment supervision.

On July 5, 1991, the State of California closed
the Los Angeles agency in conjunction with the
coordinated closure of BCCI’s offices world-
wide. On that date, the state assumed responsi-
bility for the disposition of the assets of the
agency. At the time of its closure, all funding of
the agency was from either its head office or
BCCI affiliates. Accordingly, no U.S. depositors
or institutions are likely to suffer depository
losses from the closure of the California office.

Our Reserve Bank has maintained a continu-
ous presence at the Los Angeles office since the
start of the February 1991 examination. Our
examiners are still on site and are reviewing the
agency’s records. We are continuing to cooper-
ate with the investigations now under way. Rel-
evant information is being shared with appropri-
ate federal and state judicial authorities, other
regulators, and the Congress.

INDEPENDENCE BANK

Independence Bank is a state-chartered non-
member bank and is not owned by a bank holding
company. Accordingly, the Federal Deposit In-
surance Corporation (FDIC) and the California
State Banking Department are the bank’s pri-
mary regulators and supervisors. Our relation-
ship has been limited essentially to an application
that was made in 1986 to form a bank holding
company. We have not examined Independence
Bank, nor have we participated in examinations
of the bank by the California State Banking
Department or the FDIC. Because it is a non-
member bank, its acquisition by Gaith Pharaon in
November 1985 was reviewed by the FDIC and
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the California State Banking Department, not the
Federal Reserve.

Bank Holding Company Application

The San Francisco Reserve Bank did, however,
have discussions with the management of Inde-
pendence Bank about the possibility of forming a
bank holding company because bank holding
company formations require Federal Reserve
approval.

On January 8, 1986, we received a draft appli-
cation to form a multitiered holding company
structure over Independence Bank. This applica-
tion raised significant concerns related to the
proposed bank holding company’s high debt
level and low consolidated capital ratios.

The draft application reflected proposed debt-
to-equity and consolidated primary capital ratios
that did not meet Federal Reserve System guide-
lines. The applicant was informed that additional
equity would be needed if the proposed holding
company was to maintain an adequate tangible
primary capital ratio.

On August 6, 1986, the Federal Reserve Bank
of San Francisco received the final application to
form a multitiered holding company that would
own Independence Bank. In a subsequent ex-
change of correspondence, we requested certain
commitments from the applicant.

The applicant was requested to commit itself
to achieve and maintain minimum capital ratios
meeting Federal Reserve System guidelines at
both the parent company and Independence
Bank. It also was requested to declare that
Independence Bank, if acquired by the applicant,
would not engage in nonbanking activities pro-
hibited to bank holding companies and national
banks by federal law but permitted to state-
chartered banks by California law, such as real
estate investment and development. The appli-
cant indicated to the San Francisco Reserve
Bank’s staff that it did not want to make this
commitment because it limited the powers and
rights of Independence Bank as a state chartered
bank.

San Francisco Reserve Bank staff actions,
namely requests for these commitments and dis-
cussions with the applicant of the financial issues
raised by its proposal, apparently discouraged
the applicant from proceeding with its proposal
to form a holding company over Independence
Bank. The applicant, after these discussions and
requests for commitments, never submitted the
information and the commitments necessary to
complete the application for acceptance, pro-
cessing, and action by the Federal Reserve Sys-
tem. The Reserve Bank returned the application
to the applicant on December 5, 1986, as a result
of its failure to provide the various required
commitments.

Because the applicant failed to proceed with
the application, it never reached the stage at
which the Federal Reserve System would have
conducted background investigations of princi-
pals of the applicant and formed conclusions
concerning management of the applicant and
Independence Bank. The Reserve Bank ceased
having any direct supervisory or regulatory role
with Independence Bank following the return of
the application.

SUMMARY AND CONCLUSION

In summary, our efforts to determine the owner-
ship of Independence Bank were limited, as we
had no direct supervisory or regulatory role with
the bank other than its application to form a bank
holding company. The application never reached
the stage at which the Federal Reserve System
would have investigated and formed conclusions
about the management and ownership structure
of Independence Bank.

The Federal Reserve Bank of San Francisco’s
supervision and regulation of BCCI was concen-
trated on our on-site examination program
adopted in cooperation with the California State
Banking Department, our role in the drafting of
enforcement actions issued against BCCI, our
intensified oversight efforts in light of money
laundering allegations in 1988, and our continu-
ous on-site presence at the Los Angeles agency
since February 1991. O
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Statement by John P. LaWare, Member, Board
of Governors of the Federal Reserve System,
before the Committee on Banking, Finance and
Urban Affairs, U.S. House of Representatives,
September 24, 1991

I am pleased to appear before this committee on
behalf of the Federal Reserve Board to discuss
issues related to mergers among U.S. banking
organizations. The last ten years have seen con-
siderable consolidation of our banking system, a
process that probably will continue for some
time. And while banking consolidation is in many
ways a natural response to the evolution of the
overall banking environment, the significant
changes that we have observed do raise a number
of public policy questions and concerns. In the
Board’s view, the primary objectives of public
policy in this area should be to help manage the
evolution of the banking industry in ways that
preserve the benefits of competition for the con-
sumers of banking services and to ensure a safe,
sound, and profitable banking system. My state-
ment today will focus on how, within the context
of existing law, the Federal Reserve is pursuing
these goals and will review the potential eco-
nomic effects of bank mergers.

MERGER TRENDS IN THE 1990S

It is useful to begin a discussion of the public
policy and other implications of bank mergers
with a brief description of recent bank consoli-
dation trends. The statistical tables in appendix
A of my statement provide some detail that may
be of interest to the committee. !

From a variety of perspectives the pace of
bank mergers has accelerated over the last dec-
ade. For example, excluding acquisitions of
failed or failing banks by healthy banks, in 1980
there were 188 bank mergers involving about
$9 billion in acquired assets; by 1987 the annual
number and the dollar value of mergers peaked
for the decade at 710 mergers and $131 billion of
acquired assets. In 1989, the number of mergers

1. The attachments to this statement are available upon
request from Publications Services, Board of Governors of
the Federal Reserve System, Washington, D.C. 20551.

dropped back to an estimated 550, involving an
estimated $60 billion of acquired bank assets.
The number of mergers involving large bank
holding companies also increased. In 1980, there
were no mergers or acquisitions of commercial
banking organizations in which both parties had
more than $1 billion in total deposits. The years
1985 through 1990 averaged 13 such transactions
per year.

Another perspective is provided by the fact
that the total number of U.S. banking organiza-
tions declined steadily throughout the 1980s. In
1980, there were 12,679 banking organizations
(including 14,737 banks); by 1985, 11,377; and in
1990, about 9,688 (including 12,526 banks), a 24
percent decline in organizations and a 15 percent
decline in numbers of banks from 1980. These
trends have been accompanied by an increase in
the share of total banking assets controlied by the
largest banking organizations. For example, the
proportion of domestic banking assets accounted
for by the 100 largest banking organizations went
from 48 percent in 1980, to 55 percent in 1985, to
62 percent at year-end 1990,

The trends that I have just described must be
placed in proper perspective because, taken by
themselves, they hide some of the key dynam-
ics of the banking industry. For example, al-
though a major reason for the decline in the
number of banking organizations over the 1980s
was the fact that almost 1,100 banks failed, the
decline in the total number of banks was offset
considerably by the fact that over that decade
about 2,700 new banks were formed. Similarly,
while more than 6,600 bank branches were
closed during the 1980s, the same period saw
the opening of well over 16,000 new branches.
Perhaps even more significant, the total number
of banking offices increased sharply, from about
48,500 in 1980 to almost 60,000 in 1990, a 23
percent rise.

Data on the nationwide concentration of U.S.
banking assets must also be viewed in perspec-
tive. None of the increase in such concentration
among the 100 largest banking organizations has
occurred among the very largest—the 10 larg-
est—banks. Rather, the large regional banks
have accounted for all of the increase in the
concentration ratio. Of course, if the recently
announced mergers of some of our largest banks
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are implemented, concentration among the top
10 will increase.

Given the Board’s statutory responsibility to
ensure competitive banking markets, it is critical
to understand that these nationwide concentra-
tion statistics are not the important concept for
assessing competitive effects. Virtually all ob-
servers agree that the relevant issue is competi-
tion in local banking markets. And the facts are
that, over the last decade, the average proportion
of bank deposits accounted for by the three
largest firms in urban markets has increased only
1 percentage point and has remained virtually
unchanged in rural markets. These ratios have
actually declined in both types of markets since
the mid-1970s. The apparent contradiction be-
tween increased concentration ratios nationally
and virtually unchanged ratios locally can be
explained by several factors. As my statement
will describe in more detail, key considerations
include, first, the fact that most mergers are
between noncompeting banks and, second, the
fact that those mergers between entities in the
same market have faced new entrants and anti-
trust constraints and have found that smaller
bank competitors effectively limit their ability to
increase market share.

Overall, then, the picture that emerges is that
of a dynamic U.S. banking structure, with the
number of banking offices increasing sharply and
with their location extremely sensitive to the
demands of consumers. In such an environment,
it is potentially very misleading to make broad
generalizations without looking more deeply into
what lies below the surface. In part, for the same
reasons that make generalizations difficult, the
Federal Reserve devotes considerable care and
substantial resources to analyzing individual
merger applications.

FEDERAL RESERVE METHODOLOGY FOR
ANALYZING PROPOSED BANK MERGERS

The Federal Reserve Board is required by the
Bank Holding Company Act (1956) and the Bank
Merger Act (1960) to assess the effects when
(1) a holding company acquires a bank or merges
with another holding company or (2) the bank
resulting from a merger is a state-chartered mem-

ber bank. The Board must evaluate the likely
effects of such mergers on competition, the finan-
cial and managerial resources and future pros-
pects of the firms involved, the convenience and
needs of the communities to be served, and
Community Reinvestment Act requirements.

This section of my statement briefly discusses
the methodology that the Board uses in assessing
a proposed merger. In light of the committee’s
specific questions, emphasis is placed on com-
petitive factors. In addition, more detailed dis-
cussion of the legal and economic bases for the
Board’s assessment of competition is found in
appendix B.

Competitive Criteria

In considering the competitive effects of a pro-
posed bank acquisition, the Board is required to
apply the same competitive standards as those
contained in the Sherman and Clayton Antitrust
acts. The Bank Holding Company (BHC) Act
and the Bank Merger Act do contain a special
provision, applicable primarily in troubled bank
cases, that permits the Board to balance public
benefits from proposed mergers against potential
adverse competitive effects.

The Board’s analysis of competition begins
with defining the geographic areas that are
likely to be affected by a merger. Under proce-
dures established by the Board, these areas are
defined by staff members at the local Reserve
Bank in whose District the merger would occur,
with oversight by staff members at the Board.
To ensure that market definition criteria remain
current, and in an effort to better understand
the dynamics of the banking industry, the
Board has recently sponsored several surveys,
including the 1988 National Survey of Small
Business Finances, the national Survey of Con-
sumer Finances, and telephone surveys in spe-
cific merger cases, to assist it in defining geo-
graphic markets in banking. These surveys and
other evidence continue to suggest that small
businesses and consumers tend to obtain their
financial services in their local area. This local
geographic market definition would, of course,
be less important for the financial services
obtained by large businesses.
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With this basic local market orientation of
consumers and small businesses in mind, the
staff constructs a local market Herfindahl-
Hirschman index (HHI), which is widely ac-
cepted as a sensitive measure of market concen-
tration to conduct a preliminary screen of a
proposed merger. The merger would not be re-
garded as anticompetitive if the HHI and the
change in that index do not exceed the criteria in
the Justice Department’s merger guidelines for
banking. However, although the HHI is an im-
portant indicator of competition, it is not a com-
prehensive one. Besides statistics on bank con-
centration, economic theory and evidence
suggest that other factors, such as local market
services available from nonbank providers of
financial services and potential competition, may
have important influences on bank behavior.
These other factors have become increasingly
important as a result of many recent procompet-
itive changes in the financial sector. Thus, if the
level and change in the HHI are within the
Justice Department’s guidelines, there is a pre-
sumption that the merger is acceptable, but if
they are not, a more thorough economic analysis
is required.

Because the importance of the other factors
that may influence competition often varies from
case to case and market to market, an in-depth
economic analysis of competition is required in
each of those merger proposals in which the
Justice Department HHI guidelines are ex-
ceeded. To conduct such an analysis of compe-
tition, the Board uses information from its own
major national surveys noted above; from tele-
phone surveys of consumers and small busi-
nesses in the market being studied; from on-site
investigations by staff; and from various standard
databases with data on market income, popula-
tion, deposits, and other variables. These data,
along with results of general empirical research
by Federal Reserve System staff members, aca-
demics, and others, are used to assess the impor-
tance of various factors that may affect competi-
tion. To provide the committee with an
indication of the range of ‘‘mitigating” factors
that the Board may consider in evaluating com-
petition in local markets, I shall briefly outline
these considerations.

Potential competition, or the possibility that

other firms may enter the market as a result of
the merger, may be regarded as a significant
procompetitive factor. It is most relevant in
markets that are attractive for entry and in which
barriers to entry, legal or otherwise, are low.
Thus, for example, potential competition is of
relatively little importance in markets in which
entry via intra- or interstate branching is severely
restricted, or in markets in which branching is
restricted and it may be difficult for investors to
raise the minimum capital needed to start a bank.
For potential competition to apply, it will gener-
ally be necessary for there to be potential acqui-
sition targets as well as meaningful potential
entrants. This factor is most likely to be relevant
in urban markets.

Deposits at thrift institutions are now typically
accorded 50 percent weight in calculating statis-
tical measures of the impact of a merger on
market structure for the Board’s analysis of
competition. In some instances, however, a
higher percentage may be included if thrift insti-
tutions in the relevant market look very much
like banks, as indicated by the substantial exer-
cise of their transactions account, commercial
lending, and consumer lending powers.

Competition from other depository and non-
bank financial institutions may also be given
weight if such entities clearly provide substitutes
for the basic banking services used by most
consumers and small businesses. In this context,
credit unions and finance companies may be
particularly important,

The competitive significance of the target firm
can be a factor in some cases. For example, if the
bank being acquired is not a reasonably active
competitor in a market, its market share might be
given a smaller weight in the analysis of compe-
tition than otherwise.

Adverse structural effects may be offset some-
what if the firm to be acquired is located in a
declining market. This factor would apply when a
weak or declining market is clearly a fundamen-
tal and long-term trend, and there are indications
that exit by merger would be appropriate because
exit by closing offices is not desirable and shrink-
age would lead to diseconomies of scale. This
factor is most likely to be relevant in rural
markets.

Competitive issues may be reduced in impor-
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tance if the bank to be acquired has failed or is
about to fail. In such a case, it may be desirable
to allow some adverse competitive effects if this
means that banking services will continue to be
made available to local customers rather than
be severely restricted or perhaps eliminated.

A very high level of the HHI could raise
questions about the competitive effects of a
merger even if the change in the HHI is permis-
sible within the Justice Department criteria. This
factor would be given additional weight if there
has been a clear trend toward increasing concen-
tration in the market.

Finally, factors unique to a market or firm
would be considered if they are relevant to the
analysis of competition. These factors might in-
clude evidence on the nature and degree of
competition in a market, information on pricing
behavior, and the quality of services provided.

Some merger applications are approved only
after the applicant proposes, or agrees to, the
divestiture of offices in local markets when the
merger would otherwise violate Justice Depart-
ment guidelines and cannot be justified using any
of the criteria that I have just discussed. We
believe that these divestiture actions have de-
terred many banking organizations from applying
for mergers that would be acceptable to the
Board only with divestitures that the applicant is
not willing to make.

Safety and Soundness Criteria

In acting upon merger applications, the Board is
required to consider financial and managerial
considerations. In doing so, the Board’s goal is to
promote and protect the safety and soundness of
the banking system and to encourage prudent
acquisition behavior by applicant banking orga-
nizations.

The Board expects that holding company par-
ents will be a source of strength to their bank
subsidiaries. In doing so, the Board generaily
requires that the holding company applicant and
its subsidiaries be in at least overall satisfactory
condition and that any weaknesses be addressed
before Board action on a proposal. The holding
company applicant must be able to demonstrate
the ability to make the proposed acquisition
without unduly diverting financial and manage-

rial resources from the needs of its existing
subsidiary banks.

The Board has long stressed the importance of
capital in reviewing applications to expand. It is
the Board’s policy that acquisitions or mergers
should not result in a diminution of the overall
capital strength of the combined organizations.
For this reason, the Board has generally ex-
pected that significant acquisitions or mergers be
funded in whole or in part by the issuance of
additional capital.

In this connection, the Board has held that
banking organizations undertaking significant
growth, either internally or through acquisitions
or mergers, should operate with capital ratios
well in excess of the supervisory minimums,
without significant reliance on intangible assets.
The Board has indicated that this cushion should
be at least 100 to 200 basis points above the
minimum ratios; still larger margins could be
called for, depending on the actual financial
condition of the organization and the risks being
undertaken. This emphasis on capital underlies
the Board’s strong preference that expansionary
applications be substantially financed from the
proceeds of equity.

Applications from organizations that do not
meet these capital standards would not be ap-
proved unless the organization has under way
a capital augmentation program and can dem-
onstrate the ability to raise additional tier 1
(essentially equity) capital contemporaneously
with the acquisition. As noted, additional
capital may also be required to correct any
weaknesses in the bank or company to be
acquired. This public policy serves to protect
the existing satisfactory financial strength of the
organization and to prevent an undesirable de-
cline in capital adequacy caused by the acqui-
sition of significant additional assets. It also can
serve to moderate the rate of expansion and
enable the organization to absorb the additional
risks.

These general principles apply regardless of
the type of acquisition—banking or nonbanking.
The financial and managerial analysis of the
applicant includes an evaluation of the existing
bank, nonbank subsidiaries, the parent company,
the consolidated organization, and the entity to
be acquired.
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Community Reinvestment Act Criteria

The Community Reinvestment Act (CRA) per-
formance of banking organizations that seek the
Board’s approval to acquire a bank or a thrift
institution is a major component of the ‘‘conve-
nience and needs’’ criteria that must be consid-
ered by the Board. In making its judgments, the
Board pays particular attention to CRA exami-
nation findings. In addition, any comments re-
ceived from the public regarding an applicant’s
CRA performance become part of the official
record, and such comments are reviewed care-
fully. Indeed, the Board has just announced its
intention to hold public meetings in various loca-
tions on the CRA record of the banks involved in
a major merger application.

Banks supervised by the Federal Reserve Sys-
tem—regardless of the size or the geographic
scope of a bank’s operations—are examined for
CRA purposes at least every eighteen to twenty-
four months. Banking organizations with identi-
fied weaknesses in their consumer compliance
are examined even more frequently. Our practice
is to review the performance of banks with large
intrastate branching systems by examining a
sample of branches, which consists of all major
branches plus one-tenth of all small branches
selected on a rotating basis. This type of system
probably could be used for large, interstate
branch systems as well if the Congress agrees to
permit interstate branching. Some adjustments
may be necessary, however, to ensure that the
CRA examination process continues to work
well for banking organizations that span several
states.

The Board expects that banking organizations
will have policies and procedures in place and
working well to address and implement their
CRA responsibilities before Board consideration
of bank expansion proposals. These efforts must
include methods for ascertaining the credit needs
of the entire service area, including low- and
moderate-income neighborhoods; credit prod-
ucts designed to meet those identified needs;
outreach and marketing efforts throughout this
service area; involvement by senior management
and the institution’s board of directors in estab-
lishing and supervising the implementation of
those efforts; and a record of performance in

helping to meet the community’s credit needs
through products that are consistent with the
institution’s overall business orientation.

The Board generally does not accept promises
for future action in this arca as a substitute for a
demonstrated record of performance. Instead,
the Board has accepted commitments for future
action as a means of addressing areas of weak-
ness in an otherwise satisfactory record. When
commitments have been accepted, the Board
monitors progress in implementing the proposed
actions, both through reports and through the
application process.

Protection of the Deposit Insurance Fund

In recent years, many bank merger and acquisi-
tion cases have involved failed or failing banks.
By far the most common resolution method used
by the FDIC has been the so-called purchase and
assumption procedure. Under this procedure, a
healthy banking organization assumes all or a
part of the assets and liabilities of a failed or
failing bank. The Federal Reserve favors con-
tinuing to give the FDIC some flexibility in how
it resolves such banks.

The need for flexibility derives from our con-
cern about the possibility of systemic risk asso-
ciated with a failing bank. Systemic risk refers to
the chance that financial difficulties at one bank,
or possibly a small number of banks, may spill
over to many more banks and perhaps to the
entire financial system. In principle, systemic
risk could develop if several smaller or regional
banks were to fail. However, in practice sys-
temic risk is more likely to be associated with
failures of large institutions. In any event, in
some individual cases the prevention of systemic
risk can be an important factor in assessing a
proposed merger or acquisition.

That systemic risk is most likely in cases of
financial distress at large institutions raises a
public policy concern with mergers that create
large banking organizations. Clearly, it would be
unwise to approve mergers that significantly in-
crease systemic risk. For this reason, in any
merger application that comes before it, the
Board places great weight on the capital ratio and
on other indicators of its financial strength that I
have already discussed.
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However, there is an additional point that
should be stressed. The logical connection be-
tween bank merger policy and the potential for
systemic risk emphasizes the interdependence
between our discussion today and the need for
comprehensive reform of our system of banking
and financial regulation. If the United States is
to have a safe, sound, competitive, and profit-
able banking system, then the Board strongly
urges that the Congress pass a broad reform
package along the lines of that proposed by the
Treasury and supported by the Board. Such
legislation would call for strong capital, prompt
corrective action policies to deal with finan-
cially distressed depositories, frequent on-site
examinations, increased opportunities for geo-
graphic diversification of risk and reduced costs
through full interstate branching, and a broader
range of permissible activities for financial ser-
vices holding companies with well-capitalized
bank subsidiaries. By increasing the safety and
soundness of our banking system, these reforms
would lessen the likelihood of & major systemic
threat and would allow our banking system to
adjust to evolving market and technological
realities. But even with these reforms, the
Board believes that it would be a mistake to
eliminate entirely the ability of the authorities
to act to protect the economy by assisting in the
acquisition of a large failing bank in such a way
as to protect all depositors. We agree that this
approach has been overused in the past and
requires some constraints. We urge, however,
that the authorities’ hands not be tied as they
would be under H.R.6.

POTENTIAL IMPLICATIONS OF BANK
MERGERS

The increased rate of bank mergers has raised
several concerns regarding the potential effects
of banking consolidation on consumers whose
demands for banking services are primarily
local in nature, on the performance of the
merged banks (including prices paid by consum-
ers at those banks), and on the overall structure
of the U.S. banking industry.

Effects of Mergers on Locally Limited
Customers

The current merger wave in the banking industry
is likely to have only modest effects on the
availability of services to consumers and small
businesses that rely primarily on local providers
for their financial services. There are two reasons
for this: (1) to date, most mergers have not been
between banks operating in the same local bank-
ing markets and (2) the effects of intramarket
mergers can be, and thus far have been, limited
by antitrust constraints on such mergers.

Even in those places in which in-market merg-
ers have occurred, the effect on competition has,
on average, not been substantial. This situation,
of course, does not mean that no consumers have
ever been harmed by mergers. No policy can
guarantee that result. But it does suggest that
increases in local market concentration have
been limited by the Board’s application of anti-
trust standards to within-market merger applica-
tions. In addition, the Board’s policies have
almost certainly discouraged some potential
bank mergers before an application was ever
filed. Morecover, considerable intramarket con-
solidation could occur without significant anti-
competitive effects. Many urban markets could
see a relatively large number of in-market merg-
ers before antitrust guidelines would be violated.
Recent legislative changes have made thrift insti-
tutions more important competitors for banking
services, and this competition has helped to
reduce concerns about anticompetitive effects
from intramarket bank mergers.

Although, as I shall be discussing shortly,
small banks remain viable competitors in mar-
kets after larger bank mergers, some research
suggests that large banks may adopt new banking
technologies—such as automated teller machines
and bank credit cards—more rapidly than small
banks. Thus, bank mergers may enhance con-
sumer convenience. On the other hand, in-mar-
ket bank mergers often lead to some branch
closings, raising concerns that consumer conve-
nience may be harmed. Indeed, one of the factors
reviewed in a CRA examination is the bank’s
record of opening and closing offices. However,
as I pointed out earlier, there has been a substan-
tial increase in the number of bank offices in the



938 Federal Reserve Bulletin T} November 1991

United States in recent years. More important,
there is no reason to suspect that the market
factors that have led to this increase in the
number of offices have changed. Indeed, the
abolition of constraints on interstate branches
would greatly facilitate this process. That is, if
merging banks should close branches, the open-
ing of branches by existing competitors or by
new entrants to the market is, based on past
experience, likely to occur, and would become
even more so with full interstate branching. If
consumers demand locational convenience,
banks of all sizes will need to be responsive if
they expect to remain viable.

Effects of Mergers on Bank Performance

Federal Reserve System staff members have
conducted several studies over many years on
the effects of bank mergers and acquisitions.
Some of these studies have focused on the effect
of mergers on bank profits and prices, while
others have looked at the potential for cost
savings and efficiencies derived from mergers. At
the committee’s request, a detailed review of the
studies appears in appendix C.

Of those studies concerned with profits and
prices, some have looked at the effects of specific
mergers, but a majority have approached this
issue more indirectly by examining how bank
profits and prices differ across banking markets.
Each type of study is relevant to an assessment
of the impact of bank mergers on performance.

Studies of differences in bank profitability
across markets with varying degrees of concen-
tration represent the oldest type of study relevant
to the issue. Typically, such studies have found
that banks operating in more concentrated mar-
kets exhibit somewhat higher profits than do
banks in less concentrated markets. These higher
profits may reflect the lesser degree of competi-
tion in more concentrated markets. Many people
have argued, however, that these profits are
simply an indication of the greater efficiency and
lower costs of the largest firms in such markets.
Because of this fundamental disagreement, there
is no consensus concerning the meaning of this
type of study for merger policy.

Other studies have looked across banking mar-
kets for differences in the prices that banks

charge their loan and deposit customers. For the
most part, such studies have found that banks
located in relatively concentrated markets tend
to charge higher rates for certain types of loans,
particularly small business loans, and tend to
offer lower interest rates on certain types of
deposits, particularly transactions accounts, than
do banks in less concentrated markets. These
studies tend to be clearer in terms of their
implications for merger policy because they sug-
gest that mergers resulting in relatively high
levels of local banking market concentration can
adversely affect local bank customers. That is,
these studies support the need to maintain anti-
trust constraints if locally limited bank customers
are to continue to receive competitively priced
banking services.

Whether or not specific past mergers have
resulted in higher loan rates, lower deposit rates,
or in other ways disadvantaged banking custom-
ers is very much a different question. Studies of
the competitive impact of individual bank merg-
ers, in essence, focus on the issue of whether
regulatory authorities have been successful in
applying antitrust constraints.

In general, such studies have been rare, mak-
ing generalizations hazardous. Of those studies
that have been conducted, however, no evidence
of significant anticompetitive effects attributable
to past mergers has been found. One such effort
examined the impact of the merger of two large
in-state banks on two types of deposit rates and
found no adverse effects on bank customers.
Other studies using different approaches have
also failed to find anticompetitive effects. Thus, it
appears that while significant mergers, particu-
larly intramarket mergers that directly affect
market concentration, can in principle adversely
affect banking customers, there is no direct evi-
dence to date that those mergers passing regula-
tory scrutiny have, in fact, done so.

A related issue relevant to the effect of mergers
is the prospect that, through merger, greater
bank efficiency can be achieved, thus yielding a
healthier, more competitive banking firm. As in
the case of the bank pricing studies, studies of
the effect of mergers on bank efficiency may be
divided into those that do and those that do not
look at the effects of specific mergers.

A large number of studies have sought to



Statements to the Congress 939

determine whether larger banking organizations
exhibit lower average costs than do smaller or-
ganizations. In general, these studies of ‘‘scale
economies’’ find that cost advantages of large
firms either do not exist or are quite small, and
most do not find scale economies to exist beyond
the range of a small- to medium-sized bank.

Another strand of research has attempted to
discover whether there are important differences
in the efficiency with which banks use inputs to
produce a given level of services, These studies,
which essentially focus on management skills,
suggest that some banks, both large and small,
are just a lot better than others at using their
inputs, such as labor and capital, in a productive
way. Indeed, estimates of these so-called cost
inefficiencies suggest that management skills
dominate any benefits from economies of scale.
In addition, there is some evidence that these
differences in management efficiencies play arole
in the incidence of bank failure. More than 50
percent of the bank failures in the 1980s are
estimated to have come from the highest (nonin-
terest) cost quartile of banks, while less than 10
percent are estimated to have occurred in the
lowest cost quartile.

In the past couple of years, several researchers
have sought to determine whether individual past
mergers have resulted in cost savings. Typically,
such studies examine the changes in noninterest
expenses observed before and after the merger
and, in some cases, compare them to the same
changes observed concurrently in banks that did
not participate in mergers. With one or two
exceptions, these studies generally have not
found evidence of substantial cost savings be-
yond those associated with shrinkage of the firms
in question after merger.

However, the previously noted evidence indi-
cating substantial differences in the relative effi-
ciency of banks suggests that substantial cost
savings are theoretically possible for many
banks. For example, a study recently completed
at the Board has estimated that annual cost
savings of about $17 billion would result if the
lowest-cost banks in the country were to acquire
the highest-cost banks and if the costs of the
acquired banking organizations were subse-
quently reduced to the level of the acquiring
banks. Although some of these cost differences

may simply reflect differences in the level of
services offered to the public, such results nev-
ertheless suggest potential gains from acquisi-
tions of inefficient firms by efficient ones. Indeed,
as banking becomes even more competitive,
such results indicate that it may become increas-
ingly common for relatively efficient banks to
take over relatively inefficient ones and convert
them into viable, low-cost competitors. Surely
consumers of financial services could only be
better off if such a future were to be realized and
competitive markets were to be maintained.

Once again, however, I would point out and
emphasize the connections between our discus-
sion here today and the need for fundamental
reform of our banking and financial regulatory
system. Achievement of the scenario that I have
just described depends heavily upon creating an
environment not only in which banks can com-
pete more effectively but also in which the like-
lihood that the deposit insurance funds will suffer
losses is greatly reduced, such as would occur
with higher capital, more frequent examinations,
and prompt corrective action. Such reforms
would put even more pressure on inefficient
banks to achieve cost economies. In this regard,
I would emphasize one more key point. Care
should be taken to ensure that the bank reform
package does not impose costly new regulations
on banks that would substantially offset the cost
savings that result from other reform actions. A
competitive, safe, and sound banking system
must also be one in which banks can make a
profit.

Effects of Mergers on Banking Structure

Ultimately, the effects of bank mergers on con-
sumer welfare depend to a substantial extent on
the resulting degree of concentration in local
banking markets. As I have already indicated,
one of the tasks of public policy is to apply the
antitrust standards in such a way as to maintain
competitive banking markets. Because it appears
that anticompetitive concerns are normally most
serious in local banking markets, this section
provides somewhat more detail on the implica-
tions of bank mergers for local market concen-
tration. In addition, because the committee’s
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letter of invitation asked for some ideas on what
the U.S. banking industry might look like in the
twenty-first century, I shall briefly address this
inherently highly speculative issue.

Metropolitan statistical areas (MSAs) and non-
MSA counties are often used as proxies for urban
and rural banking markets. The average three-
firm concentration ratio for urban markets so
measured increased only 1 percentage point be-
tween 1980 and 1990. Average concentration in
rural counties was virtually unchanged. Thus,
despite the fact that there were more than 5,000
bank mergers during the 1980s, concentration in
local banking markets has remained about the
same.

Why haven’t all of these mergers increased
concentration by a greater amount? There are
several reasons. First, as I have already indi-
cated, many mergers are between firms operating
in different local banking markets. Although
these mergers may increase national or state
concentration, they do not increase concentra-
tion in any local banking market.

Second, as I have also already pointed out,
there is new entry into banking markets. In most
markets new banks can be formed fairly easily,
and some key regulatory barriers, such as restric-
tions on interstate banking, are much lower than
they used to be. Anecdotal evidence suggests
that new independent local banks have been
formed in many of the banking markets that are
dominated by the large multistate banks.

Third, the committee may be surprised to
discover that the evidence overwhelmingly indi-
cates that banks from outside a market usually
cannot increase their market share after entering
a new market by acquisition. An oft-mentioned
example here is the inability of the New York
City banks to gain significant market share in
upstate New York. More general studies indicate
that when a local bank is acquired by a large
out-of-market bank, there is normally some loss
of market share. The new owners are not able to
retain all of the customers of the acquired bank.

Fourth, it is important to emphasize that small
banks have been, and continue to be, able to
retain their market share and profitability in
competition with larger banks. Our staff has done
repeated studies of small banks; all these studies
indicate that small banks continue to perform as

well as, or better than, their large counterparts,
even in the banking markets dominated by the
major banks.

Finally, administration of the antitrust laws
has almost surely played a role. At a minimum,
banking organizations have been deterred from
proposing seriously anticompetitive mergers.
And in some cases, to obtain merger approval,
banks have agreed to divest banking assets and
deposits in certain local markets when the
merger otherwise would have resulted in sub-
stantially adverse effects.

Future Banking Structure

Where will all of these mergers and changes in
banking lead us? What will the future structure of
the banking industry look like? To the extent that
such forecasts can reasonably be made, it scems
quite likely that the future will contain thousands
of small banks, some regionals, some superre-
gionals, and a small number of large nationwide
banks. There is no reason to believe that small
banks will not continue to remain viable head-to-
head competitors in local markets with their
larger rivals. These rivals will be both regional
banks and a few nationwide banks with offices in
hundreds of local markets coast to coast. Some
of today’s large bank mergers are probably the
early stage of the formation of nationwide banks.

I hesitate to make a prediction about the
number of banking organizations in the future.
There is simply no way to know or forecast that
number with any high degree of certainty. How-
ever, a recent study by Board staff members
attempted to make some ball-park projections in
this matter. Relying primarily on trends observed
in the 1970s and 1980s and on the assumption that
interstate banking would be allowed through
holding companies rather than through branches,
this study projected that the total number of U.S.
banking organizations could be about 5,500 by
the year 2010. This number of holding companies
probably implies the existence of 6,000 to 7,000
banks. These 5,500 banking organizations in-
clude a large number of local community banks
as well as regional banks and large, nationally
active banking organizations. I would guess that
full interstate banking via branching would re-
duce the number of banking organizations only
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somewhat further because the staff study had
already assumed interstate operations through
the more expensive option of using multibank
holding companies.

CONCLUSION

The increased pace of bank mergers since the
early 1980s has greatly reduced the number of
U.S. banking organizations and resulted in a sub-
stantially higher nationwide concentration of
banking assets in the 100 largest banks. However,
concentration in local banking markets, which is
normally considered most important for the anal-
ysis of potential competitive effects, has remained
virtually unchanged. In addition, there have been
a large number of new bank entrants and a sharp
increase in the number of banking offices. This
development illustrates that the U.S. banking
structure is highly dynamic and that sweeping
generalizations are extremely difficult to make.
The dynamic nature of U.S. banking means that
analysis of the potential competitive and other
effects of individual bank mergers must be done
case by case, market by market. The Federal
Reserve devotes considerable resources to this
end. All key factors are considered, including
actual competition from bank and nonbank
sources, potential competition, the general eco-
nomic health of the market, a variety of factors
unique to a given market, and in the case of
mergers involving failed or failing firms, systemic
risk. In addition, safety and soundness and CRA
concerns are highly relevant. In the end, complex
judgments are required to ensure the appropriate
balance of benefits and costs in the public interest.
To date, the available evidence suggests that
recent mergers have not resulted in adverse
effects on the vast majority of consumers of
banking services. It is certainly possible that
some customers have been disadvantaged by

some mergers. And, mergers can no doubt be
very disruptive to bank employees as functions
are consolidated and reorganized. But these dis-
ruptions do not appear to differ substantively
from similar disruptions in other industries un-
dergoing fundamental change.

It is also clear that substantial harm to consum-
ers would occur if mergers were allowed to de-
crease competitive pressures significantly. Thus,
it is crucial that antitrust standards be enforced by
the bank regulatory agencies and the Department
of Justice. Given the record of success to date, the
Board believes that our current statutory author-
ity in this area is sufficient to meet existing and
foreseeable concerns. However, if future devel-
opments warrant, the Board would not be reluc-
tant to seek additional authority in this area.

The evidence to date does not indicate that
substantial cost savings have resulted from bank
mergers. However, our staff work does suggest
the potential for such savings if well-managed
entities acquire and modify the operations of
high-cost organizations. Given the continuing
pressures for cost minimization in banking, it
certainly seems possible that some of the poten-
tial will be realized in the future.

Last, I would emphasize once again the close
link between our discussion here and the need for
comprehensive reform of our system of banking
and financial regulation. All of us want consum-
ers of financial services to have available com-
petitively priced, high-quality banking services,
and we want to ensure that U.S. taxpayers are
not exposed to excessive risk of loss through the
deposit insurance fund. To achieve these objec-
tives, U.S. banks must have the ability to com-
pete effectively and profitably both at home and
abroad, and U.S. regulators must be able to act
in timely and effective ways. The Board there-
fore urges the Congress to pass the reform pro-
posals that have been advanced by the Treasury
and supported by the Board. O

Statement by David W. Mullins, Jr., Vice Chair-
man, Board of Governors of the Federal Reserve
System, before the Subcommittee on Oversight
of the Committee on Ways and Means, U.S.
House of Representatives, September 26, 1991

I am pleased to be here today to testify in
connection with the regulation of the government
securities market. Mr. Sternlight’s statement has
detailed both the role of the Federal Reserve
Bank of New York in this market, including its
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relationship with the primary dealers, and the
circumstances surrounding the disclosures by
Salomon Brothers.! The Board of Governors of
the Federal Reserve System was actively in-
volved in the consultations among regulators
during this episode. In my prepared remarks, I
shall first delineate the role of the Board of
Governors in this market and then turn to the
potential implications of this episode for regula-
tory and legislative initiatives.

The Board of Governors considers the U.S.
government securities market to be the most
important securities market in the world. It is
important for at least three reasons. First, market
conditions there determine the cost to the tax-
payer of financing U.S. government operations.
Second, this market serves as the foundation for
other money and capital markets here and abroad
and as a prime source of liquidity for financial
institutions. Finally, and for us perhaps most
important, the U.S. government securities mar-
ket is the market through which the Federal
Reserve implements monetary policy, and thus
this market must be an efficient and reliable
transmitter of our monetary policy actions.

Nonetheless, the Board of Governors has little
direct regulatory authority over the U.S. govern-
ment securities market. In this market, the Re-
serve Banks operate as fiscal agents of the U.S.
Treasury, and the Federal Reserve Bank of New
York also serves as the operating arm of the
Federal Open Market Committee (FOMC). The
Board, however, retains general oversight re-
sponsibility for all Federal Reserve Bank activi-
ties. Moreover, the Board of Governors bears
the responsibility for determining overall policy
for the Federal Reserve System with respect to
this market and other matters. For example, by
statute the Board consults with the Treasury and
the Securities and Exchange Commission (SEC)
on issues related to administration of the Gov-
ernment Securities Act. Because of these respon-
sibilities and the importance of this market, the
Board is committed to participating actively in
the process of ensuring and enhancing the effi-
ciency and integrity of this market.

1. Mr. Sternlight’s statement follows this one.

The market under consideration here is at the
center of the nation’s financial system. Its depth
and breadth are unparalleled. And it is because of
the importance of the market for U.S. govern-
ment securities that the events of recent months
are of such concern. The price distortions in
certain securities, the admissions of wrongdoing
by Salomon Brothers, and the allegations of
further misconduct have raised troubling ques-
tions about the government securities market.
Although the government securities market has
been extraordinarily resilient and has continued
to function well over this period, this episode
underscores the importance of ensuring the in-
tegrity of this market.

Of course, we must not overlook the fact that
existing enforcement mechanisms appear to have
been instrumental in this unfolding episode.
These mechanisms included surveillance activi-
ties, inquiries, and other enforcement activities
by the Federal Reserve Bank of New York, the
Treasury, the SEC, and the Justice Department.
Although senior officials of Salomon Brothers
were aware of rule violations months before, the
firm finally admitted wrongdoing only under the
pressure of these advancing enforcement pro-
cesses. And of course, these enforcement pro-
cesses continue to move forward as we meet here
today. It is already apparent to all observers that
the consequences of willful violations in this area
are quite severe indeed.

Although this episode has been a troubling
one, it is not apparent that sweeping changes in
regulation are warranted. It is clear that tighten-
ing up on enforcement would be efficacious in
detecting and deterring future offenses. For ex-
ample, the Federal Reserve has begun contacting
customers bidding through dealers to confirm the
accuracy of those bids. In addition, the Federal
Reserve regularly receives information on dealer
positions in when-issued securities. These re-
ports were not actively monitored from an en-
forcement perspective because they were not
designed for that purpose. Nonetheless, closer
attention to them may be helpful in raising ques-
tions about situations with possible enforcement
implications, and we will explore the redesign of
this report to enhance its potential usefulness in
the enforcement process. The Federal Reserve is
committed to ensuring active monitoring of all
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incoming data and prompt referral of anomalous
findings to appropriate regulatory authorities.
We are working with other government agencies
to ensure that an effective system of surveillance
is in place.

And yet this episode has raised concerns that
go beyond the straightforward process of detect-
ing and punishing wrongdoing. With the revela-
tions by Salomon Brothers, the price distortions
in certain recent issues, and allegations of other
misconduct, some have felt that the fairness of
the market has been called into question. Others
have raised concerns about the efficiency of
market mechanisms and the efficacy of the cur-
rent regulatory structure. The continued smooth
functioning of this market demonstrates that
there appears to have been no economically
meaningful loss of confidence in this market as
yet. Nonetheless, these concerns need to be
addressed; reduced confidence in the fairness
and efficiency of the government securities mar-
ket could potentially impair liquidity and raise
the cost of Treasury financing. Of course, the
Treasury’s costs also will rise if regulators and
legislators overreact by instituting unnecessarily
burdensome and restrictive rules that discourage
bidding for Treasury securities. The integrity of
this marketplace must be ensured through means
that do not unduly restrict demand or impose
unreasonable costs on bidders.

In response to these concerns, a wide variety
of proposals have been advanced for changes in
regulation or market structure. I believe that this
broad-based reassessment is appropriate and
healthy. This episode has presented us with an
opportunity to undertake a thorough analysis of
the structure of this market and its regulations.

I also believe that the assessment of these
important issues should not be done in haste.
Nor should changes be considered in a piecemeal
manner. The issues are too complex and highly
interrelated, investigations are not yet com-
pleted, and the data needed to make informed
judgments are still being gathered. The conse-
quences of mistakes are too severe for us to rush
to judgment on fundamental issues of market
structure and regulation.

What is needed is a rigorous, comprehensive,
and coordinated review of the government secu-
rities market—its structure, practices, and regu-

lation. The objective should be to find ways to
ensure and enhance the efficiency and integrity of
this market. Accordingly, the Treasury, the Fed-
eral Reserve, and the SEC have agreed to under-
take an intensive study, culminating in recom-
mendations for any changes needed to ensure
and enhance the efficiency and integrity of this
market.

A key question to be addressed in the course of
such a review is whether current laws, regula-
tions, procedures, and enforcement mechanisms
foster the efficiency and liquidity of this market
as well as provide adequate protection against
the potential for manipulative practices. Before
us is a wide range of issues pertaining to both the
primary and secondary markets for Treasury
securities.

A promising approach is to explore ways to
make access to the primary market easier and
more efficient. Broader-based participation in
auctions should reduce the vulnerability to col-
lusion and result in a deeper, more efficient
market. For example, an electronic bidding pro-
cess in the primary market promises to provide
easier access, thereby broadening the market.
Moreover, a computerized auction process will
greatly enhance the efficiency of market surveil-
lance and monitoring and allow rapid and easy
detection of many potential abuses. Conse-
quently, the Federal Reserve and the Treasury
have accelerated their effort to automate major
aspects of the auction process. We also need to
analyze alternative auction techniques. Although
it is not clear at this stage that different ways of
conducting auctions would attract a sizable num-
ber of additional bidders and reduce the costs to
the Treasury, this area is a potentially fruitful one
for examination. Broader participation in auc-
tions and more efficient surveillance mechanisms
may render collusion impractical and obviate the
need for cumbersome, restrictive regulations that
risk raising the cost of Treasury financing.

In thinking about such issues, the Board begins
from the premise that it is absolutely essential
that the extraordinary liquidity and efficiency of
the government securities market not be im-
paired. This liquidity is important to the smooth
functioning of the financial system, it facilitates
the implementation of monetary policy through
open market operations, and it allows the Trea-
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sury to issue federal debt at the lowest possible
cost to the taxpayers.

With well over $2 trillion in Treasury debt held
by the public, the stakes are high and the conse-
quences of mistakes are severe. Should either
concerns about market integrity or inappropriate
regulation raise the interest rate on Treasury debt
even one one-hundredth of a percentage point,
this rise would aggregate into more than $200
million in increased interest cost that would have
to be borne by U.S. taxpayers every year, Time
is needed for a careful, analytical approach to the
issues of market structure and regulation.

In sum, recent events have raised troubling
questions about the U.S. government securities

market. These concerns must be addressed. A
thorough and thoughtful investigation is the first
step in this process. Ultimately, a careful and
wide-ranging examination of the government
securities market, with the goal of enhancing its
efficiency and its fairness, will be an important
input to our consideration of the appropriate
changes in this market. Although I am deeply
concerned about recent revelations and await
the results of ongoing investigations, I do not
believe that the government securities market
is broken in any fundamental sense. I do,
however, believe that it can be improved, and
the Board of Governors is committed to this
end. O

Statement by Peter D. Sternlight, Executive Vice
President, Federal Reserve Bank of New York,
before the Subcommittee on Oversight of the
Committee on Ways and Means, U.S. House of
Representatives, September 26, 1991

Thank you for the opportunity to be here this
morning to help shed light on the market for U.S.
government securities. Recent revelations of ir-
regularities have cast a shadow across this most
important financial market, and that shadow must
not be allowed to remain. Although I believe that
improvements in market practice and official
oversight are needed, I do not believe that this
market is fundamentally flawed. Particular care
should be taken not to rush into drastic changes
that could do more harm than good. My com-
ments are from the perspective of my position at
the Federal Reserve Bank of New York, where |
have responsibility for the day-to-day implemen-
tation of Federal Reserve monetary policy
through operations in the government securities
market. My department also receives and reviews
Treasury auction tenders on behalf of the Trea-
sury in the New York Reserve District.

ROLE OF PRIMARY DEALERS

A key component of the government securities
market is the group of so-called primary reporting
dealers. These dealers are the firms with which
the Federal Reserve’s trading desk conducts its

open market operations. They are major partici-
pants in the market, maintaining active markets to
customers across a broad spectrum of issues.
They are also active in the distribution of Trea-
sury debt, buying large portions of the Treasury
auctions and placing the securities with a wide
variety of investors here and abroad. At present
there are thirty-nine primary dealers, of which
about half are banks or the securities affiliates of
banks and half are diversified—or in a few cases
specialized—securities firms. Last year, the total
volume of activity conducted by the Federal Re-
serve with primary dealers to carry out open
market operations was about $460 billion. Our
trading desk also operates in this market to effect
investment orders for foreign central banks and
monetary authorities—another $65 billion of vol-
ume last year.

As a major market participant and public entity,
the Federal Reserve naturally has sought private-
sector counterparties that can meet the standards
for handling our large orders efficiently and safely
from the standpoint of credit, delivery, and settle-
ment risk. We have developed standards for se-
lecting those firms with which the Federal Re-
serve does business, described in an attachment
to this statement.! Central banks in several other
countries with well-developed financial markets
have developed broadly similar arrangements to

1. The attachments to this statement are available on
request from Publications Services, Board of Governors of
the Federal Reserve System, Washington, D.C. 20551.
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designate a group of firms with which to conduct
money market operations.

The number of primary dealers has grown in
the last few decades, although there has been
some shrinkage in the last couple of years. From
eighteen in the early 1960s, the number increased
to thirty-six in 1981 and to a peak of forty-six in
1988, growing as the market expanded, and—as
this committee well knows—the debt expanded.
Since late 1988, there has been a shrinkage in the
number of dealers, to thirty-nine today. The
decline largely reflects a reaction to the exuber-
ant increase in numbers of participants in the
1980s and some years of poor profitability in the
industry. In 1989, four firms withdrew while two
were added. In 1990 five firms withdrew while
two were added, and so far in 1991 another two
firms have withdrawn.

Besides having strong financial credentials, the
primary dealers are expected to facilitate the
Federal Reserve’s open market operations, to
make markets to a wide variety of customers in
the full range of government securities in good
times and bad, and to be consistent and mean-
ingful participants in the Treasury auctions for
new securities.

From time to time the Federal Reserve Bank of
New York has carefully considered possible
changes in its approach to the selection of firms
with which it will transact business. We feel
somewhat between a rock and a hard place on
this question. We need financially sound private-
sector counterparties, and the size and speed
requirements for our operations mean that the
number must be limited in some fashion. Thus,
our criteria result in some firms being chosen and
some not, and the Federal Reserve will have a
trading relationship with a selected group of firms
whether or not we call them primary dealers.
Inevitably, recent events bring this matter under
examination again, but whether another ap-
proach would better serve our business needs
and public policy needs remains a difficult ques-
tion.

It is worth noting that the business relationship
of the Federal Reserve Bank of New York with
the primary dealers exists in a framework in
which the Federal Reserve Board has only lim-
ited statutory authority to regulate or supervise
primary dealers or, for that matter, other partic-
ipants in the government securities market. In-

deed, the Government Securities Act of 1986
established a formal supervisory and regulatory
framework for the government securities market
for the first time, with the Treasury as rulemaker
and the Securities and Exchange Commission
and banking supervisors responsible for enforce-
ment.

Although our relationship with the primary
dealers is rooted in a ‘‘business counterparties’
connection, our interests in the health and well-
being of the market extend well beyond that
framework. The breadth, depth, and liquidity of
this market are essential characteristics that the
Federal Reserve relies on for the implementation
of monetary policy, the Treasury relies on for
financing the federal government, and investors
rely on in committing their funds. Thus, we
recognize fully that as the central bank and fiscal
agent for the Treasury, we have a natural interest
in the efficient working of the market and hence
in the integrity of the market and its major
participants. At the same time, we recognize that
the extent and nature of our own participation in
the market, for ourselves and for the Treasury,
make it difficult to ignore the reality that we are
regarded as one of its ‘‘regulators.”’

For example, the presence of our limited pro-
gram for the periodic monitoring of primary
dealers and the fact that we regularly collect
certain statistical information from the dealers
help create that impression. In reality, the pri-
mary dealer monitoring program is relatively
narrow in its purpose and scope and is not
comparable, say, to the bank examination pro-
gram. One basic aim of the monitoring program is
to satisfy ourselves that the Federal Reserve, in
its transactions with dealers, is not incurring
substantial operational risk or unacceptable risk
of financial loss—in a context in which the nature
of our transactions with dealers is relatively low
in risk to begin with.

The data and information that we collect from
primary dealers are aimed at providing broad
insights into the workings of the market. The
statistical reports also help monitor whether the
dealers are meeting our standards for breadth of
market-making activity. These information-gath-
ering efforts have not been structured with a view
toward enforcement or regulatory compliance,
although we recognize that there will always be
some overlap between such activities and our
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broad market monitoring. Except for the so-
called when-issued reports, the statistical data
collected from dealers on positions and transac-
tions are not specific as to a particular security.
Rather, we get weekly data grouped by broad
maturity ranges. These reports have virtually no
application in detecting the kind of problem that
arose in the Salomon case. Even the when-issued
report, which is daily for a limited period, would
have only limited value in this regard.

However, we are taking a fresh look at the
statistics that we gather to see whether they can
better serve the coordinated needs of the Trea-
sury, the SEC, and ourselves in either their
existing or potentially revised formats.

Before leaving the subject of primary dealers,
it is worth asking why firms seek to be primary
dealers in the first place. A starting point is that
many firms evidently regard this function as an
economically effective way to deploy their capi-
tal. In fact, however, positive returns do not
come easily. As noted earlier, profits were par-
ticularly spotty in the last few years, with a
significant fraction of individual firms incurring
losses—a circumstance that no doubt contrib-
uted to attrition in the ranks since 1988.

For some firms, however, low returns and
even periodic losses apparently are tolerable
because the firm may judge that having a major
presence in this market provides advantages re-
lated to other aspects of the firm’s business. Or it
might be that a long-term view is taken, in which
prospects for the government securities area are
viewed over a timeframe of more than just a few
years. Another factor that should be mentioned
explicitly as an attraction of the primary dealer
designation is that of prestige—although one
could think of it, long run, as related to profit-
ability, too. The fact is that, whether we like it or
not, there is an element of prestige associated
with primary dealer status—and in times of stress
that factor can loom very large indeed.

In sum, the primary dealer system has worked
well over the years, serving the Federal Reserve,
the Treasury, and the nation effectively. It also
has its problems, including the elevated impor-
tance that can attach, in the public view, to this
designation. As we consider possible changes in
these arrangements, we need to keep in mind
that, regardless of what they are called and how

they are selected, for at least the foreseeable
future, there will be a finite group of private-
sector counterparties with whom the Federal
Reserve will do business. One way or another,
the identity of these firms is likely to be known in
the marketplace. Further, the sheer size of the
federal government’s financing needs is such
that, for the foreseeable future, there will have to
be some relatively large firms that play a central
role in the underwriting and distribution of that
debt. If the returns are not there to attract private
capital to that business—perhaps because the
burdens of excessive regulation stifle the effi-
ciency and liquidity of that market—the cost to
the taxpayer could be enormous.

THE FEDERAL RESERVE’S ROLE
IN THE AUCTION PROCESS

The basic rules governing the auctions of Trea-
sury securities—including the 35 percent rule—
are set by the Treasury. Responsibility for ulti-
mate compliance with, and enforcement of, these
rules also rests with the Treasury. However, just
as most central banks throughout the world act
as fiscal agents for their treasuries or finance
ministries, the Federal Reserve is the U.S. Trea-
sury’s point of contact with the market. It is the
Federal Reserve’s responsibility to call to the
Treasury’s attention events or circumstances
that, in its judgment, suggest that the Treasury’s
rules or intentions may have been breached. By
the same token, it is the Federal Reserve’s
responsibility to alert the Treasury or other reg-
ulatory or enforcement authorities to situations
in which it finds evidence of improper secondary
market activity in government securities.

For many years, the process by which Trea-
sury securities are auctioned or otherwise placed
in the market has worked very well. Until the
Salomon events, we had no knowledge of cir-
cumstances that would constitute a significant
breakdown in the workings of the auction pro-
cess. Granting that the recent events do consti-
tute a significant exception that must be dealt
with and are being dealt with, I would still say
that the auction process continues to work well
on the whole.
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Although the auction process is open to all
qualified bidders, the fact remains that over the
long haul the primary dealers—and in recent
years their large customers—are by far the major
buyers of government securities in the auctions.
This situation is natural, given the capital that
they have devoted to this business as well as
their distribution network and role as market-
makers.

The mechanics of the auction process are
straightforward. Competitive bids must be sub-
mitted to a Federal Reserve Bank or to the
Treasury by 1:00 p.m. eastern time on the auc-
tion day. The overwhelming share of such bids
(often in the range of 80 percent to 90 percent) is
received by the Federal Reserve Bank of New
York. To minimize market uncertainties, the
results of the auction are announced about one
hour after the bid deadline.

Within that single hour between 1:00 and 2:00
p.m., the initial responsibility for tabulating and
checking the bulk of bids—including their com-
pliance with the 35 percent rule—falls to the staff
of the Federal Reserve Bank of New York. In
fact, we have only about one-half hour because
we must get our results to the Treasury to be
combined with reports from elsewhere around
the country.

It was this initial check of bids submitted for
the February 1991 five-year auction that we now
know began the unraveling of Salomon’s im-
proper bidding activities. At the time, however,
there was no reason to suspect any illegal activity
in the form of trumped-up customer bids. Rather,
we were simply checking for compliance with the
Treasury’s rule limiting any single entity to 35
percent of the issue. As it happens, the bids
submitted in that auction included a small bid for
S.G. Warburg and Co., itself a primary dealer, as
well as a bid submitted at the 35 percent limit by
Salomon for a customer listed as Warburg Asset
Management. If the two bids were awarded in
full, and if under Treasury rules these two enti-
ties were considered a single entity, the com-
bined bid would have slightly exceeded the 35
percent limit. One of our staff members promptly
called Salomon—at around 1:20 p.m. on the
auction day—and was told that the customer
name should have read Mercury Asset Manage-
ment, an affiliate of S.G. Warburg. Immediately

afterward we called the Treasury to alert them to
a possible 35 percent problem.

As this action was occurring, it became evi-
dent that the bids in question would be at the
so-called stop-out rate and get only a partial
award, so that the 35 percent award limit would
not be exceeded even if the two entities were
combined. In those circumstances the Treasury
indicated that it would accept both bids. It was
understood that there would be a subsequent
inquiry about the relationship of the Warburg
entities with reference to future auctions, an
inquiry free of the extreme time pressure of the
immediate auction deadline.

In the following weeks, Treasury and Federal
Reserve staff members reviewed that relation-
ship, leading finally to the Treasury’s April 17
letter to Mercury informing it that in the future
the affiliated Warburg entities in question would
be considered a single entity for purposes of the
35 percent rule. A copy of that letter was sent to
Salomon.

As is well known now, of course, the so-called
“Mercury”’ bid was not a customer bid at all but
apparently a scheme designed by Mr. Mozer at
Salomon to obtain more than 35 percent of the
issue for Salomon’s own account. (Salomon was
also bidding for 35 percent in its own name and,
as emerged later, for yet another 35 percent
under still another fabricated customer name.)

Receipt of a copy of the Treasury’s letter to
Mercury apparently prompted Mr. Mozer to go
to considerable lengths in requesting Mercury
and Warburg officials not to embarrass Salomon
by responding to the Treasury in a manner that
revealed that Mercury was not in fact a Salomon
customer in the auction. At the same time,
receipt of the letter caused Mr. Mozer to disclose
his wrongful ‘“Mercury’’ bid to his superior at
Salomon, who then went on to inform top man-
agement at the firm.

Inexplicably, top Salomon management did
not come forward to reveal this wrongdoing until
August. We surmise that the reason they came
forward then was that the Salomon firm had in
the meantime become aware of official investiga-
tions into still another matter involving govern-
ment securities—the alleged squeeze on the sup-
ply of two-year notes auctioned on May 22. As
that two-year note investigation became more
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intense, Salomon engaged an outside law firm to
do an internal investigation at the firm, and
apparently that investigation uncovered the ear-
lier bidding irregularities.

I might add that the official investigation of the
May two-year note situation followed a period of
informal inquiry into market developments by
the Federal Reserve Bank of New York and the
Treasury immediately after the May 22 auction of
those notes. Just a week later, on May 29, the
Treasury alerted the SEC to the situation, and
the Justice Department also was brought into the
picture shortly afterward.

Turning back to the February auction, it is fair
to ask whether a more rigorous investigation into
the authenticity of bids at that time might have
made a difference in regard to subsequent events.
It probably would have made a difference. How-
ever, given the previous history of the auction
process—which did not arouse suspicions about
the basic authenticity of bids—it still seems rea-
sonable, looking back, to say that the steps then
taken by the Federal Reserve and the Treasury
were appropriate and responsible. With the ben-
efit of hindsight, we could have done more.
Looking back, another thing that surely would
have made a difference would have been the
timely disclosure of those earlier events by the
top management of Salomon when they learned
about at least some of them in late April. And
in terms of internal management, for the firm to
have allowed an individual who had acknowl-
edged such wrongdoing to remain in charge of a
key area is questionable, to say the least.

At this time, as investigations of the past
continue, our focus also has to be on the future,
making sure that the integrity of the auction
process and of the secondary market trading
process are maintained at the highest levels.
For the past month we have been undertaking
spot checks of customer bids submitted through

primary dealers, verifying the authenticity of
those bids directly with the indicated customer.
In addition, a more formal verification process
for the very largest bids, with written confirma-
tion, is being developed. We also are seeking to
accelerate plans for automation of the Treasury
auctions—but there should be no illusion that
automation can solve all problems. An auto-
mated system would not, of itself, have been
able to uncover fake bids. At best, it might help
speed the review process to identify situations
for follow-up inquiries, and it could speed the
review process for compliance with rules such
as the 35 percent rule. Automated bidder access
might also make it more feasible for some larger
investors to submit bids directly rather than
enter the auctions as customers of dealers.
Automation could also cut somewhat further
the time required to process tenders before the
announcement of results. Meantime, we under-
stand that the Treasury is reviewing its auction
rules.

As for the secondary market, we are moving
ahead with plans for closer monitoring of day-to-
day market developments and closer coordina-
tion of the results of such monitoring with other
supervisory and regulatory agencies. We will
also be reviewing, within ninety days after the
last round of testimony, the possible need for
additional legislative authority. Certainly, the
problems that have come to light need to be
addressed systematically and forcefully. At the
same time, a high priority is to avoid a heavy
panoply of regulation that could impair market
efficiency and liquidity.

I think that with the cooperation of supervi-
sory and regulatory agencies and with responsi-
ble private-sector leadership, a proper balance
can be struck that permits a flourishing, liquid,
and efficient market free of the taints that have
been uncovered of late. a
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Announcements

CHANGE IN THE DISCOUNT RATE

The Federal Reserve Board announced on Septem-
ber 13, 1991, a reduction in the discount rate from
5% percent to 5 percent, effective immediately.

Action was taken in light of weakness in the
money and credit aggregates, the improving inflation
environment, and concerns about the ongoing
strength of the economic expansion. The reduction,
inpart, realigns the discount rate with market interest
rates.

In taking the action, the Board voted on requests
submitted by the boards of directors of the Federal
Reserve Banks of Boston, Philadelphia, Cleveland,
Atlanta, Chicago, Minneapolis, and Dallas. The
Board of Governors subsequently approved similar
requests by the boards of directors of the Federal
Reserve Banks of New York, Richmond, Kansas
City, and San Francisco, also effective September
13, and by the board of directors of the Federal
Reserve Bank of St. Louis, effective September 17,
The discount rate is the interest rate that is charged
depository institutions when they borrow from their
District Federal Reserve Banks.

MEETING OF CONSUMER ADVISORY COUNCIL

The Federal Reserve Board announced that its
Consumer Advisory Council met on October 10,
1991. The Council’s function is to advise the Board
on the exercise of its responsibilities under the
Consumer Credit Protection Act and on other
matters on which the Board seeks its advice.

PROPOSED ACTION

The Federal Reserve Board on September 19, 1991,
requested public comment on proposed amendments
for 1992 to the reporting form and instructions that
accompany Regulation C (Home Mortgage Dis-

closures). Comments were to be submitted by
October 23.

MEETINGS ON APPLICATION
OF NCNB CORPORATION TO ACQUIRE
C&S/SOVRAN CORPORATION

The Federal Reserve Board announced that public
meetings were held in Charlotte, Richmond, Atlanta,
and Dallas during the week of October 7 in
connection with the application of NCNB Corpora-
tion to acquire C&S/Sovran Corporation.

The purpose of these meetings was to collect
information concerning the convenience and needs
of the communities to be served by the proposal,
including the records of performance of the institu-
tions under the Community Reinvestment Act.
Persons wishing to appear at these meetings submit-
ted a written request containing a brief statement of
the nature of the expected testimony and the
estimated time required for the presentation.

CHANGES IN BOARD STAFF

The Board of Governors announced a realignment in
the structure of the Information Resources Manage-
ment (IRM) organization, effective September 30,
1991. Under the new structure, the Office of the
Director for IRM, the Division of Hardware and
Software Systems, and the Division of Applications
Development and Statistical Services are combined
into a single Division of Information Resources
Management under the direction of Stephen R.
Malphrus. The realignment will streamline the
management structure, reduce overhead costs, and
improve the support levels IRM provides to the
Board. The division will report to the Board through
the Staff Director for Management.

William R. Jones has been transferred to the
Division of Research and Statistics as Associate
Director, reporting to the Division Director, with
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responsibility for the Automation and Research
Computing function, directing all divisional comput-
ing activities.

Bruce M. Beardsley has been appointed to the
new position of Deputy Director and will oversee
the day-to-day operations of IRM. Robert J. Zemel
has been designated Senior Adviser with responsi-

bility for high-level technical projects. Marianne M.
Emerson, Assistant Director for Planning, Support,
and Systems Integration (PS&SI), has been pro-
moted to Assistant Director for Banking Statistics
Systems. Edward T. Mulrenin, Assistant Director
for Special Projects, will oversee the PS&SI Branch
in addition to his current responsibilities. O
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Legal Developments

FINAL RULE — AMENDMENTS TO REGULATION
G AND REGULATION T

The Board of Governors is amending 12 C.F.R. Parts
207 and 220, its Regulation G and Regulation T, to
exclude from the limitations of the margin rules the
deposit of margin securities with clearing agencies
regulated by the Commodity Futures Trading Com-
mission or the Securities and Exchange Commission,
provided these deposits are made in connection with
the issuance of, or guarantee of, or the clearance of
transactions in, any security (including options on any
security, certificate of deposit, securities index or
foreign currency); or the guarantee of contracts for the
purchase or sale of a commodity for future delivery or
options on such contracts.

Effective October 11, 1991, 12 C.F.R. Parts 207 and
220 are amended as follows:

Part 207—Securities Credit by Persons Other
Than Banks, Brokers, or Dealers

1. The authority citation for part 207 continues to read
as follows:

Authority: Secs. 3, 7, 8, 17 and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C. 78c,
78g, 78h, 78q, and 78w).

2. Section 207.1 is amended by designating the text of
paragraph (b) as paragraph (b)(1) and adding a new
paragraph (b)(2) as follows:

Section 207.1—Authority, purpose, and scope.
* * * * *

(b) Purpose and scope.* * *

(2) This part does not apply to clearing agencies

regulated by the Securities and Exchange Commis-

sion or the Commodity Futures Trading Commission

that accept deposits of margin stock in connection with:
(i} The issuance of, or guarantee of, or the clear-
ance of transactions in, any security (including
options on any security, certificate of deposit,
securities index or foreign currency); or
(ii) The guarantee of contracts for the purchase or
sale of a commodity for future delivery or options
on such contracts.

Part 220—Credit by Brokers and Dealers

1. The authority citation for Part 220 continues to read
as follows:

Authority: Secs. 3, 7, 8, 17 and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C. 78c,
78g, 78h, 78q, and 78w).

2. In section 220.14, the section heading and paragraph
(b) are revised to read as follows:

Section 220.14—Clearance of Securities,
Options, and Futures.

% %k k%

(b) Deposit of securities with a clearing agency. The
provisions of this part shall not apply to the deposit of
securities with an options or futures clearing agency
for the purpose of meeting the deposit requirements of
the agency if:
(1) The clearing agency:
(i) Issues, guarantees performance on, or clears
transactions in, any security (including options on
any security, certificate of deposit, securities in-
dex or foreign currency); or
(ii) Guarantees performance of contracts for the
purchase or sale of a commodity for future deliv-
ery or options on such contracts;
(2) The clearing agency is registered with the Secu-
rities and Exchange Commission or is the clearing
agency for a contract market regulated by the Com-
modity Futures Trading Commission; and
(3) The deposit consists of any margin security and
complies with the rules of the clearing agency that
have been approved by the Securities and Exchange
Commission or the Commodity Futures Trading
Commission.

FINAL RULE — AMENDMENTS TO REGULATION
G AND REGULATION U

The Board of Governors is amending 12 C.F.R. Parts
207 and 221, its Regulation G and Regulation U, to
permit transfers of loans between lenders subject to
Regulation G and lenders subject to Regulation U on
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the same basis as transfers between two lenders sub-
ject to the same regulation,

Effective October 11, 1991, 12 C.F.R, Parts 207 and
221 are amended as follows:

Part 207—Securities Credit by Persons Other
Than Banks, Brokers, or Dealers

1. The authority citation for part 207 continues to read
as follows:

Authority: Secs. 3, 7, 8, 17, and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C. 78c,
78g, 78h, 78q, and 78w).

2. In section 207.3, paragraphs (I)(1)(i), (ii), and (3) are
revised to read as follows:

Section 207.3—General Requirements.

® ok ok ok Xk

() Transfers of credit.

(1) A transfer of a credit between customers or

lenders or between a lender and a bank shall not be

considered a new extension of credit if’
(i) The original credit was extended by a lender in
compliance with this part or was extended by a
bank in a manner that would have complied with
this part;
(ii) The transfer is not made to evade this part or
part 221 of this chapter;

Xk ok k%

(3) When a transfer is made between lenders or
between a lender and a bank, the transferee shall
obtain a copy of the Form FR G-3 or Form FR U-1
originally filed with the transferor lender and retain
the copy with its records of the transferee account.
If no form was originally filed with the transferor,
the transferee may accept in good faith a statement
from the transferor describing the purpose of the
loan and the collateral securing it.

® 0k ok k%

Part 221—Credit by Banks for the Purpose of
Purchasing or Carrying Margin Stocks

1. The authority citation for part 221 continues to read
as follows:

Authority: Secs. 3, 7, 8, and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C. 78c,
78g, 78h, and 78w).

2. In section 221.3, paragraphs (1)(1)(i), (ii) and (3) are
revised to read as follows:

Section 221.3—General requirements.

* ok ok kK

(i) Transfers of credit.
(1) A transfer of a credit between customers or
banks or between a bank and a lender subject to part
207 of this chapter shall not be considered a new
extension of credit if:
(i) The original credit was extended by a bank in
compliance with this part or by a lender subject to
part 207 of this chapter in a manner that would
have complied with this part;
(ii) The transfer is not made to evade this part or
part 207 of this chapter; * * *
(3) When a transfer is made between banks or be-
tween a bank and a lender subject to part 207 of this
chapter, the transferee shall obtain a copy of the
Form FR U-1 or Form FR G-3 originally filed with
the transferor and retain the copy with its records of
the transferee account. If no form was originally filed
with the transferor, the transferee may accept in good
faith a statement from the transferor describing the
purpose of the loan and the collateral securing it.

ORDERS ISSUED UNDER BANK HOLDING
COMPANY ACT

Orders Issued Under Section 3 of the Bank
Holding Company Act

Summit Bancorp, Inc.
Johnstown, Pennsylvania

Order Approving the Acquisition of Shares of a
Bank Holding Company

Summit Bancorp, Inc., Johnstown, Pennsylvania
(‘“‘Summit’’), a bank holding company within the
meaning of the Bank Holding Company Act (‘‘BHC
Act™), has applied under section 3 of the BHC Act
(12 U.S.C. § 1842) to acquire 16.6 percent of the
voting shares of First National Bank of Lilly, Lilly,
Pennsylvania (*‘Lilly Bank’’).

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
duly published (56 Federal Register 31,640 (1991)).
The time for filing comments has expired, and the
Board has considered the application and all com-
ments received in light of the factors set forth in
section 3(c¢) of the BHC Act.

Summit is the 116th largest banking organization in
Pennsylvania, controlling deposits of $90.8 million,
representing less than 1 percent of the total deposits in
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commercial banking organizations in the state.! Lilly
Bank is the 223rd largest commercial banking organiza-
tion in Pennsylvania, controlling deposits of $8.5 mil-
lion, representing less than 1 percent of the total depos-
its in commercial banking organizations in the state.
Summit and Lilly Bank compete directly in the
Johnstown MSA market.2 Summit is the eighth largest
banking organization in the market, controlling deposits
of $90.7 million, representing 3.4 percent of the total
deposits in commercial banking organizations in the
market. Lilly Bank is the 20th largest banking organi-
zation in the market, controlling deposits of $8.0 mil-
lion, representing less than 1 percent of the total depos-
its in commercial banking organizations in the market.
Summit proposes to acquire the voting shares of
Lilly Bank as a passive investment. As part of this
proposal, Summit has made a number of commitments
to address concerns that it would control Lilly Bank.
In particular, Summit has committed that it will not,
without the Board’s prior approval:
(1) exercise or attempt to exercise a controlling influ-
ence over the management or policies of Lilly Bank;
(2) have or seek to have any employees or repre-
sentative serve as an officer, agent or employee of
Lilly Bank;
(3) take any action causing Lilly Bank to become a
subsidiary of Summit;
(4) acquire or retain shares that would cause the
combined interests of Summit and its officers, direc-
tors and affiliates to equal or exceed 25 percent of
the outstanding voting shares of Lilly Bank;
(5) propose a director or slate of directors in oppo-
sition to a nominee or slate of nominees proposed by
the management or board of directors of Lilly Bank;
(6) attempt to influence the dividend policies or
practices of Lilly Bank;
(7) solicit or participate in soliciting proxies with
respect to any matter presented to the shareholders
of Lilly Bank;
(8) attempt to influence the loan and credit decisions
or policies of Lilly Bank, the pricing of services, any
personnel decision, the location of any offices,
branching, the hours of operation, or similar activi-
ties of Lilly Bank;
(9) dispose or threaten to dispose of shares of Lilly
Bank in any manner as a condition of specific action
or nonaction by Lilly Bank;
(10) enter into any other banking or nonbanking
transactions with Lilly Bank, except that Summit
may establish and maintain deposit accounts with

1. State banking data are as of December 31, 1990. Market share
data are as of June 30, 1990,

2. The Johnstown MSA market includes Cambria and Somerset
Counties in Pennsylvania.

Lilly Bank, provided that the aggregate balances of
all such accounts do not exceed $500,000 and that
the accounts are maintained on substantially the
same terms as those prevailing for comparable ac-
counts of persons unaffiliated with Lilly Bank; or
(L1) seek or accept representation on the board of
directors of Lilly Bank.

Based on the facts of record and Summit’s commit-
ments, the Board has concluded that Summit would
not acquire control or the ability to exercise a control-
ling influence over Lilly Bank upon consummation of
this proposal.?

The Board’s inquiry does not end, however, with its
finding that Summit will not control Lilly Bank. The
Board notes that noncontrolling interests in directly
competing banks or bank holding companies may raise
serious questions under the BHC Act. The Board has
previously noted that one company need not acquire
control of another in order to substantially lessen com-
petition between them, and that the specific facts of
each case will determine whether the minority invest-
ment in a company will be anticompetitive.4 In this
case, it is the Board’s judgment, based upon careful
analysis of the record, that no significant reduction in
competition is likely to result from the acquisition. The
record shows that there will be no officer or director
interlocks between Summit and Lilly Bank, that Sum-
mit intends the acquisition to be a strictly passive
investment, and that Summit is prohibited by the BHC
Act and its commitments from acting in concert with
any other entity for control of Lilly Bank without
additional prior Board approval. Moreover, even if the
Board were to conclude that Summit would control
Lilly Bank, the elimination of competition between the
two entities is not so substantial as to warrant denial of
the application. The record shows that Summit and
Lilly Bank each controls only a small percentage of the
deposits in the Johnstown MSA market, a moderately

3. In this regard, the Board has considered comments filed by the
board of directors of Lilly Bank and several individuals (*‘Protes-
tants’’) alleging that this proposal represents an initial step towards a
big bank that will cause Lilly Bank to lose its small-town orientation
and the personal nature of its current banking services. Summit states
that its investment in Lilly Bank will be passive and has made the
commitments noted above in order to ensure that Summit will not
exercise control over Lilly Bank. There is no evidence of record to
indicate that the operations of Lilly Bank will be altered by this
proposal. In addition, prior Board approval is required if Summit
intends to control Lilly Bank and Protestants would have an oppor-
tunity to present these concerns if any changes were proposed for the
operations of Lilly Bank at that time. Under these circumstances, the
Board believes that Protestants’ comments do not raise issues that
would warrant a denial of this application.

4. See The Summit Bancorporation, 75 Federal Reserve Bulletin 712
(1989); United Counties Bancorporation, 75 Federal Reserve Bulletin
714 (1989); Sun Banks, Inc., 71 Federal Reserve Bulletin 243 (1985).
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concentrated market with a Herfindahl-Hirschman
Index (‘‘HHI’’) of 1166, which would not change upon
consummation of this proposal.s

The financial and managerial resources and future
prospects of Summit, its subsidiary bank, and Lilly
Bank are consistent with approval of this application.
Considerations relating to the convenience and needs
of the communities to be served also are consistent
with approval of these applications.

Based on the foregoing and other facts of record, and
in reliance upon commitments made by Summit, the
Board has determined that the application should be,
and hereby is, approved. The Board’s approval is
specifically conditioned on Summit’s compliance with
the commitments discussed in this Order and these
commitments are considered conditions imposed in
writing in connection with the Board’s findings and
decision. 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, unless such period is
extended for good cause by the Board or by the Federal
Reserve Bank of Philadelphia, acting pursuant to dele-
gated authority.

By order of the Board of Governors, effective
September 9, 1991,

Voting for this action: Chairman Greenspan and Governors
Angell, Kelley, and LaWare. Absent and not voting: Gover-
nor Mullins.

JENNIFER J. JOHNSON
Associate Secretary of the Board

Orders Issued Under Section 4 of the Bank
Holding Company Act

Synovus Financial Corp.
Columbus, Georgia

TB&C Bancshares, Inc.
Columbus, Georgia

Order Approving Application To Underwrite and
Deal in Certain Securities to a Limited Extent, to
Act as Agent in the Private Placement of Securities,
and to Act as ‘“‘Riskless Principal’’ in Buying and
Selling Securities

S. Under the revised Department of Justice Merger Guidelines, 49
Federal Register 26,823 (1984), a market in which the post-merger
HHI is between 1000 and 1800 is considered moderately concentrated.
The Department of Justice has informed the Board that, as a general
matter, a bank merger or acquisition will not be challenged, in the
absence of other factors indicating anticompetitive effects, unless the
post-merger HHI is at least 1800 and the merger increases the HHI by
200 points. The Justice Department has stated that the higher-than-
normal HHI thresholds for screening bank mergers for anticompeti-
tive effects implicitly recognize the competitive effect of limited-
purpose lenders and other non-depository financial entities.

Synovus Financial Corp. (‘‘Synovus’) and TB&C
Bancshares, Inc. (‘“‘TB&C’), both of Columbus,
Georgia (‘‘Applicants’’), bank holding companies
within the meaning of the Bank Holding Company Act
(““BHC Act’’), have applied under section 4(c)(8) of
the BHC Act (12 U.S.C. § 1843(c)(8)) and section
225.23(a) of the Board’s Regulation Y (12 C.F.R.
225.23(a)) for their subsidiary, Synovus Securities,
Inc., Columbus, Georgia (‘‘Company’’):!

(1) to underwrite and deal in, to a limited extent,

municipal revenue bonds, including certain indus-

trial revenue bonds (‘‘ineligible securities’’);

(2) to act as agent in the private placement of all

types of securities, including providing related ad-

visory services; and

(3) to buy and sell all types of securities on the order

of investors as a ‘‘riskless principal.”’

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
duly published (56 Federal Register 14,527 (1991)).
The time for filing comments has expired, and the
Board has considered the application and all com-
ments received in light of the public interest factors set
forth in section 4(c)(8) of the BHC Act.

Synovus, with approximately $3.1 billion in assets,
is the sixth largest commercial banking organization in
Georgia.? Synovus operates 22 subsidiary banks in
Georgia and Florida. Applicants engage directly and
through subsidiaries in a broad range of permissible
nonbanking activities in the United States.

Company is currently authorized to engage in provid-
ing investment advice, securities brokerage, underwrit-
ing and dealing in government obligations and money
market instruments, consumer financial counseling and
employee benefits counseling pursuant to 12 C.F.R.
225.25(b)(4), (15), (16), and (20). Company is, and will
continue to be, a broker-dealer registered with the
Securities and Exchange Commission and subject to the
record-keeping, reporting, fiduciary standards, and other
requirements of the Securities Exchange Act of 1934
and the National Association of Securities Dealers.

Underwriting and Dealing In Municipal Revenue Bonds

The Board has determined that, subject to the pruden-
tial framework of limitations established in previous
decisions to address the potential for conflicts of
interests, unsound banking practices, or other ad-
verse effects, the proposed underwriting and dealing

1. Synovus owns 100 percent of Company. TB&C, which owns 8.5
percent of Synovus, also has joined in this application.

2. Asset data are as of March 31, 1991. Ranking, based on deposits,
is as of March 31, 1991.
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activities are so closely related to banking as to be
proper incidents thereto within the meaning of sec-
tion 4(c)(8) of the BHC Act. The Board also has
determined that the conduct of these securities un-
derwriting and dealing activities is consistent with
section 20 of the Glass-Steagall Act, provided that
the underwriting and dealing subsidiary derives no
more than 10 percent of its total gross revenue from
underwriting and dealing in bank-ineligible securities
over any two year-period.3 Applicants have commit-
ted that Company will conduct its underwriting and
dealing activities with respect to bank-ineligible se-
curities subject to the 10 percent revenue test and the
prudential limitations established by the Board in
previous orders.*

Private Placement and ‘‘Riskless Principal”
Activities

Applicants also propose that Company act as agent in
the private placement of debt and equity securities,
including providing related advisory services, and buy
and sell all types of securities on the order of investors
as a ‘‘riskless principal.”” The Board previously has
determined by order that, subject to certain prudential
limitations that address the potential for conflicts of
interests, unsound banking practices or other adverse
effects, the proposed private placement and ‘‘riskless
principal’’ activities are so closely related to banking
as to be a proper incident thereto within the meaning

3. Citicorp, J.P. Morgan & Company Incorporated and Bankers
Trust New York Corporation, 73 Federal Reserve Bulletin 473 (1987)
(“*Citicorp/Morgan/Bankers Trust), aff’d sub. nom., Securities In-
dustry Association v. Board of Governors of the Federal Reserve
System, 839 F.2d 47 (2d Cir. 1988), cert. denied, 486 U.S. 1059 (1988),
as modified by Order Approving Modifications to Section 20 Orders,
75 Federal Reserve Bulletin 751 (1989) (‘‘Modification Order'’). The
10 percent gross revenue limit should be calculated in accordance with
the method stated in J.P. Morgan & Company, Incorporated, The
Chase Manhattan Corporation, Bankers Trust New York Corpora-
tion, Citicorp, and Security Pacific Corporation, 75 Federal Reserve
Bulletin 192, 196 (1989).

4. The industrial development bonds approved for Applicants in this
case are only those tax-exempt bonds in which the governmental
issuer, or the governmental unit on behalf of which the bonds are
issued, is the owner for federal income tax purposes of the financed
facility (such as airports, mass commuting facilities, and water pollu-
tion control facilities). Without further approval from the Board,
Company may underwrite and deal in only these types of industrial
development bonds, except as permitted by this Order.

Company may also provide services that are necessary incidents to
these approved activities. Any activity conducted as a necessary
incident to the ineligible securities activity must be treated as part of
the ineligible securities activity unless Company has received specific
approval under section 4(c)}(8) of the BHC Act to conduct the activity
independently. Until such approval is obtained, any revenues from the
incidental activity must be counted as ineligible revenue subject to the
10 percent gross revenue limit set forth in Citicorp/Morgan/Bankers
Trust and the Modification Order.

of section 4(c)(8) of the BHC Act.5 The Board also has
previously determined that acting as agent in the
private placement of securities, and purchasing and
selling securities on the order of investors as a *‘risk-
less principal’” do not constitute underwriting and
dealing in securities for purposes of section 20 of the
Glass-Steagall Act, and that revenue derived from
these activities is not subject to the 10 percent revenue
limitation on ineligible securities underwriting and
dealing.6 Applicants have committed that Company
will conduct its private placement and ‘‘riskless prin-
cipal” activities using the same methods and proce-
dures, and subject to the same prudential limitations
established by the Board in the Banker's Trust II and
J.P. Morgan orders.

Director Interlocks

Applicants have requested that the Board permit
director interlocks between Company and its affili-
ated banks. Applicants propose that two directors of
its subsidiary banks be permitted to serve on Com-
pany’s nine-member board of directors. These direc-
tors are not officers of the affiliated banks, nor do
they have authority to conduct the day-to-day busi-
ness of the banks or handle individual bank transac-
tions. No officers of Company would be employed by
the banks. Applicants maintain that these director
interlocks would permit appropriate oversight and
supervision of its subsidiaries and that disallowing
the requested interlocks would impose a particular
hardship on Applicants in seeking replacement
directors.

The Board previously has permitted interlocks be-
tween a banking organization and its affiliated section
20 company.? In addition, the Board has requested
comment on modifying the section 20 prudential
framework to permit interlocks with affiliated banks so
long as a majority of the board is not comprised of
bank officers or directors. Applicants have agreed to
abide by the results of the Board’s review. Accord-
ingly, the Board finds that these limited interlocks
should be permitted, since it appears that Company
would be operationally distinct from its affiliated
banks. The Board expects that Applicants will ensure
that the framework established pursuant to Citicorp/

5. Bankers Trust New York Corporation, 75 Federal Reserve
Bulletin 829 (1989) (‘‘Bankers Trust 1),

6. J.P. Morgan & Company, Incorporated, 76 Federal Reserve
Bulletin 26 (1990) (‘‘J.P. Morgan’’); Bankers Trust 11.

7. Banc One Corporation, 76 Federal Reserve Bulletin 756, 758
(1990); Canadian Imperial Bank of Commerce, The Royal Bank of
Canada, Barclays PLC and Barclays Bank PLC, 76 Federal Reserve
Bulletin 158 (1990).
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Morgan/Bankers Trust will be maintained in all other
respects.®

Under the framework established in this and prior
decisions, consummation of this proposal is not likely
to result in any significant adverse effects, such as
undue concentration of resources, decreased or unfair
competition, conflicts of interests, or unsound banking
practices. Consummation of the proposal would pro-
vide added convenience to Company’s customers. In
addition, the Board expects that the de novo entry of
Company into the market for these services would
increase the level of competition among providers of
these services. Accordingly, based upon the facts of
record and the commitments made by Applicants
regarding the conduct of these activities, the Board
has determined that the performance of the proposed
activities by Company can reasonably be expected to
produce public benefits which would outweigh adverse
effects under the proper incident to banking standard
of section 4(c)(8) of the BHC Act.

Based on the foregoing, the Board has determined
to, and hereby does, approve the application subject to
the commitments made by Applicants, as well as all of
the terms and conditions set forth in this order and in
the above-noted Board orders that relate to these
activities. The Board’s determination also is subject to
all of the conditions set forth in Regulation Y, includ-
ing those in sections 225.4(d) and 225.23(b), and to the
Board’s authority to require modification or termina-
tion of the activities of a bank holding company or any
of its subsidiaries as the Board finds necessary to
assure compliance with, and to prevent evasion of, the
provisions of the BHC Act and the Board’s regulations
and orders issued thereunder. The commitments and
conditions referred to above are conditions imposed in
writing by the Board in connection with its findings
and decision. This transaction shall not be consum-
mated 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
Atlanta, pursuant to delegated authority.

By order of the Board of Governors, effective
September 23, 1991.

Voting for this action: Chairman Greenspan and Governors
Angell, Kelley, and LaWare. Absent and not voting: Gover-
nor Mullins.

JENNIFER J. JOHNSON
Associate Secretary of the Board

8. The Board's approval of the proposed underwriting and dealing
activities extends only to Company. The activities may not be conducted
by Applicants in any other subsidiary without prior Board review.
Pursuant to Regulation Y, no corporate reorganization of Company,
such as the establishment of subsidiaries of Company to conduct the
activities, may be consummated without prior Board approval.

Orders Issued Under Sections 3 and 4 of the
Bank Holding Company Act

NCNB Corporation
Charlotte, North Carolina

Notice of Public Meeting
Richmond, Virginia

Background and Public Meeting Notice

On August 21, 1991, NCNB Corporation, Charlotte,
North Carolina (‘“NCNB’’), applied pursuant to
sections 3 and 4 of the Bank Holding Company
Act (12 U.S.C. §§ 1842, 1843)(‘‘BHC Act’’) to ac-
quire C&S/Sovran Corporation, Atlanta, Georgia,
and Norfolk, Virginia (‘‘C&S/Sovran’’), and there-
by to acquire the bank and nonbank subsidiaries
of C&S/Sovran. On September 19, 1991, the Board
of Governors of the Federal Reserve System
(‘‘the Board’) announced that public meetings
would be held in Richmond, Charlotte, Atlanta,
and Dallas during the week of October 7, 1991, to
collect information on the convenience and needs of
the communities to be served by this proposal,
including the records of performance of these insti-
tutions under the Community Reinvestment Act
(‘‘CRA™).

The public meeting in Richmond will be held on
October 7, 1991, at the Federal Reserve Bank of
Richmond Auditorium, 701 East Byrd Street, Rich-
mond, Virginia, 23219. The meeting will begin at
9:00 a.m., E.D.T.

Purpose and Procedures

The purpose of the public meeting is to receive infor-
mation regarding the convenience and needs of the
communities to be served by this proposal, including
the records of performance of NCNB and C&S/Sovran
under the CRA. The CRA requires the appropriate
federal financial supervisory agency to ‘‘assess [an]
institution’s record of meeting the credit needs of its
entire community, including low- and moderate-
income neighborhoods, consistent with the safe and
sound operation of [the] institution.”” 12 U.S.C.
§ 2903. The Board, as a federal financial supervisory
agency, is required to take this record into account in
its evaluation of an application under section 3 of the
BHC Act.

The public meeting is to be convened under the
Board’s policy statement regarding informal meetings
in section 262.25(d) of the Board’s Rules (12 C.F.R.
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225.25(d)). This policy statement provides that the
purpose of a public meeting is to elicit information, to
clarify factual issues related to an application, and to
provide testimony. In contrast to a formal administra-
tive hearing, the rules for taking evidence in an ad-
ministrative proceeding will not apply to this public
meeting. In conducting the public meeting, the Presid-
ing Officer will have the authority and discretion to
ensure that the meeting proceeds in a fair and orderly
manner. Individuals or groups may be represented by
counsel. The public meeting will be transcribed and
information regarding procedures for obtaining a copy
of the transcript will be announced at the public
meeting.

The Board’s announcement specified that all per-
sons wishing to appear at the public meeting should
submit a written request not later than September 27,
1991, containing a brief statement of the nature of the
expected testimony and the estimated time required
for the presentation, to William W. Wiles, Secretary
of the Board, Board of Governors of the Federal
Reserve System, 20th Street and Constitution Ave-
nue, N.W., Washington, D.C. (telefax: (202)728-
5850). On the basis of these requests, the Presiding
Officer will prepare a schedule for persons wishing to
appear at a later date. Persons not listed on the
schedule may be permitted to speak at the public
meeting at the discretion of the Presiding Officer if
time permits at the conclusion of the schedule of
witnesses.

Copies of testimony may, but need not, be filed
with the Presiding Officer before a person’s presen-
tation. To the extent available, translators will be
provided to persons wishing to present their views
in a language other than English if they so request to
the Presiding Officer not later than September 30,
1991.

Testimony at the public meeting will be presented
to a panel consisting of the Presiding Officer, Glenn
E. Loney, Assistant Director of the Division of
Consumer and Community Affairs, Federal Reserve
Board; Irene S. McNulty, Program Manager,
Compliance, Division of Consumer and Commu-
nity Affairs, Federal Reserve Board; Scott G. Alva-
rez, Associate General Counsel of the Legal
Division, Federal Reserve Board; and Fred L. Bag-
well, Vice President, Federal Reserve Bank of Rich-
mond. These panel members may question wit-
nesses, but no cross-examination of witnesses will be
permitted.

By order of the Presiding Officer,
September 24, 1991.

effective

GLENN E. LONEY
Presiding Officer

NCNB Corporation
Charlotte, North Carolina

Notice of Public Meeting
Dallas, Texas

Background and Public Meeting Notice

On August 21, 1991, NCNB Corporation, Charlotte,
North Carolina (‘“‘NCNB”’), applied pursuant to sec-
tions 3 and 4 of the Bank Holding Company Act
(12 U.S.C. §§ 1842, 1843)(‘‘BHC Act”) to acquire
C&S/Sovran Corporation, Atlanta, Georgia, and Nor-
folk, Virginia (‘‘C&S/Sovran’’), and thereby to ac-
quire the bank and nonbank subsidiaries of C&S/
Sovran. On September 19, 1991, the Board of
Governors of the Federal Reserve System (‘‘the
Board’’) announced that public meetings would be
held in Richmond, Charlotte, Atlanta, and Dallas
during the week of October 7, 1991, to collect infor-
mation on the convenience and needs of the commu-
nities to be served by this proposal, including the
records of performance of these institutions under the
Community Reinvestment Act (““CRA”).

The public meeting in Dallas will be held on Octo-
ber 8, 1991, at the J. Erik Jonsson Central Public
Library (Dallas Public Library) Auditorium, 1515
Young Street, Dallas, Texas, 75201. The meeting will
begin at 9:00 a.m., C.D.T.

Purpose and Procedures

The purpose of the public meeting is to receive infor-
mation regarding the convenience and needs of the
communities to be served by this proposal, including
the records of performance of NCNB and C&S/Sovran
under the CRA. The CRA requires the appropriate
federal financial supervisory agency to ‘‘assess [an]
institution’s record of meeting the credit needs of its
entire community, including low- and moderate-income
neighborhoods, consistent with the safe and sound
operation of [the] institution.”” 12 U.S.C. § 2903. The
Board, as a federal financial supervisory agency, is
required to take this record into account in its evalua-
tion of an application under section 3 of the BHC Act.

The public meeting is to be convened under the
Board’s policy statement regarding informal meet-
ings in section 262.25(d) of the Board’s Rules (12
C.F.R. 225.25(d)). This policy statement provides
that the purpose of a public meeting is to elicit
information, to clarify factual issues related to an
application, and to provide testimony. In contrast to
a formal administrative hearing, the rules for taking
evidence in an administrative proceeding will not
apply to this public meeting. In conducting the public
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meeting, the Presiding Officer will have the authority
and discretion to ensure that the meeting proceeds in
a fair and orderly manner. Individuals or groups may
be represented by counsel. The public meeting will
be transcribed and information regarding procedures
for obtaining a copy of the transcript will be an-
nounced at the public meeting.

The Board’s announcement specified that all per-
sons wishing to appear at the public meeting should
submit a written request not later than September 27,
1991, containing a brief statement of the nature of the
expected testimony and the estimated time required
for the presentation, to William W. Wiles, Secretary of
the Board, Board of Governors of the Federal Reserve
System, 20th Street and Constitution Avenue, N.W.,
Washington, D.C. (telefax: (202)728-5850). On the
basis of these requests, the Presiding Officer will
prepare a schedule for persons wishing to appear at a
later date. Persons not listed on the schedule may be
permitted to speak at the public meeting at the discre-
tion of the Presiding Officer if time permits at the
conclusion of the schedule of witnesses.

Copies of testimony may, but need not, be filed with
the Presiding Officer before a person’s presentation.
To the extent available, translators will be provided to
persons wishing to present their views in a language
other than English if they so request to the Presiding
Officer not later than September 30, 1991.

Testimony at the public meeting will be presented to
a panel consisting of the Presiding Officer, Griffith L.
Garwood, Director of the Division of Consumer and
Community Affairs, Federal Reserve Board; Diane
Jackins, Senior Review Examiner, Division of Con-
sumer and Community Affairs, Federal Reserve Board;
Robert deV. Frierson, Managing Senior Counsel, Legal
Division, Federal Reserve Board; and Marion E.
White, Vice President, Federal Reserve Bank of Dallas.
These panel members may question witnesses, but no
cross-examination of witnesses will be permitted.

By order of the Presiding Officer, effective Septem-
ber 24, 1991.

GRIFFITH L. GARWOOD
Presiding Officer

NCNB Corporation
Charlotte, North Carolina

Notice of Public Meeting
Atlanta, Georgia

Background and Public Meeting Notice
On August 21, 1991, NCNB Corporation, Charlotte,

North Carolina (““NCNB*’), applied pursuant to sec-
tions 3 and 4 of the Bank Holding Company Act

(12 U.S.C. §8§ 1842, 1843) (‘‘BHC Act’’) to acquire
C&S/Sovran Corporation, Atlanta, Georgia, and Nor-
folk, Virginia (‘‘C&S/Sovran’’), and thereby to ac-
quire the bank and nonbank subsidiaries of C&S/
Sovran. On September 19, 1991, the Board of
Governors of the Federal Reserve System (‘‘the
Board’’) announced that public meetings would be
held in Richmond, Charlotte, Atlanta, and Dallas
during the week of October 7, 1991, to collect infor-
mation on the convenience and needs of the commu-
nities to be served by this proposal, including the
records of performance of these institutions under the
Community Reinvestment Act (‘‘CRA™’).

The public meeting in Atlanta will be held on Octo-
ber 9, 1991, at the Atlanta-Fulton Public Library
Auditorium, 1 Margaret Mitchell Square, N.W.,
Atlanta, Georgia, 30303. The meeting will begin at
9:00 a.m., E.D.T.

Purpose and Procedures

The purpose of the public meeting is to receive infor-
mation regarding the convenience and needs of the
communities to be served by this proposal, including
the records of performance of NCNB and C&S/Sovran
under the CRA. The CRA requires the appropriate
federal financial supervisory agency to ‘‘assess [an]
institution’s record of meeting the credit needs of its
entire community, including low- and moderate-income
neighborhoods, consistent with the safe and sound
operation of [the] institution.”” 12 U.S.C. § 2903. The
Board, as a federal financial supervisory agency, is
required to take this record into account in its evalua-
tion of an application under section 3 of the BHC Act.
The public meeting is to be convened under the
Board’s policy statement regarding informal meetings
in section 262.25(d) of the Board’s Rules (12 C.F.R.
225.25(d)). This policy statement provides that the
purpose of a public meeting is to elicit information, to
clarify factual issues related to an application, and to
provide testimony. In contrast to a formal administra-
tive hearing, the rules for taking evidence in an admin-
istrative proceeding will not apply to this public meet-
ing. In conducting the public meeting, the Presiding
Officer will have the authority and discretion to ensure
that the meeting proceeds in a fair and orderly manner.
Individuals or groups may be represented by counsel.
The public meeting will be transcribed and information
regarding procedures for obtaining a copy of the
transcript will be announced at the public meeting.
The Board’s announcement specified that all per-
sons wishing to appear at the public meeting should
submit a written request not later than September 27,
1991, containing a brief statement of the nature of the
expected testimony and the estimated time required
for the presentation, to William W, Wiles, Secretary of
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the Board, Board of Governors of the Federal Reserve
System, 20th Street and Constitution Avenue, N.W.,
Washington, D.C. (telefax: (202)728-5850). On the
basis of these requests, the Presiding Officer will
prepare a schedule for persons wishing to appear at a
later date. Persons not listed on the schedule may be
permitted to speak at the public meeting at the discre-
tion of the Presiding Officer if time permits at the
conclusion of the schedule of witnesses.

Copies of testimony may, but need not, be filed with
the Presiding Officer before a person’s presentation.
To the extent available, translators will be provided to
persons wishing to present their views in a language
other than English if they so request to the Presiding
Officer not later than September 30, 1991.

Testimony at the public meeting will be presented to
a panel consisting of the Presiding Officer, Griffith L.
Garwood, Director of the Division of Consumer and
Community Affairs, Federal Reserve Board; Diane
Jackins, Senior Review Examiner, Division of Con-
sumer and Community Affairs, Federal Reserve Board;
Robert deV. Frierson, Managing Senior Counsel, Legal
Division, Federal Reserve Board; and Ronald N. Zim-
merman, Vice President, Federal Reserve Bank of At-
lanta. These panel members may question witnesses, but
no cross-examination of witnesses will be permitted.

By order of the Presiding Officer, effective
September 24, 1991.

GrRIFFITH L. GARwWoOD
Presiding Officer

NCNB Corporation
Charlotte, North Carolina

Notice of Public Meeting
Charlotte, North Carolina

Background and Public Meeting Notice

On August 21, 1991, NCNB Corporation, Charlotte,
North Carolina (““NCNB”’), applied pursuant to sec-
tions 3 and 4 of the Bank Holding Company Act
(12 U.S.C. §§ 1842, 1843) (“‘BHC Act”’) to acquire
C&S/Sovran Corporation, Atlanta, Georgia, and Nor-
folk, Virginia (‘‘C&S/Sovran’’), and thereby to ac-
quire the bank and nonbank subsidiaries of C&S/
Sovran. On September 19, 1991, the Board of
Governors of the Federal Reserve System (‘‘the
Board’’) announced that public meetings would be
held in Richmond, Charlotte, Atlanta and Dallas dur-
ing the week of October 7, 1991, to collect information
on the convenience and needs of the communities to
be served by this proposal, including the records of
performance of these institutions under the Commu-
nity Reinvestment Act (‘“‘CRA’’).

The public meeting in Charlotte will be held on
October 9, 1991, at the Federal Reserve Charlotte
Branch Conference Center, 530 East Trade Street,
Charlotte, North Carolina, 28202. The meeting will
begin at 9:00 a.m., E.D.T.

Purpose and Procedures

The purpose of the public meeting is to receive infor-
mation regarding the convenience and needs of the
communities to be served by this proposal, including
the records of performance of NCNB and C&S/Sovran
under the CRA. The CRA requires the appropriate
federal financial supervisory agency to ‘‘assess [an]
institution’s record of meeting the credit needs of its
entire community, including low- and moderate-income
neighborhoods, consistent with the safe and sound
operation of [the] institution.”” 12 U.S.C. § 2903. The
Board, as a federal financial supervisory agency, is
required to take this record into account in its evalua-
tion of an application under section 3 of the BHC Act.

The public meeting is to be convened under the
Board’s policy statement regarding informal meetings
in section 262.25(d) of the Board’s Rules (12 C.F.R.
225.25(d)). This policy statement provides that the
purpose of a public meeting is to elicit information, to
clarify factual issues related to an application, and to
provide testimony. In contrast to a formal adminis-
trative hearing, the rules for taking evidence in an
administrative proceeding will not apply to this pub-
lic meeting. In conducting the public meeting, the
Presiding Officer will have the authority and discre-
tion to ensure that the meeting proceeds in a fair and
orderly manner. Individuals or groups may be repre-
sented by counsel. The public meeting will be tran-
scribed and information regarding procedures for
obtaining a copy of the transcript will be announced
at the public meeting.

The Board’s announcement specified that all per-
sons wishing to appear at the public meeting should
submit a written request not later than September 27,
1991, containing a brief statement of the nature of the
expected testimony and the estimated time required
for the presentation, to William W. Wiles, Secretary of
the Board, Board of Governors of the Federal Reserve
System, 20th Street and Constitution Avenue, N.W.,
Washington, D.C. (telefax: (202)728-5850). On the
basis of these requests, the Presiding Officer will
prepare a schedule for persons wishing to appear at a
later date. Persons not listed on the schedule may be
permitted to speak at the public meeting at the discre-
tion of the Presiding Officer if time permits at the
conclusion of the schedule of witnesses.

Copies of testimony may, but need not, be filed with
the Presiding Officer before a person’s presentation.
To the extent available, translators will be provided to
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persons wishing to present their views in a language
other than English if they so request to the Presiding
Officer not later than September 30, 1991.

Testimony at the public meeting will be presented to
a panel consisting of the Presiding Officer, Glenn E.
Loney, Assistant Director of the Division of Con-
sumer and Community Affairs, Federal Reserve
Board; Irene S. McNulty, Program Manager, Compli-
ance, Division of Consumer and Community Affairs,
Federal Reserve Board; Scott G. Alvarez, Associate

General Counsel of the Legal Division, Federal Re-
serve Board; and Fred L. Bagwell, Vice President,
Federal Reserve Bank of Richmond. These panel
members may question witnesses, but no cross-exam-
ination of witnesses will be permitted.

By order of the Presiding Officer,
September 24, 1991.

effective

GLENN E. LoNEY
Presiding Officer

ORDERS ISSUED UNDER THE FINANCIAL INSTITUTIONS REFORM, RECOVERY, AND ENFORCEMENT

ACT (*‘FIRREA ORDERS”’)

Recent orders have been issued by the Staff Director of the Division of Banking Supervision and Regulation and the
General Counsel of the Board as listed below. Copies are available upon request to the Freedom of Information

Office, Office of the Secretary, Board of Governors of the Federal Reserve System, Washington, D.C. 20551.

Bank Holding Company

Acquired
Thrift

Surviving
Bank(s)

Approval
Date

BB&T Financial Corporation,
Wilson, North Carolina

First Commercial Corporation,
Little Rock, Arkansas

First of America Bank
Corporation,
Kalamazoo, Michigan

Simmons First National
Corporation,
Pine Bluff, Arkansas

Southern National Corporation,
Lumberton, North Carolina

Southern National Corporation,
Lumberton, North Carolina

Gate City Bank,
Greensboro, North
Carolina

Albemarle Bank,
Elizabeth City, North
Carolina

Savers Savings
Association, FS&LA,
Little Rock, Arkansas
(Geyer Springs, Park
Hill, Indian Hills,
Benton and Conway
Branches)

Home Federal Savings
Bank, F.A.,
Waukegan, Illinois

Savers Savings
Association, FS&LA,
Little Rock, Arkansas
(Pine Bluff Catalpa
Branch)

Preferred Savings Bank,
F.S.B.

High Point, North
Carolina

Southeastern Federal
Savings Bank,
Yadkinville, North
Carolina

Branch Banking and
Trust Company,
Wilson, North
Carolina

First Commercial
Bank, N.A.,
Little Rock, Arkansas
Benton State Bank,
Benton, Arkansas
First National Bank of
Conway,
Conway, Arkansas
First America
Bank-Northeast
Illinois, N.A.,
Libertyville, Illinois
Simmons First
National Bank,
Pine Bluff, Arkansas

Southern National
Bank of North
Carolina,
Lumberton, North
Carolina

Southern National
Bank of North
Carolina,
Lumberton, North
Carolina

August 23, 1991

September 20, 1991

September 13, 1991

September 20, 1991

September 27, 1991

September 20, 1991
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APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT

By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon
request to the Freedom of Information Office, Office of the Secretary, Board of Governors of the Federal Reserve

System, Washington, D.C. 20551.

Section 3

Applicant(s)

Bank(s)

Effective
Date

Michigan National Corporation,
Farmington Hills, Michigan

Section 4

Lockwood Banc Group, Inc.,
Houston, Texas

September S, 1991

Applicant(s)

Bank(s)

Effective
Date

First Commercial Corporation,
Little Rock, Arkansas

First of America Bank Corporation,
Kalamazoo, Michigan

Simmons First National Corporation,
Pine Bluff, Arkansas

Southern National Corporation,
Lumberton, North Carolina
Southern National Corporation,
Lumberton, North Carolina

First Savers Oakar Thrift, F.A.,
Little Rock, Arkansas

First Benton Thrift, F.A.,
Little Rock, Arkansas

First Conway Thrift, F.A.,
Little Rock, Arkansas

First of America Federal Interim
Savings Bank,
Waukegan, Illinois

Pine Bluff Federal Savings and Loan
Association,
Pine Bluff, Arkansas

PSB Interim Federal Savings Bank,
Lumberton, North Carolina

SNC Interim Federal Savings Bank,
Lumberton, North Carolina

September 20, 1991

September 13, 1991

September 20, 1991

September 27, 1991

September 20, 1991
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APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT

By Federal Reserve Banks

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

request to the Reserve Banks.

Section 3

Applicant(s)

Bank(s)

Reserve
Bank

Effective
Date

AmFirst Bancorporation,
Everett, Washington

Big Bend Bancshares Corp.,
Presidio, Texas

Bon, Inc.,
Moundridge, Kansas
Central Illinois Bancorp, Inc.,
Sidney, Illinois
Commercial BancShares,
Incorporated,

Parkersburg, West Virginia
Community Bancshares, Inc.,
North Wilkesboro, North

Carolina
Community First Bankshares,
Inc.,
Fargo, North Dakota
Exchange Bankshares
Corporation of Kansas,
Atchison, Kansas
First Bancorp, Inc.,
Huron, South Dakota
First Bentonville Bancshares,
Inc.,
Bentonville, Arkansas
First Colonial Bankshares
Corporation,
Chicago, Illinois
First Michigan Bank
Corporation,
Holland, Michigan

First Universal Bancorporation,

Inc.,
Aurora, Colorado
The Fischer Corporation,
Lewiston, Minnesota
Fulton Financial Corporation,
Lancaster, Pennsylvania

American First National
Bank,
Everett, Washington

Rio Bancshares Corporation,
Wilmington, Delaware

First Presidio Bank,
Presidio, Texas

The Hesston State Bank,
Hesston, Kansas

Arrowsmith State Bank,
Arrowsmith, Illinois

The Dime Bank,
Marietta, Ohio

Wilkes National Bank,
North Wilkesboro, North
Carolina

Community First North
Dakota Bankshares, Inc.,
Fargo, North Dakota

First Kansas Bancorp,
Leavenworth, Kansas

First Western Bancorp, Inc.,
Huron, South Dakota

First National Bank,
Bentonville, Arkansas

First Colonial Bank of
McHenry County,
Crystal Lake, Illinois

FMB-Trust and Financial
Services, National
Association,

Holland, Michigan

Bank of the West,
Parker, Colorado

Ostrander Bancshares, Inc.,
Ostrander, Minnesota

Great Valley Savings Bank,
Reading, Pennsylvania

San Francisco

Dallas

Kansas City

Chicago

Richmond

Richmond

Minneapolis

Kansas City

Minneapolis

St. Louis

Chicago

Chicago

Kansas City

Minneapolis

Philadelphia

September 3, 1991

September 9, 1991

September 6, 1991

August 30, 1991

September 19, 1991

September 9, 1991

September 18, 1991

September 9, 1991

August 28, 1991

August 30, 1991

September 11, 1991

September 5, 1991

September 4, 1991

September 16, 1991

September 18, 1991
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Section 3—Continued

. Reserve Effective
Applicant(s) Bank(s) Bank Date
Gifford Bancorp, Inc. Employee  Gifford Bancorp, Inc., Chicago August 29, 1991
Stock Ownership Plan, Gifford, Illinois
Gifford, Illinois
Henderson Citizens Bancshares, Enterprise Bancshares, Inc., Dallas August 26, 1991
Inc., Mount Pleasant, Texas
Henderson, Texas Merchants State Bank,
Mount Enterprise, Texas
Henderson Citizens Delaware
Bancshares, Inc.,
Dover, Delaware
Citizens National Bank of
Henderson,
Henderson, Texas
Henderson Citizens Delaware Citizens National Bank of Dallas August 26, 1991
Bancshares, Inc., Henderson,
Dover, Delaware Henderson, Texas
Miners National Bancorp, Inc., East Penn Bank, Philadelphia September 10, 1991
Pottsville, Pennsylvania Emmaus, Pennsylvania
National Banc of Commerce Wood County Bancorporation, Richmond September 19, 1991
Company, Inc.,
Charleston, West Virginia Parkersburg, West Virginia
National City Corporation, Gem Bank, N.A., Cleveland August 27, 1991
Cleveland, Ohio Dayton, Ohio
NBD Bancorp, Inc., FNW Bancorp, Inc., Chicago August 30, 1991
Detroit, Michigan Mount Prospect, Illinois
Peoples Bancholding Company, Peoples Bank of Lawrence Atlanta August 28, 1991
Inc., County,
Moulton, Alabama Moulton, Alabama
Rio Bancshares Corporation, First Presidio Bank, Dallas September 9, 1991
Wilmington, Delaware Presidio, Texas
River Forest Bancorp, Inc., Aetna Bancorp, Inc., Chicago August 26, 1991
Chicago, Illinois Chicago, Illinois
Teutopolis Holding Co., Teutopolis State Bank, St. Louis September 5, 1991

Teutopolis, Illinois
Timberline Bancshares, Inc.,
Yreka, California
Widmer Oil Company, Inc.,
Salisbury, Missouri
Wiregrass Bancorporation, Inc.,
Ashford, Alabama

Teutopolis, Illinois
Timberline Community Bank,
Yreka, California
Widmer Bancshares, Inc.,
Salisbury, Missouri
Barbour County Bank,
Clayton, Alabama

San Francisco
Kansas City

Atlanta

August 30, 1991
September 6, 1991

September 16, 1991
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Section 4
Applicant(s) Nonbanking Reserve Effective
Activity/Company Bank Date
Citizens National Bancshares of Border Federal Savings St. Louis August 30, 1991
Hope, Inc., and Loan Association,
Hope, Arkansas Hope, Arkansas
CNBC Bancorp, Inc., Fort Dearborn Federal Chicago August 26, 1991
Chicago, Illinois Savings and Loan
Association,
Chicago, Illinois
Liberty National Bancorp, Inc., Liberty Investment St. Louis August 28, 1991
Louisville, Kentucky Services, Inc.,
Louisville, Kentucky
NBD Bancorp, Inc., First Fidelity Trust, N.A., Chicago August 27, 1991
Detroit, Michigan Boca Raton, Florida
NBD Bancorp, Inc., FNW Capital, Inc., Chicago August 30, 1991
Detroit, Michigan Mount Prospect, Illinois
NBD Illinois, Inc.,
Park Ridge, Illinois
Norwest Corporation, Norwest Bank Wisconsin  Minneapolis August 23, 1991
Minneapolis, Minnesota East Central,
Sheboygan, Wisconsin
Seaway Bancshares, Inc., Seaway Investment Chicago September 9, 1991
Chicago, Illinois Management Company,
Chicago, Illinois
Terrapin Bancorp, Inc., general insurance Chicago August 27, 1991
Elizabeth, Illinois activities
APPLICATIONS APPROVED UNDER BANK MERGER ACT
. Reserve Effective
Applicant(s) Bank(s) Bank Date
Aliant National Corporation, First National Bank of Atlanta August 30, 1991
Alexander City, Alabama Alexander City,
Alexander City,
Alabama
Bank of Shawsville, Bank of Speedwell, Richmond September 6, 1991
Shawsville, Virginia Incorporated,
Wytheville, Virginia
Trustco Bank New York, Home & City Savings New York August 30, 1991

Schenectady, New York

Bank,
Albany, New York
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PENDING CASES INVOLVING THE BOARD OF
GOVERNORS

This list of pending cases does not include suits
against the Federal Reserve Banks in which the Board
of Governors is not named a party.

Board of Governors v. Kemal Shoaib, No. CV 91-5152
(C.D. California, filed September 24, 1991). Action
to freeze assets of individual pending administrative
adjudication of civil money penalty assessment by
the Board. On September 25, the court issued an
order temporarily restraining the transfer or dispo-
sition of the individual’s assets.

Board of Governors v. Ghaith R. Pharaon, No. 91-
CIV-6250 (S.D. New York, filed September 17,
1991). Action to freeze assets of individual pending
administrative adjudication of civil money penalty
assessment by the Board. On September 17, the
court issued an order temporarily restraining the
transfer or disposition of the individual’s assets.

In re Smouha, No. 91-B-13569 (Bkr. S.D. New York,
filed August 2, 1991). Ancillary proceeding under the
U.S. Bankruptcy Code brought by provisional liqui-
dators of BCCI Holdings (Luxembourg) S.A. and
affiliated companies. On August 15, 1991, the bank-
ruptcy court issued a temporary restraining order
staying certain judicial and administrative actions.

Hanson v. Greenspan, No. 91-1599 (D.D.C., filed
June 28, 1991). Suit for return of funds and financial
instruments allegedly owned by plaintiffs.

Fields v. Board of Governors, No. 3:91CV069 (N.D.
Ohio, filed February S5, 1991). Appeal of denial of
request for information under the Freedom of Infor-
mation Act.

State of Hllinois v. Board of Governors, No. 90-3824
(7th Circuit, appeal filed December 19, 1990). Ap-
peal of injunction restraining the Board from provid-
ing state examination materials in response to a
Congressional subpoena. On November 30, 1990,
the U.S. District Court for the Northern District of
Ilinois issued a preliminary injunction preventing
the Board and the Chicago Reserve Bank from
providing documents relating to the state examina-
tion in response to the subpoena. The House Com-
mittee on Banking, Finance and Urban Affairs ap-
pealed the injunction. On July 25, 1991, the court of
appeals dismissed the appeal as moot.

Citicorp v. Board of Governors, No. 90-4124 (2d
Circuit, filed October 4, 1990). Petition for review of
Board order requiring Citicorp to terminate certain
insurance activities conducted pursuant to Delaware
law by an indirect nonbank subsidiary. On June 10,
1991, the court of appeals granted the petition and
vacated the Board’s order.

Stanley v. Board of Governors, No. 90-3183 (7th
Circuit, filed October 3, 1990). Petition for review of
Board order imposing civil money penalties on five
former bank holding company directors. On August
15, 1991, the court of appeals affirmed the Board’s
order.

Burke v. Board of Governors, No. 90-9509 (10th
Circuit, filed February 27, 1990). Petition for review
of Board orders assessing civil money penalties and
issuing orders of prohibition. On July 31, 1991, the
court of appeals affirmed the Board’s orders.

Kaimowitz v. Board of Governors, No. 90-3067 (11th
Circuit, filed January 23, 1990). Petition for review
of Board order dated December 22, 1989, approving
application by First Union Corporation to acquire
Florida National Banks. On August 27, 1991, the
court of appeals ruled that the petitioner lacked
standing to bring the action.

Consumers Union of U.S., Inc. v. Board of Gover-
nors, No. 90-5186 (D.C. Circuit, filed June 29,
1990). Appeal of District Court decision upholding
amendments to Regulation Z implementing the
Home Equity Loan Consumer Protection Act. On
July 12, 1991, the Court of Appeals affirmed the
majority of district court decision upholding the
Board’s regulations, but remanded two issues to the
Board for further action.

Synovus Financial Corp. v. Board of Governors, No.
89-1394 (D.C. Circuit, filed June 21, 1989). Petition
for review of Board order permitting relocation of a
bank holding company’s national bank subsidiary
from Alabama to Georgia. Awaiting decision.

MCorp v. Board of Governors, No. 89-2816 (5th
Circuit, filed May 2, 1989). Appeal of preliminary
injunction against the Board enjoining pending and
future enforcement actions against a bank holding
company now in bankruptcy. On May 15, 1990, the
Fifth Circuit vacated the district court’s order enjoin-
ing the Board from proceeding with enforcement
actions based on section 23A of the Federal Reserve
Act, but upheld the district court’s order enjoining
such actions based on the Board’s source-of-strength
doctrine. 900 F.2d 852 (5th Cir. 1990). On March 4,
1991, the Supreme Court granted the parties’ cross-
petitions for certiorari, Nos. 90-913, 90-914. Oral
argument is scheduled for October 2, 1991.

MCorp v. Board of Governors, No. CA3-88-2693
(N.D. Texas, filed October 10, 1988). Application
for injunction to set aside temporary cease and
desist orders. Stayed pending outcome of MCorp v.
Board of Governors, 900 F.2d 852 (5th Cir. 1990).

White v. Board of Governors, No. CU-S-88-623-RDF
(D. Nevada, filed July 29, 1988). Age discrimination
complaint. The case was dismissed on August 30,
1991,
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FINAL ENFORCEMENT ORDERS ISSUED BY THE
BOARD OF GOVERNORS

First Exchange Corp.
Cape Girardeau, Missouri

The Federal Reserve Board announced on Septem-
ber 26, 1991, the issuance of Cease and Desist Orders
against First Exchange Corp., Cape Girardeau, Mis-
souri, and its five subsidiary banks. The five subsidiary
banks are: the Jackson Exchange Bank and Trust
Company, Jackson, Missouri; the First Exchange
Bank of Cape Girardeau, Cape Girardeau, Missouri;
the First Exchange Bank of Madison County, Freder-
icktown, Missouri; the First Exchange Bank of St.
Louis, St. Louis, Missouri; and the First Exchange
Bank of North St. Louis County, Florissant, Missouri.

First Potomac Bancorp, Inc.
Vienna, Virginia

The Federal Reserve Board announced on Septem-
ber 6, 1991, the issuance of Cease and Desist Orders
against First Potomac Bancorp, Inc., Vienna, Vir-
ginia, and Sailors and Merchants Bank and Trust,
Vienna, Virginia.

WRITTEN AGREEMENTS APPROVED BY FEDERAL
RESERVE BANKS

Bank of Boston Corporation
Boston, Massachusetts

The Federal Reserve Board announced on Septem-
ber 11, 1991, the execution of a Written Agreement

between the Federal Reserve Bank of Boston and
Bank of Boston Corporation, Boston, Massachu-
setts.

Collinsville Bancorp, Inc.
Collinsville, Oklahoma

The Federal Reserve Board announced on Septem-
ber 26, 1991, the execution of a Written Agreement
between the Federal Reserve Bank of Kansas City and
Collinsville Bancorp, Inc., Collinsville, Oklahoma,
and William S. Flanagan, Jr., President of Collinsville
Bancorp, Inc.

First American Corporation
Washington, D.C.

The Federal Reserve Board announced on Sep-
tember 13, 1991, the execution of a Written Agree-
ment by the Federal Reserve Bank of Richmond
with First American Corporation, Washington, D.C.,
and First American Bankshares, Inc., Washington,
D.C.

First Cumberland Bank
Madison, Tennessee

The Federal Reserve Board announced on Septem-
ber 17, 1991, the execution of a Written Agreement
among the Federal Reserve Bank of Atlanta, the First
Cumberland Bank, Madison, Tennessee, and the
Commissioner of Financial Institutions of the State of
Tennessee, Nashville, Tennessee.
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Money Stock and Bank Credit A3’ .

1.10 RESERVES, MONEY STOCK, LIQUID ASSETS, AND DEBT MEASURES

Percent annual rate of change, seasonally adjusted!

1990 1991 1991
Monetary and credit aggregate
Q3 Q4 Q1 Q2 Apr. May June July Avg.
Reserves of depository institutions*
) L N -5 3.9 9.2 34 —4.1 16.4 8.6 1.9 11.7
2 Required .. -5 1.7 4.7 9.3 —.6 16.7 9.4" 4.5 7.5
3 Nonborrowed ., 38 7.8 9.1 38 -39 14.7 7.8 -4.4 8.0
4 Monetary base? 9.1 9.9 14.5 3.9 -1.5 34 38 5.5 9.1
Concepts of money, liguid assets, and debt*
S ML e e e 37 34 5.9 7.3 -13 13.5 9.6 1.8 9.1
6 M2, 3.0 2.0 34 4.8 3.00 4.6" 1.7° -3.9 Ki]
T M 1.6 .9 4.0 1.9° 7 7 -2.0 -5.4 -14
B L i e s 1.9 1.8° 3.2 —2.4" -1.9 -5.1" 6.0° 1.0 n.a.
9 Dbl .t e e e e 7.07 5.7 4.5" kv 1.5 4.9 5.1" 5.1 n.a.
Nantrgnsnction components
10 IN M2 L 2.8 1.6° 2.7 3.9 4.4 1.6° — .8 =58 -3.1
1 InM3onlyS. ..o -3.9 -3.6" 6.5 —-10.5° -9.2° -15.7" ~18.1" ~12.4" -7.9
Time and savings deposits
Commercial banks
120 SAVINES . .ovvittt it e e e 5.9 5.2 10.2 16.3 17.5° 4.9 21.0 13.9 17.1
13 MMDAs. ... 8.2 3.5 6.1 16.8 15.1 18.6 13.8 10.4 6.5
14 Small time’ , . 15.5 1.5 8.8 -1.7 -7.3 -5.8 1.0 ~1.6° 7.8
15 Largetimedd. .. o o -2.2 -8.5 12.0 3 —4.2 2.4 -3.9 -13.6" -9.1
Thrift institutions
16 SAVINGS ...\ttt e -33 -7.3 -.5 16.6 20.7 18.1 11.4 7.5¢ 9.6
17 MMDAs. ... =17 -7.2 -9 21.2 23.0 30.7 123 14.0 —8.6
18 Small time ,. -11.0 -8.6 -9.8 -13.7 -9.6 -14.9 -26.5 -22.1 -28.3
19 Large time® -27.3 -26.3 -31.9 —-35.1 -30.1 —46.3 —42.4 —-38.1 —47.9
Money market mutual funds
20 General purpose and broker-dealer 10.0 9.8 18.2 6.7 2.3 3.0 -2.6 —-16.1 -22.0
21 InSttUtion-only ........coiniieiiiinnniiicieiinraranes 21.6 0.4 49.9 23.0 30.4 4.9 ~-23. -12.6 25.4
Debt componems4
22 Federal. . ...vurriiieiiiniit e i 14.4 11.6 2.0 5.7 -3.2" 10.5° 14.9 11.8 n.a.
23 NONFEdEral. . ..\t see e ettt ciaiie e eeeeeeies AT 3.8 1 3.0 3.0 . 2.07 2.8 n.a.

1. Unless otherwise noted, rates of change are calculated from average
amounts outstanding during preceding month or guarter.

2. Figures incorporate adjustments for discontinuities associated with regula-
tory changes in reserve requirements. (See also table 1,20.)

3. Seasonally agd'usted, break-adjusted monetary base consists of (1) season-

offices in the United Kingdom and Canada, and (3) balances in both taxable and
tax-exempt, institution-only money market funds. Excludes amounts held by
depository institutions, the U.S, government, money market funds, and foreign
banks and official institutions, Also excluded is the estimated amount of overnight
R‘lfs ang Eurodollars held by institution-only money market funds. Seasonally

ﬂ.lly adjusted, break-adjusted total reserves (line 1), plus (2) the 1ly
d d currency p of the money stock, plus (3) (for all quarteri
reporters on the ‘‘Report of Transaction Accounts, Other Deposits and Vauﬁ
Cash” and for all weeklfi' reporters whose vault cash exceeds their required
reserves) the seasonally adjusted, break-adjusted difference between current vault
cash and the amount applied to satisfy current reserve requirements.
4. Composition of the money stock measures and debt is as follows:

M1: (1) currency outside the Treasury, Federal Reserve Banks, and the vaults
of depository institutions; (2) travelers checks of nonbank issuers; (3) demand
deposits at all commercial banks other than those due to depository institutions,
the U.S. government, and foreign banks and official institutions, less cash items in
the process of collection and Federal Reserve float; and (4) other checkable
deposits (OCDs), consisting of negotiable order of withdrawal (NOW) and
automatic transfer service (ATS) accounts at depository institutions, credit union
share draft accounts, and demand deposits at thrift institutions. Seasonally

djusted is computed ing currency, travelers checks, demand
deposits, and OCDs, each seasonally adjusted separately.

2: M1 plus (1) overnight (and continuing-contract) repurchase agreements
(RPs) issued by all depository institutions and overnight Eurodollars issued to
U.S. residents by foreign branches of U.S. banks worldwide, (2) money market
deposit accounts (MMDAs), (3) savings and small time deposits (time deposits—
including retail repurchase agreements (RPs)—in amounts of less than $100,000),
and (4) balances in both taxable and tax-exempt general- purpose and broker-
dealer money market funds. Excludes individual retirement accounts (IRAs) and
Keogh balances at depository institutions and money market funds, Also excludes
all balances held by U.S. commercial banks, money market funds (general
purpose and broker-dealer), foreign governments and commercial banks, and the
U.S. government. Seasona]lz; adjusted M2 is computed by adjusting its non-M1
component as a whole and then adding this result to seasonally adjusted M1.

M3; M2 plus (1) large time deposits and term RP liabilities (in amounts of
$100,000 or more) issued by all depository institutions, (2) term Eurodollars held
by U.S. residents at foreign branches of U.S. banks worldwide and at all banking

M3 is computed by adjusting its non-M2 component as a whole and then
adding this result to seasonally adjusted M2.

L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term
Treasury securities, commercial paper, and bankers acceptances, net of money
market fund holdings of these assets, S lly adj L is c d
summing U.S. savings bonds, short-term Treasury securities, commercial paper,
and bankers accep , each Hy adjusted separately, and then adding
this result to M3.

Debt: Debt of domestic nonfinancial sectors consists of outstanding credit-
market debt of the U.S. government, state and local governments, and private
nonfinancial sectors. Private debt consists of corporate bonds, mortgages, con-
sumer credit (including bank loans), other bank loans, commercial paper, bankers
acceptances, and other debt instruments. Data are derived from the Federal
Reserve Board's flow of funds accounts. Data on debt of domestic nonfinancial
sectors are monthly averages, derived by averaging adjacent month-end levels.
Growth rates for debt reflect adjustments for discontinuities over time in the levels
of debt presented in other tables.

5. Sum of (1) overnight RPs and Eurodollars, (2) money market fund balances
ageneral purpose and broker-dealer), (3} MMDAS, and (4) savings and small time

eposits.

6. Sum of (1) large time deposits, (2) term RPs, (3) term Eurodollars of U.S.
residents, and (4) money market fund balances (institution-only), less (5) a
consolidation adjustment that represents the estimated amount of overnight RPs
and Eurodollars held by institution-only money market funds. This sum is
seasonally adjusted as a whole,

7. Small time deposits—including retail RPs—are those issued in amounts of
less than $100,000. All IRA and Keogh account balances at commercial banks and
thrift institutions are subtracted from small time deposits.

8. Large time deposits are those issued in amounts of $100,000 or more,
excluding those booked at international banking facilities.

9. Large time deposits at commercial banks less those held by money market
funds, depository institutions, and foreign banks and official institutions.
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1.11 RESERVES OF DEPOSITORY INSTITUTIONS AND RESERVE BANK CREDIT !
Millions of dollars

Mo"&g}f;“g’;&?gfs of Weekly averages of daily figures for week ending
Factor 1991 1991
June July Aug. July 17 July 24 July 31 Aug. 7 Aug. 14 | Aug. 21 Aug. 28
SuPPLYING RESERVE FUNDs
1 Reserve Bank credit outstandsng .......... 291,288 | 294,061 292,833 | 294,025 292,545 | 291,567 293,807 | 293,465 292,201 291,775
U.S. government securities
2 Bought outright-system account ....... 247,135 | 249,075 251,794 | 249,038 | 250,830 | 249,318 | 249,765 251,684 | 251,495 | 252,922
3 Held under repurchase agreements . ... 527 2,766 543 2,623 0 [ 1,202 0 628 577
Federal agency obligations
4 Bought outright ..................... 6,213 6,196 6,159 6,213 6,190 6,159 6,159 6,159 6,159 6,159
5 Held under repurchase agreements . ... 98 241 17 190 0 0 19 0 29 28
6 Acceptances ...............oiieiiinns 0 0 0 0 0 0 0 0 0 0
Loans to depository institutions
7 Adjustment credit ........... ... 201 88 205 145 146 32 673 11 127 53
8 Seasonal credit ....... 222 320 33 300 339 362 340 322 337 337
9 Extended credit .. .. 7 45 297 3 4 186 190 269 293 369
10 Float......cooovvvniinnns 402 474 335 405 349 630 220 425 579 278
11 Other Federal Reserve assets ........... 36,481 34,856 33,151 35,109 34,686 34,880 35,240 34,595 32,555 31,051
12 GOl SIOCK .. oo vvivnr i iienens 11,060 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062 1],062
13 Special drawing rights certificate account .. 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
14 Treasury currency outstanding ............ 20,723 20,769 20,810 20,767 20,775 20,783 20,793 20,803 20,813 20,823

ABSORBING RESERVE FUNDS

15 Currency in circulation ...

16 Treasury cash holdings

Deposits, other than reserve balances, with
Federal Reserve Banks

290,896 | 293,560 | 293,864 | 294,311 292,888 | 292,278 | 293,357 | 294,248 | 294,004 | 293,428
623 615 610 621 613 606 614 611 612 608

17 Treasury ...........oocievieviiiionnes 6,428 6614 5,644 6,646 6,033 6,470 5,808 6,028 5,138 5,196
18 Foreign .........coccvviviiiiiiiniiins 228 242 233 229 21 239 198 218 265 245
19 Service-related balances and
adjustments ...........cooviiiinnn 3,194 3,239 3,307 3,144 3,316 3,260 3,314 3,301 3,278 3,294
20 Other .......vcovvvureriiriiniiienins 210 219 202 287 192 213 183 185 212 221
21 Other Federal Reserve liabilities and
capital ... 8,288 7,812 8,282 7,912 7,909 8,006 8,498 8,230 8,100 8,154
22 Reserve balances w;'th Federal
Reserve Banks® ..................... 23,223 23,609 22,580 22,721 23,227 22,357 23,709 22,527 22,487 22,533
End-of-month figures Wednesday figures
1991 1991
June July Aug. July 17 July 24 July 31 Aug. 7 Aug. 14 | Aug. 21 Aug. 28

SUPPLYING RESERVE FUNDS

1 Reserve Bank credit outslanding .......... 291,795 293,653 293,306 | 293,558 | 290,994 | 293,653 301,750 | 292,206 | 295,215 291,775
U.S. government securities
2 Bought outright-system account ....... 247,484 | 250,978 | 254,959 | 250,225 249,177 | 250,978 | 249,574 249,630 | 254,317 | 252,922
3 Held under repurchase agreements . ... 962 0 0 682 0 0 5,205 0 0 577
Federal agency obligations
4 Bought outright .,......c.covvviunas 6,213 6,159 6,159 6,213 6,159 6,159 6,159 6,159 6,159 6,159
5 Held under repurchase agreements . ... 477 0 Q 150 0 0 74 [} 0 28
6 ACCEPIANCES.........ovvrerinnrniiisnss 0 0 0 0 0 0 0 0 0 0
Loans to depository institutions
7 Adjustment credit 1,182 85 97 33 81 85 4,443 7 797 53
8 Seasonal credit ....... 290 359 305 316 357 359 327 328 348 337
9 Extended credit ...... 7 130 443 2 6 130 124 236 226 369
10 Float.......ooovvvennnnnnn o 433 900 48 962 420 900 381 1,230 849 278
11 Other Federal Reserve assets 34,747 35,043 31,296 34,975 34,793 35,043 35,462 34,617 32,520 31,051
12 Gold stock ...vvvviiiiiiiiiiiii e 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062
13 Special drawing rights certificate account .. 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
14 Treasury currency outstanding ............ 20,752 20,783 20,833 20,767 20,775 20,783 20,793 20,803 20,813 20,823

ABSORBING RESERVE FUNDS

15 Currency in circulation .................. 291,563 | 292,596 | 294,884 | 293,659 | 292,497 292,596 | 293,898 294,305 293,864 | 293,428

16 Treasury cash holdings .................. 613 605 605 621 606 605 610 612 608 608

Deposits, other than reserve balances, with
Federal Reserve Banks

17 Treasury 11,822 5,831 6,745 7,111 4,644 5,831 7,435 4,964 5,164 5,196
18  Foreign 224 314 256 219 200 314 203 282 266 245
19  Service-related balances and
adjustments ...... 3,283 3,260 3,412 3,144 3,316 3,260 3,34 3,301 3,278 3,294
20 Other ......ovvviinrevieinieriiansnn 213 212 219 232 174 212 185 190 199 221
21 Other Federal Reserve liabilities and
capital ... 7,082 8165 8,729 7,633 7,758 8,165 8,057 8,072 7.900 8,154
22 Reserve balances w]i!h Federal
Reserve Banks® ...............cc000s 18,826 24,533 20,370 22,787 23,655 24,533 29,921 22,363 25,829 22,533
1. For amounts of cash held as reserves, see table 1.12. Components may not scheduled to be bought back under matched sale-purchase transactions.
sum to totals because of rounding,. 3. Excludes required clearing balances and adjustments to compensate for
2. Includes securities loaned—fully guaranteed by U.S. government securities float.

pledged with Federal Reserve Banks—and excludes any securities sold and



Money Stock and Bank Credit AS
1.12 RESERVES AND BORROWINGS Depository Institutions’
Millions of dollars
Prorated monthly averages of biweekly averages
Reserve classification 1988 1989 1990 1991
Dec Dec Dec Feb. Mar Apr. May June July® Aug.
1 Reserve balancejs with Reserve Banks? ......... 37,837 35,436 30,237 19,827 21,734 23,508 22,287 23,685 23,271 22,809
2 Total vaultcash® ., .............ccoviinen, 28,204 29,822 31,777 33,477 30,895" 30,556 30,720 30,524 31,322 31,779
3 Applied vault cash FEERTEREPRTRRTERRRRRR PRy B 27,374 28,884 28,724 26,853 26,793 26,776 26,722 27,389 27,798
4 Surplusvaultcash’..................... ..., 2,295 2,448 2,893 4,753 ,043 3,764" 944 3,801 3,933 3,981
S Total TESeIVes”. ... . vvive vt iiiiien s 63,746 62,810 59,120 48,551 48,586 50,301 49,063 50,407 0,660 50,607
6 Requiredreserves ...................... P ,699 61,887" 57,456 46,743 47,407 49,270 48,033 49,399 49,754 49,522
7  Excess reserve balances at Reserve Banks’ ... 047 923" 1,664" 1,808" 1,179 1,031° 1,030 1,008 906 1,085
8 Total borrowings at Reserve Banks®............ 1,716 265 326 252 241 231 303 340 607 764
9  Seasonal bomngings ........................ 130 84 76 37 55 79 151 222 317 331
10 Extendedcredit’ .................. ... 1,244 20 23 34 53 86 88 8 46 300
Biweekly averages of daily figures for weeks ending
1991
May 1 May 1S | May29 | June 12 | June 26 | July 10 | July 24 Aug 7" | Aug. 21 | Sept. 4
1 Reserve balancejs with Reserve Banks? ......... 23,061 22,907 21,363 24,027 23,344 23,853 22,977 23,029 22,508 23,074
2 Total vault cash T CRER TR T E PP PT R 30,706 | 30,3417 | 31,234" 29,787 30,926 31,327 31,351 31,257 32,499 31,137
3 Appliedvaultcash®,............ ..., 26,781 26,532 27,114 26,115 27,048 27,404 27,456 27,234 28,469 27,254
4 Surplusvaultcash’......................... 3,925° ,809 4,120" 3,672 3,878 3,923 3,895 4,023 4,030 3,883
5 Total reserves’. .......ooviiivriiiin e, 49,842 49,438 48,477 50,142 50,392 51,256 50,433 50,262 50,977 50,328
6 Requiredreserves...................... g ,644" 48,469 47,357° 49,411 49,110 50,375% 49,492° 49,393 49,917 49,059
7  Excess reserve balances at Reserve Banks’ ... 1,199" 970 11217 731 1,282 882 2417 870 ,061 1,269
8 Total borrowings at Reserve Banks®............ 244 314 299 283 314 601 469 892 679 795
9  Seasonal borro%ings ....................... 92 138 165 176 242 2%0 320 351 330 320
10 Extendedcredit”’ ........................... 103 128 59 9 8 5 4 188 281 406

1. Data in this table also appear in the Board's H.3 (502) weekly statistical
release. For ordering address, see inside front cover. Components may not sum to
totals because of rounding.

2. Excludes required clearing balances and adjustments to compensate for float
and includes other off-balance-sheet ‘‘as-of”’ adjustments.

3. Total “‘lagged’’ vault cash held by depository institutions subject to reserve
reguirements. Dates refer to the maintenance periods during which the vault cash
can be used to satisfy reserve requi ts. Under cc raneous reserve
requirements, maintenance periods end thirty days after the lagged computation
periods during which the balances are held.

4. All vault cash held during the lagged computation Eeriod by *‘bound”
institutions (that is, those whose required reserves exceed their vault cash) plus
the amount of vault cash applied during the maintenance period by ‘'nonbound”

institutions (that is, those whose vault cash exceeds their required reserves) to
satisfy current reserve requirements.

S. Total vault cash (line 2) less applied vault cash (line 3).

(1'6. gl)eserve balances with Federalﬁleserve Banks (line 1) plus applied vault cash
ine 3).

7. Total reserves (line 5) less required reserves (line 6).

8. Also includes adjustment credit,

9. Extended credit consists of borrowing at the discount window under the
terms and conditions established for the extended credit program to help
depository institutions deal with sustained liquidity pressures. Because there is
not the same need to repay such borrowing promptly as there is with traditional
short-term adjustment credit, the money market impact of extended credit is
similar to that of nonborrowed reserves.
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1.13 SELECTED BORROWINGS IN IMMEDIATELY AVAILABLE FUNDS Large Banks'

Millions of dollars, averages of daily figures

1991, week ending Monday

Source and maturity
Mar. 4 Mar. 11 Mar. 18 | Mar. 25 Apr. 1 Apr. 8 Apr. 15 Apr. 22 Apr. 29

Federal funds purchased, repurchase agreements, and
other selected borrowings
From commercial banks in the United States
I For one day or under continuing contract ............ 80,759 79,628 75,762 68,931 71,048 81,372 80,513 73,405 67,102
2  Forall othermaturities .............ocoiiiiiinennns 15,491 16,159 17,951 17,530 17,436 16,378 15,935 15,363 15,092
From other depository institutions, foreign banks and
official institutions, and U.S. government agencies
3 For one day or under continuing contract. ............ 31,090 30,565 27,997 31,312 29,035 31,718 28,875 28,319 30,267
4 Forall other maturities . .............coovvuinvnnens 20,826 20,988 21,676 21,386 20,783 20,730 21,869 20,716 20,308

Repurchase agreements on U.S. government and federal
agency securities . »
Brokers and nonbank dealers in securities

5  For one day or under continuing contract............. 10,522 10,881 10,781 11,007 8,015 12,995 10,730 10,097 9,754

6 For all other maturities ...................co0vvinniis 17,441 17,643 18,006 17,847 18,183 18,620 19,320 18,400 18,149
All other customers

7  For one day or under continuing contract............. 24,972 23,766 24,677 24,147 22,908 25,150 24,029 23,555 23,289

8 Forall other maturities . ..............cooovvivins 11,340 11,584 11,888 11,983 12,587 10,903 11,167 10,924 11,846

Memo: Federal funds loans and resale agreements in
immediately available funds in maturities of one day
or under continuing contract

9 To commercial banks in the Unilted States .............. 46,140 42,822 41,746 39,240 41,515 44,681 43,902 40,273 36,352

10 To all other specified customers® ...................... 21,409 17,879 20,324 17,401 15,289 17,841 20,559 17,148 15,832
1. Banks with assets of $4 billion or more as of Dec. 31, 1988. 2. Brokers and nonbank dealers in securities, other depository institutions,
Data in this table also appear in the Board's H.5 (507) weekly statistical release. foreign banks and official institutions, and U.S. government agencies.

For ordering address, see inside front cover.



1.14 FEDERAL RESERVE BANK INTEREST RATES

Percent per year

Policy Instruments A7

Current and previous levels

42
Adjustment credit Extended credit
an
!
Federal Rl:serve seasonal credit First 30 days of borrowing After 30 days of borrowing’
Ban
On Effective Previous On Effective Previous On Effective Previous :
9/27/91 date rate 92791 date rate 927191 date rate Effective date
Boston.......... 5 9/13/91 5.5 5 9/13/91 55 6.0 9/19/91 6.10 9/5/91
New York ...... 9/13/91 9/13/91 9/19/91 9/5/91
Philadelphia... ... 9/13/91 9/13/91 9/19/91 9/5/91
Cleveland . .. 9/13/91 9/13/91 9/19/91 9/5/91
Richmond . .. 9/13/91 9/13/91 9/19/91 9/5/91
Atlanta ......... 9/13/91 9/13/91 9/19/91 9/5/91
Chicago......... 9/13/91 9/13/91 9/19/91 9/5/91
St. Louis........ 9/17/91 9/17/91 9/19/91 9/5/91
Minneapolis . . ... 9/13/91 9/1391 9/19/91 9/5/91
Kansas City..... 9/13/91 9/13/91 9/19/91 9/5/91
Dallas .......... 9/13/91 9/13/91 9/19/91 9/5/91
San Francisco ... 5 9/13/91 5.5 S 9/13/91 5.5 6.0 9/1991 6.10 9/5/91
Range of rates for adjustment credit in recent years*
Rlangle) (or F.Rl.( R]angf-) {or ll;Rk Rlanglc) (or ng
: evel)— Ban| : evel)— an! : evel)— an!
Effective date ALER. of Effective date AllFR. of Effective date AllFR of
Banks N.Y Banks N.Y. Banks NY.
In effect Dec. 31, 1977........ 6 6 1981—May 5 ............. 13-14 14 1985—May 20 .............. 7.5-8 7.5
1978—Jan. 9 .............. 6-6.5 6.5 4 14 24 ... 7.5 7.5
20 ... 6.5 6.5 13-14 13
May 11 .............. 6.5-7 7 3 13 1986—Mar. 7............... 7-7.5 7
2. 7 7 12 12 10,0000 7 7
July 3.l 7-7.25 7.25 Apr. 21 ... 6.5-7 6.5
0.0 7.25 7.25 | 1982—July 20 .............. 11.5-12 11.5 July 1., 6 6
Aug. 21 .. ...l 7.75 7.75 23 .. 1.5 1.5 Aug. 21 ...l 5.5-6 5.5
Sept. 8 8 Aug. 2 .. 11-11.5 3 22 5.5 5.5
Oct. 8.5 3. 11 i1
8.5 16 .. 10.5 10.5 1987—Sept. 4.... ...l 5.5-6 6
Nov. 9.5 27 .. 10-10.5 10 | N 6 6
9.5 30.. 0 10
Oct. 12 .. 9.5-10 9.5 1988—Aug. 9 .............. 6-6.5 6.5
1979—July 10 13 9.5 9.5 | ) N 6.5 6.5
Aug. 10.5 Nov. 22 9-9.5 9
10.5 26 9 9 1989—Feb. 24 .............. 6.5-7 7
Sept. 11 Dec. 14 8.5-9 9 27 7
11 8.5-9 8.5
Oct. 12 8.5 8.5 1990—Dec. 6.5 6.5
12
8.5-9 9 1991—Feb. 6-6.5 6
1980—Feb. 13 9 9 6 6
13 8.5-9 8.5 Apr. 5.5-6 5.5
May 13 8.5 8.5 May 55 5.5
12 8 8 Sept 5-5.5 5
June 11 Sept 5 5
11
July 10 In effect Sept. 27, 1991 ....... 5 5
10
Sept. 11
Nov. 12
Dec. 13

1. Adjustment credit is available on a short-term basis to help depository
institutions meet temporary needs for funds that cannot be met through reason-
able alternative sources. The highest rate established for ioans to deposito
institutions may be charged on adjustment-credit loans of unusual size that result
from a major operating problem at the borrower’s facility.

Seasonal credit is available to help smaller depository institutions meet regular,
seasonal needs for funds that cannot be met through special industry lenders and
tha‘iit ]arise from a combination of expected patterns of movement in their deposits
ang Joans.

2. Extended credit is available to depository institutions when similar assist-
ance is not reasonably available from other sources, when exceptional circum-
stances or practices involve only a particular institution, or when an institution is
experiencing difficulties adjusting to changing market conditions over a longer
period of time. .

3. For extended-credit loans outstanding more than thirty days, a flexible rate
somewhat above rates on market sources of funds ordinarily is charged, but in no
case is the rate charged less than the basic discount rate plus 50 basis points. The

flexible rate is reestablished on the first business day of each two-week reserve
maintenance period. At the discretion of the Federal Reserve Bank, the time
period for which the basic discount rate is applied may be shortened.

4. For earlier data, sec the following publications of the Board of Governors:
Banking and Monetary Statistics, 1914-1941, and 1941-1970; and the Annual
Statistical Digest, 1970-1979.

In 1980 and 1981, the Federal Reserve applied a surcharge to short-term
adjustment-credit borrowings by institutions with deposits of $500 million or more
that had borrowed in successive weeks or in more than four weeks in a calendar
quarter. A 3 percent surcharge was in effect from Mar. 17, 1980, through May 7,
1980. There was no surcharge until Nov, 17, 1980, when a 2 percent surcharge was
adopted; the surcharge was subsequently raised to 3 percent on Dec. 5, 1980, and
to 4 percent on May 5, 1981. The surcharge was reduced to 3 percent effective
Sept. 22, 1981, and to 2 percent effective Oct. 12, 1981. As of Oct. 1, 1981, the
formula for applying the surcharge was changed from a calendar quarter to a
moving thirteen week period. The surcharge was eliminated on Nov. 17, 1981.
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1.15 RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS!

Requirements
Type of deposit?
P:;:gx;:tgf Effective date
Ner transaction accounts®
1 $0million-$41. 1 million. ... 3 12/18/90
2 Morethan $41.1 millIoN ... ..o oo e e e 12 12/18/90
3 Nonpersonal Ime dePoSIts® . ... ... ... it ie ettt et ettt e et e e 0 12/27/90
4 Eurocurrency Habilies® ... ... ... .o i ittt it e e a et ia e e e, 0 12/27/90

1. Required reserves must be held in the form either of deposits with Federal
Reserve Banks or vault cash. Nonmember institutions may maintain reserve
balances with a Federal Reserve Bank indirectly on a pass-through basis with
certain approved institutions, For previous reserve requirements, see earlier
editions of the Annual Report or the Federal Reserve Bulletin. Under provisions
of the Monetary Control Act, depository institutions include commercial banks,
mutual savings banks, savings and loan associations, credit unions, agencies and
branches of foreign banks, and Edge corporations.

2. The Gam—Sgt Germain Depository Institutions Act of 1982 (Public Law
97-320) requires that $2 million of reservable liabilities of each depository
institution be subject to a zero percent reserve requirement, The Board is to adjust
the amount of reservable liabilities subject to this zero percent reserve require-
ment each year for the succeeding calendar year by 80 percent of the percentage
increase in the total reservable liabilities of all depository institutions, measured
on an annual basis as of June 30. No corresponding adjustment is to be made in
the event of a decrease. On Dec. 20, 1988, the exemption was raised from $3.2
million to $3.4 million. In determining the reserve requi of depository
institutions, the exemption applies in the followinf order: (1) net negotiable order
of withdrawal (NOW) accounts (NOW accounts less allowable deductions); and
(2) net other transaction accounts. The exemption applies only to accounts that
would be subject 10 a 3 percent reserve requirement.

3. Transaction ac lud against which the account holder is

t alld
permitted to make withdrawals by negotiable or transferable instruments, pay-
ment orders of withdrawal, and telephone and preauthorized transfers in excess of

three per month for the purpose of making payments to third persons or others.
However, money market deposit accounts (MMDAS) and similar accounts subject
to the rules that permit no more than six preauthorized, automatic, or other
transfers per month, of which no more than three can be checks, are not
transaction accounts (such accounts are savings deposits).

The Monetary Control Act of 1980 requires that the amount of transaction
accounts against which the 3 percent reserve requirement applies be modified
annually by 80 percent of the percentage change in transaction accounts held by
all depository institutions, determined as of June 30 each year. Effective Dec. 18,
1990, for institutions reporting quarterly and Dec. 25, 1990, for institutions
reporting weekly, the amount was increased from $40.4 million to $41.1 million.

4. For institutions that report weekly, the reserve requirement on nonpersonal
time deposits with an original maturity of less than 14 years was reduced from 3
percent to 1¥2 percent for the maintenance period that began Dec. 13, 1990, and
to zero for the maintenance period that began Dec. 27, 1990, the reserve
requirement on nonpersonal time deposits with an original maturity of 14 years
or more has been zero since Oct. 6, 1983,

For institutions that report quarterly, the reserve requirement on nonpersonal
time deposits with an original maturity of less than 1%2 years was reduced from 3
percent to zero on Jan. 17, 1991.

5. The reserve requirement on Eurocurrency liabilities was reduced from 3
percent to zero in the same manner and on the same dates as were the reserve
requirement on nonpersonal time deposits with an original maturity of less than
142 years (see note 4).
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1.17 FEDERAL RESERVE OPEN MARKET TRANSACTIONS!

Millions of dollars

1991
Type of transaction 1988 1989 1990
Jan. Feb, Mar. Apr. May June July
U.S. TREASURY SECURITIES
Outright transactions (excluding matched
transactions)
Treasury bills
1 Grosspurchases............ ... 8,223 14,284 24,739 [i] 1,967 313 908 3,411 37 1,359
2 Grosssales................. 587 12,818 7,291 120 0 0 0 0 0 0
3 Exchanges ................. 241,876 | 231,211 241,086 | 23,702 21,381 18,808 [ 21,981 27,548 19,680 22,280
4  Redemptions 2,200 12,730 4,400 1,000 [} ] Q Q Q Q
Others within one year
5 Grosspurchases...............cooovinnr. .. 2,176 327 425 0 100 700 700° 200 0 625
6 Grosssales................. 0 0 0 0 0 0 0 0 0 0
7 Maturity shifts 23,854 28,848 25,638 989 2,292 413 4,324 5,175 0 1,478
8 Exchanges ................. —24,588 | —25,783 | 27,424 | —1,326 | —3,045 -1,877 -993 —4,887 0| -3,136
9 Redemptions ............... ..ol 0 500 0 0 0 [1] 0 0 0 0
One to five years
10 Gross purchases 5,485 1,436 250 0 0 2,950 550" 0 0
11 Grosssales................... 800 450 200 0 0 0 0 0 0 0
12 Maturity shifts.......... —17,720 | —25,534| 21,770 =778 | -1,9%9 =213 | —4,214 -3,410 0] -1L192
13 Exchanges ............c.coivviivuiinenneis 22,515 23,250 25,410 929 2,545 1,877 777 4,287 0 ,601
Five to ten years
14 Gross purchases e 1,579 287 0 1] 350 50 0 [} 0 0
15 Grosssales................... e 175 29 100 0 0 0 0 0 0 0
16 Maturity shifts................ -5946 1 2,231 -2,186 -212 -23 —200 -110 —-1,605 0 —286
17 Exchanges ............cooviiiiiiiiiinini, 1,797 1,934 789 397 400 0 216 400 0 534
More than ten years
18 Grosspurchases...............ccoovivvnn.n. 1,398 284 0 (1] 0 0 0 (1] 0 [}
19 Grosssales,............coovenn e 0 0 0 0 0 0 0 0 0 0
20 Maturity shifts e —188 -1,086 | —1,681 0 -361 0 0 -160 0 0
21 Exchanges ...............ccvveiiiininiiiins 275 600 1,226 0 100 0 0 200 0 [i]
All maturities
22 Grosspurchases ................covoenieniin 18,863 16,617 25,414 0 2,417 4,013 2,158" 3,611 37 1,984
23 Grosssales ..............c.00.n - 1,562 13,337 7,591 120 0 0 [} 0 0 0
24 Redemptions ................ccviviiivieinnn 2,200 13,230 4,400 1,000 0 0 0 0 0 0
Matched transactions
25 Gross sales .. ...iiiiiii i 1,168,484 [ 1,323,480 | 1,369,052 | 130,751 | 127,589 151,096 | 185,662 147,796 | 118,903 | 120,292
26 Gross purchases ..............cocivininiiinan 1,168,142 | 1,326,542 | 1,363,434 | 131,087 | 127,502 151,412 | 187,032 | 147,803 | 118,239 | 121,803
Repurchase agreements®
27 Gross purchases 152,613 | 129,518 | 219,632 | 36,337 44,688 23,821 16,173 9,241 9,440 35,149
28 Gross SAES . .oviiirneie i 151,497 | 132,688 | 202,551 | 38,462 44,809 38,589 | 16,173 9,241 8,478 36,111
29 Net change in U.S. government securities ....... 15,872 | —10,055 24,886 | —2,909 2,209 | —10,439 3,528" 3,618 335 2,532
FEDERAL AGENCY OBLIGATIONS
Outright transactions
30 Gross purchases ..............cooviveviiin.. 0 0 ] 0 0 0 0 0 0
31 Gross sales ..... . [ 0 0 [} 0 0 0 0 0 0
32 Redemptions 587 442 183 0 0 0 91 0 0 55
Repurchase agreements*
33 Grosspurchases ...............ooiiiiiin 57,259 38,835 41,836 4,416 3,546 2,518 640 885 1,225 3,245
34 Gross SAles ... 56,471 40,411 40,461 3,571 4,466 3,784 640 885 748 3,722
35 Net change in federal agency obligations ........ 198 ~2,018 1,192 845 -920 —1,266 -91 0 477 -532
36 Total net change in System Open Market
ACCOURL. ...t 16,070 | —12,073 26,078 | -2,064 1,290 | —11,705 3,437° 3,618 812 2,000
1. Sales, redemptions, and negative figures reduce holdings of the System Open 2. In July 1984 the Open Market Trading Desk discontinued accepting bankers
Market Account; all other figures increase such holdings. Details may not sum to acceptances in repurchase agreements.

totals because of rounding.
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1.18 FEDERAL RESERVE BANKS Condition and Federal Reserve Note Statements!
Millions of dollars

Wednesday End of month
Account 1991 1991
July 31 Aug. 7 Aug. 14 Aug. 21 Aug. 28 June 30 July 3t Aug. 30

Consolidated condition statement

ASSETS
1 Gold certificate account ........ovveiieienieiiarin., 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062
2 Special drawing rights certificate account . 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
FCOIM. .o e 544 544 554 565 559 575 544 555
574 4,894 570 1,371 727 1,479 574 844
[ 0 0 0 0 0 0 ]
0 0 0 0 0 0 0 0

Federal agency obligations

7 Boughtoutright ............cccoiiiiiiiiiiiia, 6,159 6,159 6,159 6,159 6,159 6,213 6,159 6,159
8 Held under repurchase agreements.................... 0 74 [ 0 0 477 0 0
9 Total U.S. Treasury securities. ........................ 258,502 254,779 249,630 254,317 253,044 248,446 250,978 254,959
10 Bou;fht outright? 250,978 249,574 249,630 254,317 253,044 247,484 250,978 254,959
il Bills....... 122,183 120,630 120,596 125,182 123,909 119,314 122,183 125,824
D O L7 NN . 97,332 97,482 97,572 97,522 97,522 96,707 97,332 97,522
13 Bonds ..oooviniiii i . 31,463 31,463 31,463 31,613 31,613 31,463 31,463 31,613
14 Held under repurchase agreements ................... 0 5,205 0 0 0 962 0 0
15 Total loans and securities. .................oocoiivuns 257,710 265,906 256,359 261,846 259,930 256,615 257,710 261,962
16 Items in process of collection ................ovviiie 5,547 5,596 4,958 5,381 4,723 4,859 5,547 4,832
17 Bank premisSes. .. ....oovniiicrnoiiiiriiniinianrons 940 940 941 946 950 931 940 950

Other assets

18 Denomin; ?ted in foreign currencies® ................... 28,497 28,520 27,574 27,134 25,376 28,682 28,497 25,661
19 Allother® . ... .o 5577 6,121 6,125 4,409 4,636 5,379 5,577 4,723
20 Total assets.............oviviiiiiiiiiiiniie e, 319,89 328,707 317,592 321,361 317,255 318,121 319,896 319,763
LIABILITIES
21 Federal Reserve notes. ... ivniniiiniinnn. 272,962 274,260 274,668 274,224 174,237 272,000 272,962 275,210
22 Total deposits. . ............cccieeiiiiiiiie i 34,228 41,307 30,307 34,540 30,686 34,460 34,228 31,200
23 Depository institutions ............ooviviiniinninien. 27,871 33,484 24,872 28,911 25,394 22,202 27,871 23,962
24 U.S. Treasury—General account . . 5,831 7,435 4,964 5,164 4,758 11,822 5,831 6,745
25 Forelgn—Oﬁicml accounts . 314 203 282 266 302 224 314 256
26 Other................ 212 185 190 199 233 213 212 236
27 Deferred credit items......... ¥ . 4,541 5,083 4,545 4,698 4,325 4,579 4,541 4,624
28 Other liabilities and accrued dividends'. ... ... . . 2,370 2,583 2,553 2,406 2,468 2,392 2,370 2,977
29 Total labflitles. ...............c.cooiiiiiiiiiiiiint, 314,102 323,233 312,073 315,867 311,716 313,431 314,102 314,012
CAPITAL ACCOUNTS

30 Capital paidin. . ... i 2,556 2,557 2,563 2,567 2,569 2,546 2,556 2,569
31 Surplus ...l . 2,423 2,423 2,423 2,423 2,423 2,114 2,423 2,423
32 Other capital accounts 815 494 533 504 547 31 815 759
33 Total liabilities and capital accounts ................... 319,896 328,707 317,592 321,361 317,255 318,12t 319,896 319,763
34 MeMo: Marketable U.S. Treasury securities held in

custody for foreign and international accounts ... .. 244,682 240,712 245,251 245,818 247,031 243,233 244,682 250,866

Federal Reserve note statement

35 Federal Reserve notes outstanding (issued to Bank) . ... 342,614 345,502 347,717 349,245 351,976 325,417 342,614 353,213
36 Less: Held by Federal Reserve Bank ............ . 69,652 71,242 73,049 75,021 77,738 53,450 69,652 78,003
37 Federal Reserve notes, NEt. ... .ovovvivnvnicneerann 272,962 274,260 274,668 274,224 274,237 271,967 272,962 275,210

Collateral held against notes, net:

38 Gold certificate account .. ... 11,062 11,062 11,062 11,062 11,062 11,062 11,062 11,062
39 Special drawing rights certific .. 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
40 Other eligible assets............coiiiiiiiiiiii .. 0 0 0 0 0 0 0 0
41 U.S. Treasury and agency securities .................. 251,882 253,180 253,588 253,143 253,157 250,887 251,882 254,130
42 Totalcollateral. ..............ccoviiiiiiiiiiaa., 272,962 274,260 274,668 274,224 274,237 271,967 272,962 275,210
1. Some of the data in this table also appear in the Board's H.4.1 (503) weekly Valued monthly at market exchange rates.
statistical release. For ordering address, see inside front cover, Components may 4 Includes special investment account at the Federal Reserve Bank of Chicago
not sum to totals because of rounding. in Treasury bills maturing within ninety days.
2. Includes securities loaned—fully guaranteed by U.S. Treasury securities 5. Includes exchange-translation account reflecting the monthly revaluation at
pledged with Federal Reserve Banks—and excludcs securities sold and scheduled market exchange rates of foreign-exchange commitments.

to be bought back under hed sale-p
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1.19 FEDERAL RESERVE BANKS Maturity Distribution of Loan and Security Holding !

Millions of dollars

Wednesday End of month
Type and maturity grouping 1991 1991

July 31 Aug. 7 Aug. 14 Aug. 21 Aug. 28 June 28 July 31 Aug. 30

TTotal laans .. ..o iiiiiiin iy 574 4,894 570 1,371 727 1,479 574 844

2  Withinfifteendays............cocoiieiiiiiann, 393 4,671 353 1,312 645 1,336 393 659

3 Sixteen days to ninety days .. 181 223 217 59 82 143 181 185

4 Ninety-one days to one year 0 0 0 0 0 0 0 0

5 Total acceptances. . ...............cooiiiiiianiian, 0 0 0 0 0 0 0 0

6  Within fifteendays..................coooo el 0 0 0 0 0 0 0 0

7  Sixteen days to ninety days .. [ 0 0 0 0 0 0 1]

8 Ninety-one days to one year 0 0 0 0 0 0 [i] 0

9 Total U.S. Treasury securities....................... 250,978 254,779 254,779 254,317 253,044 247,484 250,978 254,959

10 Within fifteen days? .......o.ooiieniiieeieens 15,726 17,030 17,030 15,611 13,230 8,107 15,726 3,393
11 Sixteen days to ninety days...............c0oenns 34,238 55,183 55,183 54,934 59,121 62,898 54,238 59,957
12 Ninety-one days to one year . e 81,426 82,829 82,829 84,926 81,846 76,727 81,426 92,762
13 One year to five years. ... 62,040 62,190 62,190 60,848 60,848 62,453 62,040 60,848
14 Five years to ten years . 12,832 12,832 12,832 13,820 13,820 12,584 12,832 13,820
15 Morethan ten YEears ............coovovniverennes 24,716 24,716 24,716 24,178 24,178 24,716 24,716 24,178
16 Total Federal agency obligations. .................... 6,159 6,233 6,233 6,159 6,159 6,213 6,159 6,159
17 Withinfifteendays? ..........oooieiiiieerieaes 170 134 134 510 328 205 170 328
18  Sixteen days to ninety days .. .. 956 1,055 1,055 603 660 888 956 660
19 Ninety-one days to one year ... 1,384 1,377 1,377 1,319 1,401 1,423 1,384 1,401
20 One year to five years......... 2,487 2,505 2,505 2,510 2,553 2,499 2,487 2,553
21 Five yearstotenyears........ 974 974 974 1,029 1,029 1,010 974 1,029
22 Morethanten Years..........ovveveiiinencnennss 188 188 188 188 188 188 188 188

;. Components may not sum to totals because of rounding. fifteen days in accordance with the maximum possible maturity of the agreements.

. Holdings under repurchase agreements are classified as maturing within
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1.20 AGGREGATE RESERVES OF DEPOSITORY INSTITUTIONS AND MONETARY BASE!

Billions of dollars, averages of daily figures

198 1991
1987 1988 9 1990
Item Dec. Dec. Dec. Dec.
Jan. Feb. Mar. Apr. May June July Aug.
ADJUSTED FOR Seasonally adjusted
CHANGES IN RESERVE REQUIREMENTS®
1 Total reserves® ........ooovveiiiirenieininnnnn. 4581 | 47.60 | 47.73 | 49.10 49.47 | 49.61 ) 49.57{ 4939 50.07; 50.43| 50.51 51.00
2 Nonborrowed reserves®. ... ............. pyreree e 45.03 | 45.88 ) 47.46| 48.78 48,93 49361 49.32| 49.16 | 49.77| 50.09| 49.90"| 50.24
3 Nonborrowed reserves plus extended credit”........... 45521 47.12 4748 48,80 | 48.96| 49.39| 4938 | 49.25| 49.85| 50.10| 49.95 [ 50.54
4 Required IeSeryes. .. ........ooviviiieniaevniiiiia., 44.77 | 46.55 | 46.81 | 47.44 47.30 | 47.80 ) 48.39 | 48.36| 49.04 | 49.42 | 49.60 49.92
S Monetary base®. . ........ .. 246.28 | 263.46 | 274.17 | 299.78" | 305.15 | 309.44 | 310.98 | 310.60 | 311.48 | 312.47 | 313.91 | 316.30
Not seasonally adjusted
6 TOtAl TESEIVES .o\t ieeeeerrniieaanenennnnis 47,04 | 49.00 | 49.18 | 50.58 | 50.76 | 48.55 | 48.59 | 50.30 | 49.06 | 50.41 | 50.66 50.61
7 Nonborrowed reServes . .........oourviiesioee eirnnnn 4626 | 47.29 | 48.91 | 50.25 | 50.22 [ 48.30 | 48.34 | 50.07 { 48.76 [ 50.07 | 50.05" | 49.84
8 Nonborrowed reserves plus extended credit’. .. ... 4675 ] 48.53 | 48.93 | 50.28 | 50.25 | 48.33 | 48.40 | 50.16 | 48.85 | 50.07 [ 50.10 | 50.14
9 Required reseryes e 46,00 | 4796 | 48.26 | 4B.91 | 48.59 | 46.74 | 47.41 | 49.27 | 48.03 | 49.40 [ 49.75 | 49.52
10 Monetary base”............oeeenieierniieiiniiniis 249.93 | 267.46 | 278.30 | 304.04 | 306.03 | 305.74 | 308.19 | 310.86 | 311.02 | 314.06 [316.21 | 316.75
NoOT ADIUSTED FOR
CHANGES IN RESERVE REQUIREMENTS!?

11 Total reserves'!. ... ..o vee e, 62.14 | 63.75 | 62.81 | 59.12 | 50.99 | 48.55 | 48.59 | 50.30 | 49.06 | 50.41 | 50.66 | 50.61
12 Nonborrowed rfeserves ...........ocoveine s inenenns 61.36 | 62.03 | 62.54 | 58.79 | 50.46 | 48.30 | 48.35 } 50.07 | 48.76 | 50.07 | 50.05" | 49.84
13 Nonborrowed reserves plus extended credit. ..l 61.85 ] 63.27 | 62.56 | 58.82 | 50.48 | 48.33 | 48.40 | 50.16 | 48.85 | 50.08 { 50.10 50.14
14 Required reserves...........cocoviivivnnrirerennnans 61.09 | 62.70 | 61.89 | 57.46 ] 48.82 | 46,74 | 47.41 | 49.27 | 48.03 | 49.40 | 49.75 49.52
15 Monetary base™® ... ... i i 266.06 | 283.00 | 292.55 | 313.70 | 309.30 | 308.53 | 311.04 | 313.95 { 314.25 | 317.25 [319.46 | 320.06
16 Excess rcservcslj ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1.05 1.05 92 1.66 217 1.81 1.18 1.03 1.03 1.01 91 1.08
17 Borrowings from the Federal Reserve................. 78 172 27 a3 .53 25 24 23 .30 34 .61 76

1. Latest monthly and biweekly figures are available from the Board's H.3 (502)
weekly statistical release. Historical data and estimates of the impact on required
reserves of changes in reserve requirements are available from the Monetary and
Reserves Projections Section, Division of Monetary Affairs, Board of Governors
of the Federal Reserve System, Washington, D.C. 20551.

2. Figures reflect adjustments for discontinuities, or ‘‘breaks,"’ associated with
regulatory changes in reserve requirements.

3. Sea i) dj d, break-adj total reserves equal seasonally
adjusted, break-adjusted required reserves (line 4) plus excess reserves (line 16).

4. Seasonally a(iiusted. break-adjusted nonborrowed reserves equal seasonally
adjusted, break-adjusted total reserves (line 1) less total borrowings of depository
institutions from the Federal Reserve (line 17).

5. Extended credit consists of borrowing at the discount window under
the terms and conditions established for the extended credit program to help
depository institutions deal with sustained liquidity pressures. Eecausc there is
not the same need to repay such borrowing promptly as there is with traditional
short-term adjustment credit, the money market impact of extended credit is
similar to that of nq‘nborrpwedj reserves.

The break-adj d monetary base consists of (1}
lly adj d {)rcnf( dj d total reserves (line 1), plus (2) the seasonally
dj d currency comp of the money stock, plus (3) (for all quarterl

reporters on the ‘‘Report of Transaction Accounts, Other Deposits and Vault
Cash’’ and for all those weekly re%orters whose vault cash exceeds their required
reserves) the Ily adj d, break-adjusted difference between current vault
cash and the amount applied to satisfy current reserve requirements.

7. Break-adjusted total reserves equal break-adjusted required reserves (line 9)
plus excess reserves (line 16).

8. To adjust required reserves for discontinuities that are due to regulatory

changes in reserve requirements, a multiplicative procedure is used to estimate
what required reserves would have been in past periods had current reserve
requirements been in effect. Break-adjusted required reserves include required
reserves against transactions deposits and nonpersonal time and savings deposits
(but not reservable nondeposit fi’:bilities).

9. The break-adjusted monetary base equals (1) break-adjusted total reserves
(line 6), plus (2) the (unadjusted) currency component of the money stock, plus (3)
(for all quarterly reporters on the ‘‘Report of Transaction Accounts, Other
Deposits and Vault Cash’* and for all weekly reporters whose vault cash exceeds
their required reserves) the break-adjusted difference between current vault cash
and the amount applied to satisfy current reserve requirements.

10. Reflects actual reserve requirements, incuding those on nondeposit liabil-
ities, with no adjustments to eliminate the effects of discontinuities associated
with changes in reserve requircments.

11, Reserve balances with Federal Reserve Banks plus vault cash used to
satisfy reserve requirements.

12. The monetary base, not break-adjusted and not seasonally adjusted,
consists of (1) total reserves (line 11), plus (2) required clearing balances and
adjustments to compensate for float at Federal Reserve Banks, plus (3) the
currency component of the money stock, plus (4) (for all quarterly reporters on
the ‘‘Report of Transaction Accounts, Other Deposits and Vault Cash'* and for all
those weekly reporters whose vault cash exceeds their required reserves) the
difference between current vault cash and the amount applied to satisfy current
reserve requirements. Since the introduction of changes in reserve requirements
(CRR), currency and vault cash figures have been measured over the computation
periods ending on Mondays.

13. Unadjusted total reserves (line 11) less unadjusted required reserves (line 14),
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1.21 MONEY STOCK, LIQUID ASSETS, AND DEBT MEASURES!

Billions of dollars, averages of daily figures

1991
1987 1988 1989 19%
ltem Dec. Dec. Dec. Dec.

May June July” Aug.

Seasonally adjusted

Measures
1M 749.7 786.4 793.6 825.4 851.6 858.4 859.7 866.2
2,910.1 3,069.9 3,223.1 3,328.2" 3,397.2" 3,402.1" 3,391.1 3,391.2
3,677.4 3,919.1 4,055.2 4,011.8 4,173.9" 4,167.1" 4,148.2 4,143.3
4,337.0 4,676.0 4,889.9 4,965.8" 4,953.9° 4,978.5" 4,982.5 n.a.
8,345.1 9,107.6 9,790.4 10,434.07 10,603.17 10,648.67 10,693.6 n.a.
M1 components
6 CUITENCY . oty ie i e i 196.8 212.0 2222 246.4 256.8 257.6 258.9 260.7
7 Travelers checks®. Ll 7.0 7.5 74 8.4 8.0 7.8 7.7 7.7
8 Demand deposuss ..... PR NN 286.5 286.3 278.7 276.9 278.7 281.0 279.0 279.9
9 Other checkabie deposits® ................cooviienns 259.3 280.7 285.2 293.8 308.1 31,0 314.1 317.9
Nantr;’nsactum components
10 In M; 2,160.4 2,283.5 2,429.5 2,502.8" 2,545.5" 2,543.7 2,531.5 2,524.9
i1 in M3 .......................................... 767.3 849.3 832.1 783.5° 776.7" 765.0" 757.1 752.1
Commercial banks
12 Savings deposits ............... 178.3 192.1 187.7 199.4 2114 215.1 217.6 220.7
13 Money market dep%sn accounts . 356.4 350.2 353.0 378.4 399.9 404.5 408.0 410.2
14 Small time deposits i 388.0 447.5 531.4 598.1 601.2 601.7 600.9 604.8
15 Large time deposits! 326.6 368.0 401.9 386.1 399.3 398.0" 393.5 390.5
Thrift institutions
16 Savings deposits ..........oviiiiiii i 233.7 232.3 216.4 211.4 221.7 223.8 225.2 227.0
17 Money market depos1t accounts 168.5 151.2 133.1 127.6 136.2 137.6 139.2 138.2
18 Small time deposits® . ........... 529.7 584.3 614.5 566.1 539.3 527.4 517.7 505.5
19 Large time deposits'®. ..................coooiiieenl 162.6 174.3 161.6 121.0 104.6 100.9 97.7 93.8
Money market mutual funds
20 General purpose and broker-dealer.................... 221.7 241.1 313.6 345.4 365.1 364.3 359.4 352.8
2] InSttUtion-only . ......ooivieiiinint i 88.9 86.9 101.9 125.7 146.2 143.3 141.8 144.8
Debt components
22 Federaldebt..............cooiviiiii i 1,957.9 2,114.2 2,268.1 2,534.3 2,613.7° 2,646.1" 2,672.1 n.a
23 Nonfederaldebt .....................ooviiiiin . 6,387.2 6,993.4 7,522.3 7,899.7° 7.989.4 8,002.6" 8,021.5 n.a
Not seasonally adjusted
766.2 804.2 811.9 841.6 857.7 861.9 864.2
2,923.0 3,083.3 3,236.6 3,342.3" 3,376.6" 3,395.1F 3,394.4 3,392.0
3,690.3 3,931.5 4,067.0 4,123.8 4,155.1° 4.[61.7r 4,151.1 4,148.4
4,352.8 4,691.8 4,907.4 4,984.4" 4,938.8° 4,968.9 4,975.5 n.a.
8,329.1 9,093.2 9,775.9 10,421.27 10,556.9" 10,605.17 10,652.2 n.a.
M1 compi)nents
29 CUITENOY .. jee i 199.3 214.8 225.3 249.6 257.4 259.1 260.8 261.9
% Travelers checke! o 6.5 6.9 6.9 7.8 7.8 8.1 8.5 8.6
31 Demand deposits”. . 298.6 298.9 291.5 289.9 27115 2796 280.7 278.7
32 Other checkable deposits® ......................... 261.8 235 288.2 297.0 304.9 310.8 3119 314.9

Nonrrqnsacnon components

33 In 2,156.8 2,279.1 2,424.7 2,498.0¢ | 2,535.1" | 2,537.4° 2,532.5 | 2,527.8
767.3 2 830. R1.67 778.5 6 756.7 4

Commercial banks

35 Savings deposits...............o 176.8 190.6 186.4 197.7 211.9 216.5 219.7 221.3

36 Money market depasit accounts ... 359.0 3532 356.5 3816 3958 4019 4043 408.3

37 Small time deposits, . /..o.ooenn 3872 446.0 529.2 596.1 601.0 602.1 602.8 605.9

38 Large time deposits’™ " ... 325.8 366.8 400.4 386.1 398.9 397.5" 3922 391.5
Thrift institutions

39 Savings deposits . ... 231.4 229.9 214.2 209.6 222.2 225.2 215 227.6
40 Money market depasit accounts 168.6 151.6 133.7 128.7 134.9 136.7 138.0 137.7

41 Small time deposits ,.................. 529.5 583.8 613.8 564.1 539.1 527.7 519.3 506.5

42 Large time deposits™. . ... 163.3 175.2 162.6 121.1 104.5 100.8 97.4 94.1
Money market mutual funds

43 General purpose and broker-dealer. ,.................. 221.1 240.7 313.5 345.5 360.5 358.0 354.5 351.6

44 Institution-only .............cooiiiiiiiiiii 89.6 87.6 102.8 127.0 145.2 141.0 139.7 1439
Repurchase agreements and eurodollars

45 Overnight ... 83.2 83.4 77.3 74.7° 69.7° 69,30 65.8 68.4
Term ..o 197.1 2217 179.8 160.9" 145.2°7 142,37 143.0 141.9

Debt components
47 Federal debt . ...

48 Nonfoderal debt 2 3%65.3 2,532.1 2,609.1 2,635.3 2,657.9 n.a.

7,889.1" 7.947.9° 7,969.8" 7,994.3 n.a.

For notes see following page.
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NOTES TO TABLE 1.21

1. Latest monthly and weekly figures are available from the Board's H.6 (508}
weekly statistical release. Historical data are available from the Money and
Reserves Projection Section, Division of Monetary Affairs, Board of Governors of
the Federal Reserve System, Washington, D.C. 20551.

2. Composition of the money stock measures and debt is as follows:

Mil: (1) currency outside the Treasury, Federal Reserve Banks, and the vaults
of depository institutions; (2) travelers checks of nonbank issuers; (3) demand
deposits at all commercial banks other than those due to depository institutions,
the U.S. government, and foreign banks and official institutions, less cash items in
the process of collection and Federal Reserve float; and (4), other checkable
deposits (OCDs), consisting of negotiable order of withdrawal (NOW) and
automatic transfer service (ATS) accounts at depository institutions, credit union
Sf}fﬂ'e draft accounts, and demand deposits at thrift institutions. Seasonally

Treasury securities, commercial paper, and bankers acceptances, net of money
market fund holdings of these asscts. Seasonally adjusted L is computed by
summing U.S. savings bonds, short-term Treasury securities, commercial paper,
and bankers acceptances, each seasonally adjusted separately, and then adding
this result to M3.

Debt: Debt of domestic nonfinancial sectors consists of outstanding credit
market debt of the U.S, government, state and local governments, and private
nonfinancial sectors. Private debt consists of corporate bonds, mortgages, con-
sumer credit (including bank loans), other bank loans, commercial paper, bankers
acceptances, and other debt instruments. Data are derived from the Federal
Reserve Board’s flow of funds accounts. Debt data are based on monthly
averages. This sum is seasonally adjusted as a whole.

3. Currency outside the U.S. Treasury, Federal Reserve Banks, and vaults of
dep y institutions.

L is computed by summing currency, s checks, d d
deposits, and OCDs, each seasonally adjusted separately.

M2: M1 plus (1) overnight (and continuing-contract) repurchase agreements
(RPs) issued by all depository institutions and overnight Eurodollars issued to
U.S. residents iy foreign branches of U.S. banks worldwide, (2) money market
deposit accounts (MMDAs), (3) savings and small time deposits (time deposits—
including retail RPs—in amounts of less than $100,000), and (4) balances in both
taxable and tax-exempt general purpose and broker—dealer money market funds.
Excludes individual retirement accounts (IRAs) and Keogh balances at dcgositorsy
institutions and money market funds. Also excludes all balances held U.S.
commercial banks, money market funds (general purpose and broker-dealer),
foreign governments and commercial banks, and the U.S. government. Season-
ally adjusted M2 is computed by adjusting its non-M1 component as a whole and
then adding this result to seasonally adjusted M1.

M3: M2 plus (1)} large time deposits and term RP liabilities (in amounts of
$100,000 or more) issued by all depository institutions, (2) term Eurodollars held
by U.S. residents at foreign branches of U.S. banks worldwide and at all banking
offices in the United Kingdom and Canada, and (3) balances in both taxable and
tax-exempt, institution-only money market funds. Excludes amounts held by
depository institutions, the U.S. government, money market funds, and foreign
banks and official institutions. Also excluded is the estimated amount of overnight
RPs and Eurodollars held by institution-only money market funds. Seasonally
adjusted M3 is computed by adjusting its non-M2 component as a whole and then
adding this result to seasonally adjusted M2.

L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term

4. OQutstanding amount of U.S. dollar-denominated travelers checks of non-
bank issuers. Travelers checks issued by depository institutions are included in
demand deposits.

5. Demand deposits at commercial banks and foreign-related institutions other
than those due to depository institutions, the U.S. government, and foreign banks
and official institutions, less cash items in the process of collection and Federal
Reserve float.

6. Consists of NOW and ATS account balances at all depository institutions,
credit union share draft account balances, and demand deposits at thrift institu-
tions.

7. Sum of (1) overnight RPs and overnight Eurodollars, (2) money market fund
balances (general purpose and broker-dealer), (3) MMDASs, and (4) savings and
small time deposits.

8. Sum of (1) large time deposits, (2) term RPs, (3) term Eurodollars of U.S.
residents, and (4) money market fund balances (institution-only), less a consoli-
dation adjustment that represents the estimated amount of overnight RPs and
Eurodollars held by institution-only money market funds.

9. Small time dexosits-—including retall RPs—are those issued in amouants of
less than $100,000. All IRAs and Keogh accounts at commercial banks and thrift
institutions are subtracted from small time deposits.

10. Large time deposits are those issued in amounts of $100,000 or more,
excluding those booked at international banking facilities.

11. Large time deposits at commercial banks less those held by money market
funds, depository institutions, and foreign banks and official institutions.
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1.22 BANK DEBITS AND DEPOSIT TURNOVER!

Debits are in billions of dollars; turnover is ratio of debits to deposits; monthly data are at annual rates

1991
Bank group, or type of customer 19882 19892 19902
Jan. Feb. Mar. Apr. May June
DEBITS TO Seasonally adjusted
Demand deposits’ 219,795.7 | 256,150.4 | 277,916.3 | 279,437.8 | 280,494.1 269,834.9 1 294,433.5 | 295,559.0 | 267,338.8
1 Allinsured banks.........ooovvvrenrenen. 115,475.6 129,319.9 131,784.0 138,638.1 138,037.7 133,302.7 146,499.3 148,074.9 134,512.6

2 Major New York City banks. .. 104,320.2 | 126,830.5 | 146,132.3 | 140,799.7 | 142.456.4 | 136,532.2 | 1479342 | 147,484.1 | 1328262

3 Otherbanks.............cooviviiniinn.
2,478.1 2,910.5 3,349.6 3,559.1 3,533.7 3,240.3 3,820.3 3,620.2 3,442.4
4 ATS-NOW acco!,mts‘ 537.0 547.5 558.8 572.9 551.4 523.7 577.1 548.6 522.3

5 Savings deposits” . ..............coooii.n

DEPoSIT TURNOVER

Demand deposits® 622.9 735.1 800.6 828.3 817.8 792.0 870.3 867.0 773.3

6 Allinsured banks.......o.ooererennrenns 2,897.2 3,421.5 3,804.1 4,259.7 4,125.7 4,101.4 4,533.4 4,702.8 4,166.3

7 Major New York City banks .. 333.3 408.3 467.7 461.9 460.2 443.0 483.4 476.6 423.8
8 Otherbanks...............ooooiviiiinn

13.2 15.2 16.5 17.0 16.7 15.1 17.8 16.4 15.4

9 ATS-NOW acco!,mls‘ ,,,,,,,,,,,,,,,,,,,, 2.9 3.0 29 2.9 2.7 26 2.8 2.6 2.4

10 Savings deposits”. ...l

DepITs TO Not seasonally adjusted
Demand deposits® 219,790.4 | 256,133.2 | 277,400.0 | 283,545.5 | 259,372.9 | 275.015.8 | 294,492.4 | 292,012.3 | 269,958.7
11 Allinsured banks. . .....ovovveneivrnenns. 115,460.7 [ 129,400.1 | 131,784.7 | 136,578.8 | 127,287.3 | 134,974.7 | 145,700.2 | 145,073.9 | 133,851.7
12 Major New York City banks.............. 104,329.7 | 126,733.0 | 145,615.3 | 146,966.7 | 132,085.5 | 140,041.0 | 148,792.2 | 146,938.4 | 136,107.0
13 Otherbanks. ......ooovvviiiiniivnnnnns
er banks 2,477.3 2,910.7 3,342.2 3,923.1 3,237.8 3,317.4 3,967.1 3,549.9 3,442.1
14 ATS-NOW accounts®.................... 2,342.7 2,677.1 2,923.8 3,106.8 2,512.7 2,767.2 2,994.5 2,978.6 2,718.8
15 MMDASS . ... .., 536.3 546.9 557.9 589.2 494.9 520.4 623.9 545.5 518.8
16 Savings deposi135 ........................
DeposiT TURNOVER
Demand deposits’ 622.8 735.4 799.6 820.3 778.7 831.9 864.8 875.5 784.0
17 Allinsured banks..............ccocvvvu.. 2,896.7 3,426.2 3,810.0 3,993.4 3,899.0 4,378.4 4,565.4 4,742.5 4,154.4
18 Major New York City banks . 333.2 408.0 466.3 4719 439.7 467.2 482.1 485.0 436.1
19 Otherbanks................ooiiiinne.
13.2 15.2 16.4 18.4 15.3 15.4 17.8 16.3 15.5
20 ATS-NQW accounts*.................... 6.6 7.9 8.0 8.2 6.6 7.1 7.7 7.6 6.8
21 MMDAS ...y 2.9 29 2.9 3.0 2.5 2.5 3.0 2.6 2.4
22 Savings depositss ........................
1. Historical tables containing revised data for earlier periods can be obtained 3. Represents accounts of individuals, partnerships, and corporations and of
from the Banking and Money Market Statistics Section, Division of Monetary states and political subdivisions.

4. Accounts authorized for negotiable orders of withdrawal (NOWs) and
accounts authorized for automatic transfer to demand deposits (ATSs).

Data in this table also appear on the Board’s G.6 (406) monthly statistical 5. Excludes MMDA, ATS, and NOW accounts.
release. For ordering address, see inside front cover. 6. Money market deposit accounts.

2. Annual averages of monthly figures.

ﬁgi‘rs, Board of Governors of the Federal Reserve System, Washington, D.C.
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1.23 LOANS AND SECURITIES All Commercial Banks!

Billions of dollars, averages of Wednesday figures

1990 1991
Item
Sept. Oct. Nov. Dec Jan. Feb. Mar, Apr. May June' July” Aug.
Seasonally adjusted
1 Total loans and securities®. . ... ... 2,708.0 | 2,713.6 | 2,716.6 | 2,723.6 | 2,721.2 | 2,735.1 | 2,751.0° | 2,751.8" | 2,750.5" | 2,763.2 | 2,763.3 | 2,761.6
2 U.S. government securities ...... 450.1 453.1 454.0 454.2 454.1 458.0 471.4 479.2 485.17 495.2 505.3 512.6
3 Other securities............. 178.8 177.8 175.9 175.6 1717 177.6 177.6 175.7 173.9 173.1 172.0 169.9
4 Total loans and leases® ,......... 2,079.0 | 2,082.7 | 2,086.7 | 2,093.8 | 2,089.4 | 2,099.5 | 2,102.0 | 2,096.9" | 2,091.5" | 2,094.8 | 2,086.0 | 2,079.1
S Commercial and industrial . g 644.7 643.7 646.5 648.1 644.3 643.9 646.0 640.0 633.2 630.4 626.7 620.5
6 Bankers acceptances held”. .. 7.5 7.3 7.4 7.5 7.7 6.9 6.7 6.8 69" 6.6 6.6 7.1
7 Other commercial and
industrial . .............. 637.1 636.4 639.1 640.5 636.6 637.0° 639.3° 633.2" 626.4 623.8 620.0 613.4
8 U.S. addressees?. . .. 632.6 631.7 634.0 635.3 631.1 631.5 633.6 627.7° 620.6 617.9 614.3 607.7
9 Non-U.S. addressees? . 4.5 4.7 5.1 5.3 5.5 5.5 5.7 5.5 5.8 59 5.7 5.7
10 Realestate............... .. 822.5 827.7 832.0 836.5 837.3 842.6 846.3 850.9" 855.1° 859.5 857.0 853.9
11 Individual,................... 378.6 379.7 378.7 378.9 375.9 377.7 375.5 374.1 373.5° 372.0 369.6 368.9
12 Security ...........coiienn.. 41.3 40.5 39.6 40.6 43.1 43.2 38.9" 39.8 39.8 383 41.6 42.6
13 Nonbank financial
institutions .............. 352 348 34.6 34.8" 34.8° 35.9° 36.7 35.9 36.9° 371 37.0 36.2
14  Agricultural , . 318 322 32.5 33.0 33.5 33.5 340 33.9 33.6 33.0 32.5 32.3
15  State and pohuca.l
subdivisions 35.2 35.1 34.8 343 33.3" 332 32.8° 322" 31.8" 31.1 30.6 30.1
16  Foreign banks . o 8.1 9.0 8.1 7.2 6.0 6.1 7.2 6.8 6.4 6.0 6.2 6.2
17  Foreign official institutions . .. .. 33 3.2 3.2 32 3.0 3.1 3.2 3.0 1.0 3.0 3.1 3.1
18  Lease-financing receivables .. .. 328 333 NI 327 324 32.8 330 2.7 127 328 R0 31.4
19 Allotherloans................ 45.5 43.6 43.7 4.6 45.8" 47.5 48.5" 47.6" 45.6 517 49.7 539
Not seasonally adjusted
20 Total loans and securities® .. ... ... 2,707.0 | 2,715.5 | 2,720.1 | 2,730.5 | 2,721.0 | 2,737.3 | 2,748.4" | 2,75L.5" | 2,749.7" | 2,763.8 | 2,757.2 | 2,756.6
21 U.S. government securities ...... 448.2 450.8 454.1 451.5 455.8 463.9 475.8 480.5 485.2" 493.7 501.8 510.4
22 Other securities................. 179.0 178.0 176.6 176.3 177.9 177.3 176.9 175.1 173.8 173.2 171.3 170.1
23 Total loans and leases® ... ....... 2,079.8 | 2,086.7 | 2,089.3 | 2,102.7 | 2,087.3 | 2,096.1 | 2,095.7 | 2,095.9" | 2,090.6" | 2,096.9 | 2,084.1 | 2,076.0
24 Commercial and industrial . g 640.9 641.2 644.5 648.0 641.1 643.0 648.3 644.7 637.1 632.7 627.0 619.2
25 Bankers acceptances held”. .. 7.5 74 7.6 7.7 7.6 7.0 6.7" 6.7 6.8" 6.7 6.4 6.9
26 Other commercial and
industiial ... ... 633.4 633.8 636.9 640.3 633.4 636.0° 641.6 638.1 630.37 626.0 620.6 612.3
27 U.S. addressees®. .. g 628.8 629.1 631.9 635.1 628.2 630.5" 636.1" 632.2 624.5 620.0 614.8 606.4
28 Non-U.S. addressees®. . ... 4.6 4.7 5.0 52 53 5.5 5.4 5.9 5.9 6.0 5.8 5.9
29  Real estate 824.2 830.3 834.0 837.9 837.1 839.5 842.6 848.3" 854.2" 859.6 857.5 855.9
30 Individual.. 380.4 380.6 379.8 383.8 380.1 377.1 372.8 371.5 371.8 369.9 367.4 368.1
31 Security ..o, 40.3 39.5 38.5 40.0 41.0° 4.7 40.2" 41.3 39.0 40.5 413 42.0
32 Nonbank financial
institutions ............... 34.9 34,7 35.0 36.2° 35.3° 35.5 35.9 35.5° 36.4° 37.2 36.8 36.1
33 Agricultural ... ... 329 331 329 329 32.8 326 326 32.8 33.1 333 334 333
34  State and political
subdivisions 35.2 35.1 34.7 34.0 339 333 32.8" 3.1 31.8" 31.0 304 30.0
35 Foreignbanks ............ . 8.2 9.3 8.3 74 6.0 6.0 6.8 6.7 6.3 6.1 6.2 6.2
36 Foreign official institutions . .. .. 33 3.2 32 3.2 3.0 3.1 12 1.0 3.0 3.0 3.1 3.1
37 Lease-financing receivables . . .. 32.8 3133 33.1 328 32.8 329 329 32.7 32.6 32.6 31.8 313
38 Allotherloans................ 46.8 46.3 454 46.6" 44.0° 48.3" 477" 47,37 453" 510 49.2 51.0
1. Components may not sum to totals because of rounding. 3. Includ ncial cial paper held.
2. Adjusted to exclude loans to commercial banks in the Umted States. 4. United States includes the fifty states and the District of Columbia.
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1.24 MAJOR NONDEPOSIT FUNDS OF COMMERCIAL BANKS!

Billions of dollars, monthly averages

1990 1991
Source of funds
Sept. Oct. Nov Dec Jan. Feb. Mar. Aprf May" | June’ July® Aug.
Seasonally adjusted
1 Total nondeposit funds? 3 . 292,77 | 293.4° | 289.2" | 278.7" | 266.8" | 266.1" | 266.0 | 263.8 | 255.1 | 255.5 | 250.5
2 Net balances due to related foreign offices” . 21.5 29.9 30.1 34.6 33.5 24.9 30.2 30.8 26.1 19.2 19.2 16.6
3 Borrowings from oth, et than commcrcm] banks
in United States® ................ o] 262,17 | 262.87 | 263.3" | 254.6" | 245.27 | 241.9° | 235.9" | 2352 237.8 2359 236.3 233.8
4 Domestically chartered banks ..... L] 199.47 | 197.77 | 196.0° | 188.4° | 183.7" | 178.8" | 173.4" | 1734 172.9 171.8 171.1 165.8
5  Foreign-related banks ..................... 62.7 65.0 67.3 66.2 61.5 63.1 62.6 61.8 64.9 64.1 65.2 68.1
Not seasonally adjuste
6 Total nondeposit funds® ..................... 279.2F | 289.57 | 294.6" | 283.6" | 274.0" | 269.8" [ 271.4" | 266.7 271.9 258.1 252.2 248.9
7 Net balances due to related foreign offices’ . 21.6 29.6 30.8 37.2 33.2 24.8 29.6° 28.9 28.6 19.5 16.8 16.0
8 Domestically chartered banks .............. —4.2 ~1.0 6 -4.1 -15.2 | —15.2 -6.0 ~3.5 -.7 -3.5 -7.2 -7.4
9 Foreign-related banks ..................... 25.8 30.6 30.2 41.3 48.4 40.0 35.6 32.5 29.2 23.0 24.0 23.4
10 Borrowings from oth er than commercial banks
in United States® ....................... 257.6" | 260.0° | 263.8" | 246.4" | 240.9° | 245.0" | 241.7" 237.8 243.3 238.6 2354 2329
11 Domestically chartered banks ,............. 196.2° | 195.8" | 198.6" | 184.1 179.2° | 18117 | 177.8" 174.2 1777 1727 169.0 165.3
12 Federal funds a?d security RP
grrowmgs 192.27 | 192.57 | 195.7" | 181.3" 175.9" | 178.37 | 174.5° 171.3 174.9 169.9 165.8 161.6
i3 Other®............... 4.0 3.2 2.9 28 3.2 2.8 3.2 2.9 2.8 2.8 3.2 3.7
14  Foreign-related banks® .................... 61.5 64.2 65.1 62.3 61.7 63.9 64.0 63.6 65.6 65.9 66.4 67.6
MeMo
Gross large time deposits’
15 Seasonally adjusted .. ... 443.6 438.0 435.2 431.8 441.0 450.6 451.0 451.3 453.0 451.9 447.5 447.0
16 Not seasonally adjusted . 440.4 437.8 | 431.8 439.3 449.2 | 450.5 449.0 | 4526 | 451.4 446.3 448.0
U.S. Trea{ury demand balances at commercial
banks
17 Seasonally adjusted ......................... 26.0 22.3 25.2 24.4 25.7 334 338 217 15.1 23.2 20.5 23.8
18 Not seasonally adjusted ..................... 31.0 20.9 19.2 23.0 294 39.3 28.4 20.4 19.8 23.6 20.7 17.2

1. Commercial banks are nationally and state-chartered banks in the fifty states
and the District of Columbia, agencies and branches of foreign banks, New York
investment companies majority owned by foreign banks, and Edge Act corpora-
tions owned by domestically chartered and foreign banks,

Data in this table also appear in the Board’s G.10 (411) release. For ordering
address, see inside front cover.

2. Includes federal funds, repurchase agreements (RPs), and other borrowing
from nonbanks and net balances due to related foreign offices.

3. Reflects net positions of U.S. chartered banks, Edge act corporations, and
U.S. branches and agencies of foreign banks with related foreign offices plus net
positions with own International Banking Facilities (IBFs).

4. Borrowings through any instrument, such as a promissory note or due bill,

givcn for the purpose of borrowing money for the banking business. This includes
orrowings from Federal Reserve Banks and from foreign banks, term federal
funds, loan RPs, and sales of participations in pooled loans.

S. Figures are based on averages of daily data reported weekly by approxi-
mately 120 large banks and quarterly or annual data reported by other banks.
d 6. Figures are partly averages of daily data and partly averages of Wednesday
ata.

7. Time deposits in denominations of $100,000 or more. Estimated averages of
dally data.

U.S. Treasury demand deposits and Treasury tax-and-loan notes at com-

mercnal banks. Averages of daily data.
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1.25 ASSETS AND LIABILITIES OF COMMERCIAL BANKS Last-Wednesday-of-Month Series*
Billions of dollars
1990 1991
Account
Oct. Nov. Dec. Jan Feb. Mar. Apr. May June July Aug.
ArLL COMMERCIAL BANKING
INSTITUTIONS?
Assets
1 Loans and securities .................. 2,931.3 | 2,925.1 2,936.9 | 2908.7 | 2,924.9 | 2,910.9 | 2,907.t 2,921.5 2,937.9 | 2,937.7 2,921.0
2 Investment securities, . 604.9 603.3 605.6 612.8 614.0 628.3 628.5 634.1 641.1 648.7 650.9
3 U.S. government sec 438.0 437.6 439.6 447, 449.5 4631.3 465.1 471.8 480.4 489.9 492.8
4 Other................. 166.8 165.7 166.0 165.2 164.5 165.1 163.4 162.2 160.7 158.8 158.1
5 Trading account assets .............. 27.4 25.0 22,0 24.1 26.9 2315 24.9 24,3 27.5 30.2 28.5
6 Totalloans...............covvvvnenn 2,299.0 | 2,296.9 | 2,309.3 | 2,271.8 | 2,283.9 | 2,259.1 2,253.6 | 2,263.2 2,269.3 2,258.8 | 2,241.5
7 Interbank loans................... 207.9 207.0 204.0 193.3 185.0 171.8 160.7 172.5 166.8 175.9 167.5
8 Loans excluding interbank ......... 2,091.2 | 2,089.8 | 2,105.3 | 2,078.6 | 2,099.0 | 2,087.3 2,092.9 | 2,090.6 | 2,102.5 2,082.9 | 2,074.1
9 Commercial and industrial ....... 643.4 644.4 650.8 637.2 645.1 648.5 643.6 635.1 632.7 624.2 617.8
10 Realestate ............ovvevnnnn 831.5 833.7 838.3 836.9 840.1 842, 849.0 855.2 859.4 856.0 854.8
11 Individual. . 380.8 380.5 384.7 378.6 376.4 371.5 372.0 370.7 370.5 368.3 368.2
12 Allother............ovovvvvnnns 235.5 231.2 231.5 225.9 2374 2248 228.3 229.6 239.8 2343 2333
13 Total cash assets..............c.o.ovcns 220.8 216.7 217.9 199.2 204.5 206.1 201.0 224.3 212.3 214.1 200.1
14 Reserves with Federal Reserve Banks. 29.7 33.0 23.4 16.5 18.1 25.0 23.1 26.2 29.1 248 23.0
15 Cashinvault....................... 29.4 2.8 32.0 30.4 29.8 28.9 29.1 31.1 29.8 2.7 31.1
16  Cash items in process of collection ... 85.4 78.4 86.0 74.7 79.9 76.9 74.3 87.2 78.3 87.8 1.7
17  Demand balances at U.S. depository
institutions 28.5 28.4 29.6 28.1 21.7 27.6 26.4 30.8 28.3 26.9 27.7
18 Othercashassets ................... 47.8 4.2 46.8 49.6 49.0 41.7 48.1 49.0 46.8 45.0 46.5
19 Other assets..........cvvvrrveornrnns 230.1 226.6 245.1 249.9 259.6 263.1 260.4 264.4 259.0 286.7 276.2
20 Totabassets...............ccovveeennins 3,382.2 | 3,368.5 | 3,399.9 | 3,357.8 | 3,388.9 | 3,380.1 3,368.5 | 3,410.3 | 3,409.2 | 3,438.5 | 3,397.3
Liabilities
21 Total deposits ..........covevvivnninnns 2,332.0 | 2,319.9 | 2,363.4 | 2,334.6 | 2,365.0 | 2,382.5 | 2,381.9 | 2,413.3 | 2,406.1 | 2,448.8 | 2,430.9
22 Transaction accounts....... 612.1 598.1 637.1 587.9 594.1 602.8 601.3 617.6 611.2 639.4 612.
23 Savings deposits (excluding
checkable) ................. .. 570.5 573.1 573.3 5739 583.5 594.1 595.4 606.2 610.7 619.9 624.1
24 Timedeposits ........ocovvuveeninns 1,149.4 1,148.8 1,152.9 1,172.8 1,187.3 1,185.6 1,185.3 1,189.5 1,184.2 1,189.5 1,194.7
25 BOITOWINGS. . oo vvvvvvnvinereniianes 591.0 570.6 548.7 529.8 515.4 492.3 494.6 499.8 510.4 503.5 480.9
26 Other liabilities . ............ CERERRRRY: 236.0 255.3 264.4 268.8 282.3 278.2 263.9 267.6 263.8 258.4 257.1
27 Residual (assets less liabilities)” ........ 223.3 227 223.5 224.6 226.2 227.0 228.1 229.6 2289 227.9 228.4
DOMESTICALLY CHARTERED
COMMERCIAL BanKs?
Assets
28 Loans and securities ........c..covivun 2,658.4 | 2,645.1 2,654.2 | 2,628.0 | 2,642.3 2,635.6 | 2,628.9 2,637.8 | 2,647.4 | 2,653.4 | 2,637.8
29 Investment securities................ 571.5 569.8 570.5 575.3 577.4 588.6 592.3 595. 603.0 611.0 612.1
30 U.S. government securities ........ 420.9 420.8 421.7 426.5 429.3 440.2 445.5 449.2 458.0 467.9 470.2
31 Other....oovveiiiiiier i raenas X 149.1 148.8 148.7 148.2 148.5 146.8 146.5 144.9 143.0 141.9
32 Trading account assets 27.4 25.0 22.0 24.1 26.9 23.5 24.9 24.3 21.5 30.2 28.5
33 Totalloans........... . 2,050.3 | 2,061.7 | 2,028.6 | 2,038.0 | 2,023.5 | 2,011.7 | 2,017.8 | 2,016.9 | 2,012.3 | 1,997.1
34 Interbank loans................... 164.0 157.4 160.0 151.7 150.9 148.3 134.2 144.5 139.0 150.4 146.4
35 Loans excluding interbank ......... 1,895.5 | 1,892.9 | 1,901.7 | 1,876.9 | 1,887.0 | 1,875.2 | 1,877.5 | 1,873.3 | 1,877.9 | 1,861.8 | 1,850.7
36 Commercial and industrial ....... 515.4 513.4 512.7 504.2 508.4 506.3 502.4 495.0 491.6 482.6 475.3
37 Realestate ..........ovoenevunnn 789.8 751.6 796.4 794.0 797.1 799.7 804.7 808.7 812.2 808.2 846.9
38 Revolving home equity ....... 60.6 61.1 61.7 62.9 63.3 63.6 64.4 65.7 66.6 67.0 67.6
39 Other real estate. ............. 729.2 730.5 734.7 7311 733.8 736.1 740.3 743.0 743.7 7412 739.4
40 Individual. . 189.3 187.7 188.3 166.6 1727 177.0 171.6 193.6 184.3 187.6 1723
41 All other. .. 28.5 31.5 23.0 15.3 17.0 24.0 21.9 25.8 28.3 23.9 22.1
42 Total cash assets. .........ccovvevvnenss 29.4 32.8 32.0 30.3 29.8 28.8 29.1 311 29.8 29.7 31.0
43 Reserves with Federal Reserve Banks. 83.6 76.4 83.9 72.9 78.2 74.9 72.6 85.5 76.2 86.1 70.1
44 Cashinvault..............co0ovenns 26.6 26.2 27.6 26.2 258 25.8 24.8 28.8 26.5 25.2 25.9
45  Cash items in process of collection ... 21.2 20.9 21.8 2.0 219 234 23.2 2.4 23.6 22.8 23.2
46  Demand balances at U.S. depository
institutions .. ... 155.0 167.8 166.9 171.3 167.9 161.9 162.3 157.7 168.9 163.4
47  Other cash assets 2,987.8 1 3,010.3 | 2,961.4 | 2,986.3 | 2,980.4 | 2,962.4 | 2,993.7 | 2,989.4 | 3,009.9 | 2,973.4
48 Otherassets.............ocovevereenns 2,243.3 2,283.5 | 2,236.2 | 2,255.2 | 2,266.2 2,258.8 | 2,280.8 | 2,271.3 2,308.6 | 2,284.9
49 Totalassets. ................cco0vivens 587.7 626.1 5774 583.8 592.2 591.4 607.5 600.9 629.3 602.1
Liabilities
50 DEposits . ....oovivieininiiiiiiaianan 567.4 569.8 570.0 570.6 580.2 590.6 591.9 602.5 607.1 616.2 620.4
51 ransaction accounts. . .............. 1,085.0 1,085.8 1,087.4 1,088.1 1,091.2 1,083.4 1,075.6 1,070.8 1,063.4 1,063.1 1,062.5
52 Savinﬁs deposits (excluding
. checkable) ...l 400.4 394.1 375.6 380.1 371.8 354.9 346.5 355.1 364.4 352.2 338.8
53 Timedeposits ...........co0veveenns 127.5 131.5 1314 124.2 136.8 136.0 132.6 131.9 128.4 124.9 125.0
54 Borrowings. ..............ccoeviiines 219.6 219.0 219.8 220.9 2226 2234 224.5 226.0 2253 224.2 224.8
55 Other liabilities ...........
56 Residual (assets less liabilities)* ........

1. Back data are available from the Banking and Monetary Statistics Section,
Board of Governors of the Federal Reserve System, Washington, D.C., 20551,
Data in this table also appear in the Board’s H.8 (510) weekly statistical release.

Data are partly estimated, They include all bank-premises subsidiaries and
other significant majority-owned d ic subsidiaries. Comp ts may not sum
to totals because of rounding.

2. Includes insured domestically chartered cial banks, ies and
branches of foreign banks, Edge act and agreement corporations, and New York

State foreign investment corporations, Data are estimates for the last Wednesday
of the month based on a sample of weekly-reporting foreign-related institutions
and quarter-end condition reports.

3. This balancing item is not i
capital adeguacy analysis.

4. Includes all member banks and insured nonmember banks. Loans and
securitics data are estimates for the last Wednesday of the month based on a
sample of weekly-reporting banks and quarter-end condition reports.

ded as a measure of equity capital for use in
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1.26 ASSETS AND LIABILITIES OF LARGE WEEKLY-REPORTING COMMERCIAL BANKS'
Millions of dollars, Wednesday figures
1991
Account
July 3" July 10° | July 177 | July 24" | July 31" Aug. 7 Aug. 14 | Aug. 21 | Aug.28
ASSETS
1 Cash and balances due from depository institutions . .. .. 107,678 101,384 97,984 94,796 106,079 101,762 98,373 99,885 96,820
2 U.S. Treasury and government securities 196,271 195,247 | 197,507 [ 196,921 | 202,554 | 201,116 202,132 | 204,655| 203,339
3 Trading account ..... ceee 16,249 15,567 16,637 14,911 17,943 16,403 17,806 19,016 16,389
4 Investment account .............c.coiiieiiiiiiiae 180,022 179,679 180,871 182,010 184,611 184,713 184,325 185,639 186,950
5 Mortgage-backed securities® . ... .................. 664 78,292 77,055 77,056 77,709 77,536 77,553 76,703 77,585
All others, by maturity
6 Oneyear orfess..........oooeiiviinininiiins, 22,239 22,375 22,595 22,853 22,730 23,842 23,185 23,526 23,586
7 One year through five years .................... 42,860 42,621 44,475 45,279 ,809 ,002 44,213 46,184 46,320
8 More than five years ..................o000 36,259 36,391 36,745 36,823 39,364 39,333 39,374 39,225 39,459
9 Other SECUTItES ... ovvvue it 56,469 56,233 56,025 55,939 56,449 56,277 55,945 55,969 56,407
[0 Trading 8CCOUNE . ....oovieenniin i aniies 1,903 1,839 1,831 1,712 1,745 1,710 1,666 1,741 1,738
11 Investment aCCOUNt .......vuvvvreininirenrrncnas 54,566 54,393 54,193 54,227 54,704 54,567 54,278 54,228 54,669
12 State and political subdivisions, by maturity ....... 25,502 25,428 25,326 25,263 25,179 25,033 5,000 24,797 24,940
13 Oneyearorless ..........ocoviiiiiiiiinnana 3,150 3,130 3,085 3,095 3,109 3,091 3,099 3,048 3,052
14 More thanone year ..............ccocovevavians 22,352 22,298 22,241 22,168 22,070 21,942 21,901 21,749 21,887
15 Other bonds, corporate stocks, and securities ...... 29,064 28,965 28,867 28,965 29,525 29,535 29,278 29,431 29,729
16 Other trading account assets ..............ccooovviuns 10,051 10,493 10,330 10,735 10,531 10,763 10,187 10,021 10,416
17 Federal funds sold® ............ccooiviiiiinciiiinn. 82,427 80,318 76,237 73,930 83,262 82,073 81,525 80,673 76,347
18  To commercial banks in the United States............ 56,829 55,301 52,264 49,722 57,748 56,463 56,380 54,776 51,536
19 To nonba?k brokers and dealers .................... 21,256 21,196 19,793 19,632 21,799 20,843 19,863 20,597 20,013
20 Toothers® ... ... 4,341 3,822 4,180 4,576 3,715 4,7 5,28 5,3 ,
21 Other loans and leases, gross ...........ccoivieieaiiins 1,031,813 | 1,026,504 | 1,020,383 | 1,017,269 | 1,020,791 | 1,017,077 | 1,015,653 | 1,016,181 1,011,793
22 Commercial and industrial .. ...............0000n, 308,456 06,462 304,265 302,552 303, 301,921 99,965 299,809 298,948
23 Bankers acceptances and commercial paper ........ 1,695 1,735 1,750 1,763 1,884 2,014 1,977 1,950 1,813
24 Allother ... 306,761 304,727 302,515 300,789 301,775 259,907 297,988 297,859 297,135
25 U.S. addressees 305,319 303,309 301,110 299,382 300,152 298,359 296,515 296,359 295,676
26 Non-U.S. addressees ..........coooineeriinines 1,442 1,418 1,405 1,407 1,623 1,548 1,474 1,501 1,
27 Realestate loans .............ooiiiiiaiiiiinva.a. 404,337 404,172 400,841 400,397 399,111 399,812 400,428 398,967 397,702
28 Revolving, home equity .................cocovi.l 37,917 37,965 38,062 38,111 38,233 38,279 38,366 38,487 38,613
29 Allother,, .......ooiiiiiii i 366,420 366,208 362,779 362,287 360,879 361,533 362,062 360,480 359,090
30 To individuals for personal expenditures ............. 185,040 184,179 184,316 184,688 185,050 184,231 184,839 185,457 183,980
31 To financial institutions ..............cccoviiiiian 46,123 45,070 45,542 45,199 46,061 45,155 44,988 44,596 44,411
32 Commercial banks in the United States ............ 19,681 18,808 19,765 20,790 20,563 19,917 20,217 20,489 20,685
33 Banks in foreign countries .................00 2,367 2,352 2,577 1,798 2,109 1,800 1,836 1,973 1,740
34 Nonbank financial institutions .................... 24,075 23,910 23,199 22,611 23,39%0 23,438 22,934 22,135 21,987
35 For purchasing and carrying securities . 11,734 12,008 11,466 11,344 13,701 12,931 12,763 13,948 14,315
36 To finance agricultural production ... ,290 6,291 6,324 6,252 6,269 6,259 6,295 6,248 6,229
37 To states and political subdivisions 18,996 18,944 18,911 18,829 18,848 18,697 18,691 18,639 18,577
38 To foreign govgmments and official ,260 ,097 1,107 ,063 988 1,004 K 990 1,019
39  Allotherloans® ................ 22,591 21,400 21,849 21,225 21,358 21,425 21,10 21,968 21,044
40  Lease-financing receivables .. ... 26,985 26,881 25,762 25,720 25,745 25,644 25,583 25,560 25,566
41 Less: Unearned income ................ 3,861 3,869 3,877 3,864 3,820 3,811 3,805 3,79 3,718
4 Loan and lease reserve® ........... 36,315 36,647 36,691 36,767 37,079 37,254 37,22 37,203 37,184
43 Other loans and leases, net ............. el 991,637 985,988 979,815 976,638 979,892 976,012 974,626 975,183 970,891
44 Other assets .. .......cocovirieeninairiinriianeniiies 158,895 154,999 150,005 150,866 155,309 154,557 152,327 147,489 151,560
45 Total assets 1,603,427 | 1,584,661 | 1,567,903 | 1,559,825 | 1,594,076 | 1,582,560 | 1,575,113 | 1,573,874 1,565,780

Footnotes appear on the following page.
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1.26 ASSETS AND LIABILITIES OF LARGE WEEKLY REPORTING COMMERCIAL BANKS—Continued

Millions of dollars, Wednesday figures

1991
Account
July 3" | July 107 | July 17° | July 24" | July 31° Aug. 7 Aug, 14 | Aug. 21 | Aug. 28
LIABILITIES

46 DepoSits. ... vrviii i e e 1,125,763 11,106,821 | 1,103,787 | 1,092,295 | 1,113,759 | 1,108,583 | 1,110,554 | 1,099,508 | 1,097,438
47  Demand deposits ..........iiiiiiiie i 238,786 221,183 221,286 ,609 232,019 18,513 222,316 214,941 216,014
48 Individuals, partnerships, and corporations ........ 191, 179,576 | 180,199 [ 171,703 | 185,966 | 177,627 181,620 | 172,953 174,740
49 Otherholders ...........ooiviiiiiiiaiiiennins 47,778 ,606 41,086 39,907 46,054 40,886 40,696 41,988 41,273
50 States and political subdivisions . 6,929 6,128 7,023 6,633 7,384 6,633 6,270 6,774 6,598
51 U.S.government ...........ccoiviiiiiiiiiines 2,362 1,614 1,337 1,712 3,189 1,331 1,657 1,091 1,297
52 Depositorty institutions in the United States ...... 22,584 19,546 19,086 18,022 19,843 18,044 18,160 18,589 18,894
53 Banks in foreign countries ............ ..o ,504 5,183 4,856 4,705 5,085 5,347 5,125 , 4,792
54 Foreign governments and official institutions ..... 537 517 811 591 593 602 644 567
55 Certified and officers’ checks ............. 9,862 8,618 8,180 8,023 9,962 8,937 8,883 9,986 9,124
56  Transaction bal other than d dd 92,746 90,635 89,776 88,420 90,489 92,740 91,048 90,661 89,992
57 Nontransaction balances .......... 794,231 | 795,004 | 792,725 | 792,265 | 791,250 | 797,33t { 797,191 | 793,906 [ 791,432
58 Individuals, partnerships, and corpo: 758,954 759,761 757,471 756,854 755,825 762,401 762,477 759,101 756,826
59 Other holders .................... 35,277 35,242 35,254 35,412 35,425 34,930 34,714 34,805 34,607
60 States and political subdivisions ................ 28,870 28,766 28,845 29,028 29,043 28,577 28,413 28,625 28,353
61 U.S. government ........c..oovviiiveiniinens 1,177 1,188 1,191 1,194 1,112 ,094 1,114 ,095 1,089
62 Depository institutions in the United States ...... 4,797 4,854 4,790 4,754 4,838 4,836 4,767 4,669 4,723
63 Foreign governments, official institutions, and banks .. .. 432 435 429 43 431 423 420 417 441
64 Liabilities for borrowed money" ....................... 265,867 265,313 255,891 257,257 269,392 265,347 255,061 265,005 258,334
65 Borrowings from Federal Reserve Banks 0 0 0 35 125 4,215 230 1,010 392
66  Treasury tax and loan notes ....... e 12,330 10,737 10,333 14,136 25,758 9,782 10,380 10,499 10,970
67  Other liabilities for borrowed money’ ............... 253,537 | 254,577 | 245,559 | 243,086 | 243,508 | 251,350 | 244,451 | 253,496 ] 246,972

68 Other liabilities (including subordinated notes and
debentures) ........ ..o 97,615 97,281 94,484 95,906 97,291 94,675 95,063 94,909 96,028
69 Total labilities ................ ... 1,489,245 | 1,469,415 | 1,454,163 | 1,445,458 | 1,480,442 | 1,468,605 | 1,460,678 | 1,459,422 | 1,451,801
70 Residual (total assets less total liabilities)®.............. 114,182 115,246 113,741 114,367 113,634 113,955 114,435 114,453 113,980

MeMo

71 Total loans and leases, gross, adjusted, plus securities’ . .| 1,300,521 | 1,294,686 | 1,288,453 | 1,284,283 | 1,295,276 | 1,290,926 | 1,288,844 | 1,292,234 | 1,286,081
72 Time deposits in amounts of 3190.000 Ormore ......... 189,830 189,218 189,201 188,889 187,871 188,435 187,072 y 185,238
73 Loans sold outright to affiliates L N 1,272 1,271 1,267 1,264 1,296 1,286 1,271 1,254 1,263
74  Commercial and industrial .......... 668 666 675 673 693 686 677 667 678
75 Other ........v.oiviiiiiiiiiiii 604 604 593 591 603 600 594 587 585
76 Foreign branch ¢ 23,469 23,129 23,172 23,253 23,246 23,352 23,489 23,278 23,326
77 Net due to related institutions abroad -9,381 —5,645 -7,327 -5,13 —6,153 ~7,840 -9,735 —4,952 —6,263

the United States.

1. Components may not sum {o totals because of rounding.

2. Includes certificates of participation, issued or guaranteed by agencies of the
U.S. government, in pools of residential mortgages.

3. Includes securities purchased under agreements to resell.

4. Includes allocated transfer risk reserve,

5. Includes negotiable order of withdrawal (NOW), automatic transfer service
(ATS), and lelepﬁonc and preauthorized transfer savings deposits.

6. Includes borrowings only from other-than-directly-related institutions.

7. Includes federal funds purchased and securities sold under agreements to
repurchase.

8. This balancing item is not intended as a measure of equity capital for use in
capital-adequacy analysis.

9, Excludes loans to and federal funds transactions with commercial banks in

10. Affiliates include a bank’s own foreign branches, nonconsolidated nonbank
affiliates of the bank, the bank’s holding company (if not a bank), and noncon-

lidated nonbank idiaries of the holding company.

11. Credit extended by foreign branches of domestically chartered weekly-
reporting banks to nonbank U.S. residents. Consists mainly of commercial and
industrial loans, but includes an unknown amount of credit extended to other than
nonfinancial businesses.

NoTtk. Data that formerly appeared in table 1.28, Assets and Liabilities of Large
Weekly Reporting Commercial Banks in New York City, can be obtained from the
?oard’s H.4.2 (504) weekly statistical release. For ordering address see inside

Tont cover,




Weekly Reporting Commercial Banks A2l
1.30 LARGE WEEKLY-REPORTING U.S. BRANCHES AND AGENCIES OF FOREIGN BANKS Assets and
Liabilities!
Millions of dollars, Wednesday figures
1991
Account
July 3 Tuly 10 July 17 July 24 July 31 Aug. 7 Aug. 14 Aug. 21 Aug. 28
1 Cash and balances due from depository
INSLtUtions . .....ovv v 15,743 14,800 14,429 15,134 14,878 14,859 14,987 15,547 15,659
2 U.S. Treasury and government agency
SECUMES .+ ovvvvvt e iiie i 14,144 14,360 14,372 14,674 14,327 15,252 15,895 15,349 14,702
3 Other securities....... 7,334 7,347 7,259 7,257 ,304 7,348 7,371 7,442 7,517
4 Federal funds sold’ .................cc..s. 7,125 9,591° 6,714" 8,569" 9,545° 7,251 6,730 9,881 9,143
5 To commezrcial banks in the United States . .. 3,375 4,556 2,873 3,927 4,797 3,546 1,690 5,188 3,405
6 Toothers® ..........coivviiviiininnnnns 3,750 5,035" 3,841" 4,642" 4,748" 3,705 5,040 4,693 5,737
7 Other loans and leases, gross 137,297 137,328 137,515 138,145 138,835 138,217 138,709 137,471 138,839
8  Commercial and industrial 83,157" 82,833" 83,3 83,759" 3,6417 83,563 83,787 83,219 84,305
9 Bankers acceptances and commercial
............ 2,026 1,833 1,719 1,711 1,741 2,028 2,132 1,918 1,970
10 81,131 80,999 81,645 82,048" 81,899" 81,535 81,655 81,301 82,336
11 U.S. addressees .... . 78,951 78,889" 79,480 79,949" 79,758" 79,365 79,503 79,165 80,151
12 Non-U.S. addressees................ 2,180" 2,111 2,165 2,100 2,141 2,170 2,152 2,135 2,185
13 Loans secured by real estate ............. 32,4007 32,529 32,701° 32,617° 32,527 32,612 32,722 32,700 32,730
14 To financial institutions.................. 16,672" 16,377° 16,396" 16,919 17,356 17,253 17,272 16,620 17,196
15 Commercial banks in the United States. . 7,719 ,960 7,864 7,848 ,284 7,913 7,975 8,028 8,105
16 Banks in foreign countries ............. 1,813 1,516 1,669 1,830 1,742 1,910 1,723 1,751 2,214
17 Nonbank financial institutions . ......... 7,140° 6,901" 6,863 7,241° 7,330 7,429 7,575 6,841 6,876
18  For purchasing and carrying securities . ... 2,936 3,39 2,931 2, 3,213 2,614 2,846 2,766 2,500
19 To foreign governments and official
INSLHUIONS ... veti e 299 306 296 299 325 330 343 343 354
20 Allother..........ocoviiriniiniiinains 1,832 1,888 1,828 1,907 1,773 1,845 1,739 1,823 1,753
21 Other assets (claims on nonrelated parties) . . 906" 27,833" 28,187" 28,599 28,901 28,419 28,384 28,839 28,234
22 Total assets’ ... ........oveerieeriinnnne, 246,093° 248,194 244,440" 247,766° 254,828" 252,069 251,639 250,262 252,418
23 Deposits or credit balances due to other
than directly related institutions ........ 87,001 87,315 88,746 90,834 91,904 90,573 89,818 92,497 95,382
24 Demand deposits®. ..................... ... 4,125 K 3,875 3,956 4,001 3,508 3,573 3,438 3,546
25 Individuals, partnerships, and
COTPOFALioNS. . ... oovvvviincnnnen, 2,339 2,294 2,399 2,370 2,379 2,063 2,112 1,958 2,089
26 Other......oooviviniriiiiiiiiainann, 1,786 1,367 1,476 1,586 1,622 1,445 1,461 1,480 1,456
27 Nontransaction acCounts. . ................. 82,876 83,653 84,871 86,878 87,903 | 86,245 89,059 91,836
28 Individuals, partnerships, and
corporations . 62,308" 62,4417 63,413 64,577° 65,247 63,996 63,209 65,869 66,976
29 Other........ooviiiiiineiniiiiiiian., 20,568" 21,212° 21,458" 22,300° 22,656" 23,070 23,036 23,190 24,860
30 Borrowings from other than d
related institutions .................. 92,404 93,697 88,552 86,834 93,268 92,355 94,987 90,455 86,969
31 Federal funds purchased”.................. 45,399 47,251 44,405 40,755 47,707 46,688 49,236 48,029 42,183
32 From commercial banks in the
United States. ................c..o.n 21,067 20,712 19,744" 15,961 21,485 19,346 20,586 20,211 18,775
33 Fromothers..........o.ovvvivvnareennis 24,332 26,539 24,661 24,794 26,222 27,342 28,650 27,818 23,408
34 Other liabilities for borrowed money ........ 47,005 46,446 44,147 46,078 45,561 45,668 45,751 42,426 44,785
35 To commercial banks in the
United States. .........c...cooovennns 14,562 14,484 14,594 14,017 14,824 14,355 14,693 14,134 14,378
36 Toothers .......ccovevieninein, 32,444 31,962 29,553 32,062 30,737 31,312 31,058 28,291 30,407
37 Other liabilities to nonrelated parties........ 26,209 26,042 26,124 26,519 27,023 26,358 26,874 26,523 26,569
38 Total liabilittes® . .......................... 246,093 248,194 244,440" 247,766 254,828° 252,069 251,639 250,262 252,418
MeMo
39 Total loans (gross) and securities, adjusted’.. | 154,805 156,111" 155,123° 156,870 156,931 156,608 159,040 156,927 158,691
40 Net due to related institutions abroad . ...... 3,934° 4,206" 5,054" ,192" ,595° 060 396 ,055 5,174

1. Includes securities purchased under agreements to resell,
2. Includes transactions with nonbank brokers and dealers in securities.
3. Includes net due from related institutions abroad for U.S. branches and

agencies of foreign banks having a net ‘‘due from'' position.

4. Includes other transaction deposits.

5. Includes securities sold under agreements to repurchase.

6. Includes net to related institutions abroad for U.S. branches and agencies of
foreign banks having a net ‘‘due to”’ position.

7. Excludes loans to and federal funds transactions with commercial banks in
the United States.
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1.32 COMMERCIAL PAPER AND BANKERS DOLLAR ACCEPTANCES OUTSTANDING'

Millions of dollars, end of period

1991
Item 1986 1987 1988 1989 1990
Dec. Dec. Dec. Dec.
Feb. Mar. Apr. May June July
Commercial paper (seasonally adjusted unless noted otherwise)
1T ANISSUErs. ......ooovvvvniinnnninnn, 331,316 | 358,997 | 458,464 | 530,123 | 566,688 | 561,406 | 565,734 | 541,648 | 533,091 (| 533,659 | 543,043
Financial companies?
Dealer-placed paper
2 Total .. 101,707 | 102,742 | 159,777 | 186,343 | 218,953 | 217,812 | 224,865 | 212,337 | 206,507 | 203,229 | 205,032
3 Bank-related Snot seasonally
adjusted)® . ...... ... ...l 2,265 1,428 1,248 n.a. na. n.a. n.a. n.a. n.a. n.a.
Directly placed paperS
4 Total ..ooviiiiiiiii e 151,897 | 174,332 | 194,931 | 212,640 | 201,862 | 197,799 | 190,285 | 184,703 | 183,383 | 189,512 | 193,699
5 Bank-related gnot seasonally
adjusted)” ................ ... 40,860 43,173 43,155 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
6 Nonfinancial companies®............... 77,712 81,923 | 103,756 | 131,140 | 145,873 | 145,795 | 150,584 | 144,608 | 143,201 | 140,918 | 144,312
Bankers dollar p (not lly adjusted)’
A X 64,974 70,565 66,631 62,972 54,71 52,831 48,795 47,086 46,438 45,539 44,707
Holder
8 Accepting banks 13,423 10,943 9,086 9,433 9,017 10,240 9,237 8,593 10,138 10,028 9,070
Qwn bills .. 11,707 9,464 8,022 8,510 7,930 8,391 7,569 7,599 8,179 8,414 7,895
10 Bills bought 1,716 1,479 1,064 924 1,087 1,849 1,668 994 1,959 1,613 L175
Federal Reserve Banks
11 Ownaccount............cooouninnn 0 0 0 0 0 Y 0 0 0 0 0
12 Foreign correspondents. . 1,317 965 1,493 1,066 918 892 872 934 1,053 1,203 1,274
BBOthers......oovovvviiiiiiiiiiiiiann, 50,234 58,658 56,052 52,473 44,836 41,699 38,686 37,559 35,247 34,308 34,363
Basis
14 Imports into United States............. 14,670 16,483 14,984 15,651 13,096 13,799 12,509 12,511 12,821 13,431 12,715
15 Exports from United States . . 12,960 15,227 14,410 13,683 12,703 12,082 11,500 11,219 11,511 11,416 11,433
16 All other 37,344 38,855 37,237 33,638 28,973 26,950 24,786 23,356 22,106 20,691 20,559

1. Components may not sum to totals because of rounding.

2. Institutions engaged primarily in commercial, savings, and mortgage bank-
ing; sales, personal, and mortgage fi factoring, fi leasing, and other
business lendinﬂ; insurance underwriting; and other investment activities.

. Includes all fi ial pany paper sold by dealers in the open market.

4. Bank-related series were discontinued in January 1989.

. 5. As reported by financial companies that place their paper directly with
investors.

6. Includes public utilities and firms engaged primarily in such activities as
communications, construction, manufacturing, mining, wholesale and retail trade,
transportation, and services.

7. Data on bankers acceptances are ﬁnthcred from institutions whose accep-
tances total $100 million or more annually. The reporting group is revised every
January. In January 1988, the group was reduced from 155 to 111 institutions. The
current group, totaling approximately 100 institutions, accounts for more than 90
percent of total acceptances activity.

1.33 PRIME RATE CHARGED BY BANKS on Short-Term Business Loans

Percent per year

. Average . Average . Average
Date of change Rate Period rm:g Period rate Period rateg
1988— Jan. 8.75 | 1988 . 9.32 | 1989— Jan. . 10.50 10.00
Feb. 8.50 | 1989. 10.87 Feb. 10.93 10.00
May 9.00 | 1990. 10.01 Mar. 11.50 10.00
July 9.50 Apr. 11.50 10.00
Aug. 10.00 | 1988— Jan. ... 8.75 May . 11.50 10.00
Nov. 10.50 Feb. 8.51 June 11.07 10.00
Mar. 8.50 July . 10.98 10.00
1989— Feb. 11.00 Apr. 8.50 Aug. 10.50 10.00
11.50 M'e)\y 8.84 Sept. 10.50 10.00
June 11.00 June 9.00 Oct. . 10.50
July 10.50 July 9.29 Nov, 10.50 9.52
Aug. 9.84 Dec. ... 10.50 9.05
1990—Jan. 8 ... 10.00 Sept. 10.00 9.00
Oct, 10.00 | 1990— Jan. 10.11 9.00
1991—Jan. 2 ... 9.50 Nov. 10.05 Feb. 10.00 8.50
Feb. 4 ... 9.00 Dec. .. 10.50 Mar. ... 10.00 8.50
May | .. 8.50 8.50
Sept. 13 ... 8.00 8.50
8.20

1. Data in this table also appear in the Board's H.15 (519) weekly and G.13
(415) monthly statistical releases. For ordering address, see inside front cover.
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Averages, percent per year; weekly, monthly and annual figures are averages of business day data unless otherwise noted.

1991 1991, week ending
Item 1988 1989 1990
May June July Aug. Aug. 2 | Aug. 9 { Aug. 16 | Aug. 23 | Aug. 30
MONEY MARKET INSTRUMENTS
1 Federal funds'?? ... ... .. 7.57 9.21 810 | 578 5.90 5.82 5.66 5.79 5.83 5.62 5.68 5.58
2 Discount window borrowin 6.20 6.93 6.98 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.50 5.50
Commercial paper*>*
3 lmonth ... ... 7.58 9.11 8.15 5.91 6.06 5.98 5.72 5.92 5.73 5.69 5.64 5.72
4 3-month ... 7.66 8.99 8.06 592 6.11 6.05 5.72 5.95 5.74 5.68 5.64 5.72
5 6month ........cooviiiiiiiiins 7.68 8.80 7.95 5.94 6.16 6.14 5.76 6.04 5.81 5.71 5.66 5.76
Finance paper, directly placed”’ 7
6 f-month .........0 ... o0 7.44 8.99 8.00 5.76 5.93 5.86 5.58 5.80 5.62 5.58 5.48 5.56
7  3-month ... 7.38 8.72 7.87 5.81 5.96 5.89 5.56 5.83 5.59 5.53 5.45 5.54
8 6month ..........oiiiiiiiiiiiis 7.14 8.16 7.53 51 5.75 5.81 5.50 5.73 5.56 5.50 5.41 5.44
Bankers acceplancesl's's
9 3emonth ........ ... 7.56 8.87 7.93 5.75 5.94 5.89 5.54 5.80 5.56 5.50 5.49 5.54
10 6month .................ccoiiiiiens 7.60 8.67 7.80 .77 6.00 5.97 5.55 5.88 5.58 5.51 547 5.54
Certificates ’gf deposit, secondary
market>®
11 1-month 7.59 9.11 8.15 5.86 6.00 5.92 5.64 5.84 5.66 5.62 5.57 5.63
12 3-month 1.73 9.09 8.15 5.91 6.07 5.98 5.65 5.90 5.69 5.62 5.58 5.63
13 6-month 7.91 9.08 8.17 6.03 6.26 6.25 5.79 6.14 5.87 5.78 5.68 5.72
14 Eurodollar deposits, 3-month®>'¢ ,,....... 7.85 9.16 8.16 5.94 6.08 6.01 5.65 5.94 5.78 5.61 5.59 5.63
U.S. Treasury bill§
Secondary market”*
15 3month ...........o.cooiiiinn 6.67 8.11 7.50 5.57 5.58 5.33 5.53 5.40 5.29 5.24 5.34
16 6month ....... 6.91 8.03 7.46 5.61 5.75 5,70 5.39 5.65 5.46 5.36 5.28 5.37
17 t-year ...... 3 7.13 7.92 7.35 5.96 591 5.45 5.81 5.54 5.40 5.30 5.41
Auctlion average>>!!
18  3-month 6.68 8.12 7.51 5.51 5.60 5.58 5.39 5.58 5.51 5.30 5.17 5.40
19  6-month 6.92 8.04 7.47 5.65 5.76 571 5.47 5.69 5.59 5.39 5.23 5.47
20 J-YEAr ... 7.17 7.91 7.36 5.71 573 6.00 5.62 5.88 n.a. n.a. na. 5.36
U.S. TREASURY NOTES AND BoNDS
Constant maturities'?
21 ISYEAT i 7.65 8.53 7.89 6.13 6.36 6.31 5.78 6.18 5.88 5.72 5.62 5.74
22 2-year ........... 8.10 8.57 8.16 6.78 6.96 6.92 6.43 6.80 656 | 6.40 6.28 6.36
23 3-year ........... 8.26 8.55 8.26 7.12 7.39 7.38 6.80 7.21 6.92 6.77 6.66 6.70
24 S-year ........... 8.47 8.50 8.37 7.70 7.94 7.91 7.43 7.76 7.54 7.40 7.29 7.35
25 T-year ............. 8.71 8.52 8.52 7.94 8.17 8.15 7.74 8.02 7.83 7.71 7.64 7.68
26 10-year ............ 8.85 8.49 8.55 8.07 8.28 8.27 7.90 8.17 7.98 7.87 7.82 7.84
27 30-YEAT ... s 8.96 8.45 8.61 8.27 8.47 8.45 8.14 8.35 8.2t 8.13 8.09 8.08
Composite
28 Over 10 years (long-term) .............. 8.98 8.58 8.74 8.33 8.54 8.50 8.17 8.39 8.24 8.16 8.12 8.11
STATE AND LocaL NOTES aAND BoNDsS
Moody's series'
20 ABA ..o 7.36 7.00 6.96 6.70 6.83 6.82 6.62 6.65 6.69 6.59 6.56 6.63
0Baa ..o 7.83 7.40 7.29 7.10 7.21 7.18 6.96 7.01 7.02 6.91 6.90 6.97
31 Bond Buyer series' ....... ... 0e.nns 7.68 7.23 7.27 6.95 7.13 7.05 6.90 6.99 6.94 6.88 6.86 6.85
CorPORATE BONDS
32 Seasoned issues, all industries'® ......... 10.18 9.66 9.77 9.32 9.45 9.42 9.16 9.33 9.22 9.14 9.10 9.11
9.71 9.26 9.32 8.86 9.01 9.00 8.75 8.93 8.82 8.73 8.69 8.70
9.94 9.46 9.56 9.15 9.28 9.25 8.99 9.17 9.06 8.98 8.93 8.94
10.24 9.74 9.82 9.41 9.55 9.51 9.26 9.43 9.33 9.24 9.18 9.20
10.83 10.18 10.36 9.86 9.96 9.89 9.65 9.80 9.68 9.62 9.62 9.60
37 A-rated, recently offered utility bonds'” ....| 10.20 9.79 10.01 9.45 9.53 9.55 9.25 9.35 9.30 9.18 9.24 9.17
MEMo: Dividend-price ratio'®
38 Preferred stocks .................iiinn 9.23 9.05 n.a. 8.21 8.26 8.21 8.04 8.15 8.08 8.04 7.99 8.03
39 Common Stocks. .........cooviiusiiiiens 3.64 3.45 n.a. 3.23 3.23 3.20 3.10 3.13 3.12 3.12 3.10 3.05

1. The daily effective federal funds rate is a weighted average of rates on
trades through N.Y. brokers. X
2. Weekly figures are averages of 7 calendar days ending on Wednesday of the
current week; monthly figures include each calendar day in the month.
3. Annualized using a 360-day year or bank interest.
4. Rate for the Federal Reserve Bank of New York.
5. Quoted on a discount basis.
6. An average of offering rates on commercial paper placed by several leading
dealers for firms whose bond rating is AA or the equivalent.
7. An average of offering rates on paper directly placed by finance companies.
8. Representative closing yields for acceptances of the highest rated money
center banks. .
d 9. An average of dealer offering rates on nationally traded certificates of
eposit.
10. Bid rates for Eurodollar deposits at 11 a.m. London time. Data are for
indication purposes only.
11. Auction date for daily data; weekly and monthly averages computed on an
issue-date basis.

12, Yields on actively traded issues adjusted to constant maturities. Source:
U.S. Treasury.

13. Unweighted average of rates on all outstanding bonds neither due nor
callable in less than 10 years, including one very low yielding ‘‘flower’’bond.

14. General obligation based on Thursday figures; Moody's Investors Service.

15. General obligations only, with 20 years to maturity, issued by 20 state and
local governmental units of mixed quality. Based on figures for Thursday.

16. Daily figures from Moody’s Investors Service. Based on yields to maturity
on selected long-term bonds.

17. Compilation of the Federal Reserve. This series is an estimate of the yield
on recently-offered, A-rated utility bonds with a 30-year maturity and S years of
call protection. Weekly data are based on Friday quotations.

18. Standard and Poor's corporate series. Preferred stock ratio based on a
sample of ten issues: four public utilities, four industrials, one financial, and one
transportation. Common stock ratios on the 500 stocks in the price index.

NotE. These data also appear in the Board's H.15 (519) and G.13 (415) releases.
For address, see inside front cover.
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1.36 STOCK MARKET Selected Statistics

1990 1991
Indicator 1988 1989 1990
Dec. Jan. Feb. Mar. Apr. May June July Aug.
Prices and trading (averages of daily figures)
Common stock prices (indexes)
1 New York Stock Exchange
(Dec. 31, 1965 = 50) 149.96 | 180.13 | 183.58 [ 179.57 | 177.95 | 197.75 | 203.56 | 207.71 | 207.07 } 207.32 ( 208.29 | 213.33
2 Industrial .............. 180.83 | 228.04 | 225.89 | 221.86 [ 220.69 | 246.74 | 255.36 | 260.16 [ 260.13 1 261.16 | 262.69 | 268.34
3 Transportation ......... 134.07 [ 17490 | 158.88 | 141.31 | 14589 166.06 | 166.26 | 166.90 [ 170.77 | 177.05 | 177.27 | 178.38
4 Utility ... 72.22 94.33 90.71 91.56 88.59 92.08 92.29 92.92 90.73 89.01 90.08 92.44
S5 Finance ...........ooieiiiiiiiiiiian, 127.41 | 162.01 | 13336 | 122.18 | 121.39 | 141.03 | 145.41 | 152.64 | 151.32 | 152.30 | 151.69 | 157.86
6 Standard & Poor’s Corporation
(1941-43 = 1)1 ... 265.86 [ 323.05 | 334.83 | 32875 325.49 | 362.26 | 372.28 | 379.68 | 378.27 | 378.29 | 380.23 | 389.40
7 American Stock Exchangze
(Aug. 31,1973 =50)* ............... 295.06 [ 356.67 | 338.58 | 305.54 | 304.08 | 338.11 | 353.98 | 365.02 | 362.67 | 366.06 | 364.33 | 367.41
Volume of trading (thousands of shares)
8 New York Stock Exchange .............. 161,509 | 165,568 | 156,777 | 155,836 | 166,323 [ 226,635 | 196,343 | 182,510 | 170,337 | 162,154 | 162,065 | 173,666
9 American Stock Exchange .............. ,955 | 13,124 | 13,155 11,620 | 10,870 | 16,649 | 15,326 | 13,140 | 10,995 | 11,477 | 10,883 [ 12,667
Customer financing (millions of dollars, end-of-period balances)
10 Margin credit at broker-dealers® .......... 32,740 | 34,320 | 28,210 | 28,210 | 27,390 | 28,860 | 29,660 | 30,020 | 29,980 | 31,280 | 30,600 | 32,260
Free credit bala!lces at brokers®
11 Margin-account 5,660 7,040 8,050 8,050 7,435 7,190 7,320 6,975 7,200 6,690 6,545 7,060
12 Cash-account................. 16,595 | 18,505 | 19,285 | 19,285 | 18,825 | 19,435 | 19,555 [ 17,830 | 16,650 | 18,110 | 16,945 | 17,060
Margin requirements (percent of market value and effective date)®
Mar. 11, 1968 June 8, 1968 May 6, 1970 Dec. 6, 1971 Nov. 24, 1972 Jan. 3, 1974
13 Margin stocks ... .vvov vt 70 80 65 55 65 50
14 Convertible bonds v 50 60 50 50 50 50
15 Shortsales.........coovvvviiiiviiiinnns 70 80 65 55 65 50

1. Effective July 1976, includes a new financial group, banks and insurance
companies. With this change the index includes 400 industrial stocks (formerly
225), 2_0l transportation (formerly 15 rail), 40 public utility (formerly 60), and 40

nancial.

2. Beginning July 5, 1983, the American Stock Exchange rebased its index
effectively cutting previous readings in half.

3, Beginning July 1983, under the revised Regulation T, margin credit at
broker-dealers includes credit extended against stocks, convertible bonds, stocks
acquired through exercise of subscription rights, corporate bonds, and govern-
ment securities. Separate reporting of data for margin stocks, convertible bonds,
and subscription issues was discontinued in April 1984.

4. Free credit balances are in accounts with no unfulfilled commitments to the
brokers and are subject to withdrawal by customers on demand.

5. New series beginning June 1984,

6. These regulations, adopted by the Board of Governors pursuant to the
Securities Exchange Act of 1934, limit the amount of credit to purchase and carry
“‘margin securities” (as defined in the regulations) when such credit is collater-

alized by securities. Margin requirements on securities other than options are the
difference between the market value (100 percent) and the maximum loan value of
collateral as prescribed by the Board. Regulation T was adopted effective Oct, 15,
1934; Regulation U, effective May 1, 1936; Regulation G, effective Mar. 11, 1968;
and Regulation X, effective Nov. 1, 1971.

On Jan. 1, 1977, the Board of Governors for the first time established in
Regulation T the initial margin required for writing options on securities, setting
it at 30 percent of the current market-value of the stock underlying the option. On
Sept. 30, 1985, the Board changed the required initial margin, allowing it to be the
same as the option maintenance margin required by the appropriate exchange or
self-regulatory organization; such maintenance margin rules must be approved bé
the Securities and Exchange Commission. Effective Jan. 31, 1986, the SE
approved new maintenance margin rules, permitting margins to be the price of the
option plus 15 percent of the market value of the stock underlying the option.

Effective June 8, 1988, margins were set to be the price option plus 20 percent
of the market value of the stock underlying the option (or 15 percent in the case
of stock-index options).
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1.37 SELECTED FINANCIAL INSTITUTIONS Selected Assets and Liabilities
Millions of dollars, end of period
1990 1991
Account 1988 1989
Sept. Oct. Nov. Dec. Jan. Feb, Mar, Apr. May June
SAIF-insured institutions
1 Assets ................ 1,350,500 | 1,249,055 | 1,156,789 | 1,125,653 | 1,116,354 | 1,109,055 | 1,084,821" | 1,066,015 | 1,054,800 | 1,042,161" | 1,027,608" | 1,020,745
2 Mortgages............. 764,513 733,729 | 684,936 | 665,655 | 662,309 653,5087 [ 633,385"| 624,6917| 619,622"| 610,644 | 608,864"| 605,896
3 Mortgage-backed
securities ......... 214,587 170,532 156,398 154,197 | 153,469 155,616 155,228 151,4147| 149,329 147,5397| 143,9767| 141,590
4  Contra-assets to
mortgage assets' . 37,950 25,457 19,453 18,550 17,139 17,076 16,897° 15,1857 14,673" 14,494" 14,312" 14,359
5 Commercial loans ... ... 33,889 32,150 27,868 26,762 26,051° 25,261° 24,1257 23,668 23,207" 22,306" 21,913 21,736
6 Consumer loans........ 61,922 58,685 53,387 51,874 50,746 50,177 48,7537 48,1317 47,731°| 47,634"(  46,702" 45,826
7  Contra-assets to nopi-
mortgage loans® . 3,056 3,592 2,034 1,982 1,769 1,692 1,936 1,701 1,854" 1,819° 1,739 1,737
8 Cash and investment
sgeurities. ......... 186,986 166,053 153,061 148,058 | 145,286 145,998 146,644" | 140,523"| 138,8857| 138,993"( 132,876°| 134,021
9 Other ................ 129,610 116,955 102,627 99,640 97,579 97,2627 95,522" 94,474" 92,553" 91,358° 89,328" 87,773
10 Liabilities and net worth .| 1,350,500 { 1,249,055 | 1,156,789 | 1,125,653 [ 1,116,354 | 1,109,055" | 1,084,821" { 1,066,015" | 1,054,800" | 1,042,161" | 1,027,608 | 1,020,745
11 Savings capital ........ 971,700 | 945,656 | 878,736 | 857,688 | 851,810 | 846,822 | 835496 ( 823,514"| 816,493"| 816,993"| 806,272"| 801,685
12 Borrowed money ...... 299,400 | 252,230 ( 221,872 213,563 | 208,105 203,855 197,353 188,9147 | 183,672 169,4227| 164,274 159,636
13 FHLBB ...... .| 134,168 124,577 105,882 101,731 100,574 100,493 100,391 95,819° 94,658 90,555 86,779 82,312
14 Other .. 165,232 [ 127,653 | 115990 111,832} 107,531 [ 103,362 96,962 | 93,095 89,014 78,8677 77,495 77,324
15 Other ... 24,216 27,556 28,293 23,874 25,654" 26,1527 21,332° 22,167" 23,328" 20,3237 21,726" 23,640
16 Networth ............ n.a. 23,612 27,889 30,526 30,79 32,225° 30,640° 31,419 31,308" 35,423 35,336 35,783
SAIF-insured federal savings banks
17 Assets ................ 425,966 | 498,522 584,632 591,136 | 588,880 | 585,847 | 576,531 567,373 | 556,708 552,520 | 549,319 | 552,240
18 Mortgages ............ 230,734 | 283,844 | 328,895 | 332,927 | 332,431 | 328,122 § 320,233 | 316,889 | 313,880 | 309,618 | 311,932 | 312,230
19 Mortgage-backed
securities ......... 64,957 70,499 80,994 82,418 82,219 84,190 81,205 79,451 78,290 77,684 75,147 75,075
20  Contra-assets to
mortgage assets' .| 13,140 13,548 9,339 9,964 9,578 9,305 9,591 8,222 7,777 7,975 7,638 7,932
21 Commercial loans ...... 16,731 18,143 18,662 18,767 18,458 18,197 17,674 17,299 17,008 16,556 16,215 16,340
22 Consumer loans........ 24,222 28,212 31,183 30,750 30,682 30,421 29,933 31,179 29,292 30,586 30,433 30,283
23 Contra-assets to nop-
mortgage loans® . 889 1,193 813 980 572 809 990 770 895 966 951 1,03t
24 Finance leases plus
interest............ 880 1,101 n.a. n.a. n.a. n.a. n.a. n.a. na. n.a. n.a. n.a.
25 Cash and investment
securities 61,029 64,538 73,756 73,602 75,117 72,454 75,940 71,066 67,721 68,157 65,786 68,847
26 Other ................ 35,412 39,981 44,129 46,043 45,287 45,319 45,008 44,768 44,210 43,714 43,292 43,377
27 Liabilities and net worth .| 425,966 | 498,522 584,632 591,136 | 588,880 | 585,847 576,531 567,373 | 556,708 552,520 549,319 552,240
28 Savings capital ........| 298,197 360,547 424,260 434,705 436,080 | 436,903 434,297 428,822 422,745 425,720 | 422,955 424,158
29 Borrowed money ...... 99,286 108,448 120,592 119,991 115,472 111,270 107,270 102,313 97,089 90,692 89,310 ,089
30 FHLBB e 57,032 62,209 61,605 60,256 60,265 59,949 57,703 56,078 53,134 51,736 50,726
31 Other ... 51,416 58,383 58,386 55,216 51,005 47,321 44,610 41,011 37,558 37,574 39,363
32 Other ..... . 9,041 10,128 8,253 9,063 9,824 8,193 8,356 8,721 7,700 8,211 9,098
33 Net worth

1. Contra-assets are credit-balance accounts that must be subtracted from the
corresponding gross asset categories to yield net asset levels. Contra-assets to
mortgage loans, contracts, and pass-through securities include loans in process,
unearned discounts and deferred loan fees, valuation allowances for mortgages
“held for sale,” and specific reserves and other vatuation allowances.

2. Contra-assets are credit-balance accounts that must be subtracted from the
correspondm% gross asset categories to yield net asset levels. Contra-assets to
nonmortgage loans include loans in process, unearned discounts and deferred loan
fees, and specific reserves and valuation allowances.

3. Includes holding of stock in Federal Home Loan Bank and finance leases
plus interest.

Notke. Components do not sum to totals because of rounding. Data for credit
unions and life insurance comganies have been deleted from this table. They will
be shown in a separate table which will appear quarterly, starting in the December
issue.

SOURCE. Savings Association Insurance Fund (SAIF)-insured institutions:
Estimates by the Office of Thrift Supervision (OTS) for all institutions insured by
the SAIF and based on the OTS thrift institution Financial Report.

SAIF-insured federal savings banks: Estimates by the OTS for federal savings
banks insured by the SAIF and based on the OTS thrift institution Financial
Report.
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1.38 FEDERAL FISCAL AND FINANCING OPERATIONS!

Millions of dollars

Calendar year
Fiscal Fiscal Fiscal
Type of account or operation year year year 1991
1988 1989 1990
Mar. Apr. May June July Aug.

U.S. budger®
I Receipts, total ...........oocviiniinnnn 908,166 990,701 | 1,031,308 64,805 140,380 63,560 103,389 78,593 76,426
2 On-budget................... 666,675 727,035 749,654 39,011 108,746 41,958 76,322 56,327 54,651
3 Off-budget. .. 241,491 263,666 281,654 25,794 31,634 1,602 27,067 22,266 21,775
4 Outlays, total .. 1,063,318 1,144,020 1,251,766 105,876 110,249 116,906 105,849 119,384 119,080
5 On-budget .. 860,6; 933,107 | 1,026,701 83,340 90,362 95,903 A 99,532 96,255
6 Off-budget .................. 202,691 210,911 065 22,536 19,887 21,003 14,948 19,852 22,824
7 Surplus or deficit (-), total —155,151 | —153,319 | —220,458 —41,071 30,131 —53,346 -2, —40,791 —42,653
8 Onbudget................... ~193,952 | -206,072 | —277,047 —44,329 18,384 —53,945 —14,579 —43,205 —41,604
9 Off-budget...............ooviiiianis 38,800 52,153 56,590 3,258 11,747 599 12,119 2,414 —1,049

Source of financing (total)
10 Borrowing from the public................ 166,139 141,806 264,453 -9,913 -9,399 41,742 10,715 34,434 32,574
11 Opcmtgng cash (decrease, or increase (—)) -7,962 3,425 818 28,473 —-16,214 20,362 -15,730 6,728 18,504
120ther . ...oooiiiiiiiii —-3,026 8,088 —44,813 22,511 —4,518 -8,758 7,475 -In —-8,425

Memo
13 Treasury operating balance (level, end o

od) oo . 44,398 40,973 40,155 32,001 48,215 27,853 43,538 36,855 18,351

14  Federal Reserve Banks 13,023 13,452 7,638 10,922 13,682 6,619 11,822 5,831 6,745
15 Tax and loan accounts 31,375 27,521 32,517 21,078 34,533 21,234 31,761 31,024 11,606

1. Components may not sum to totals because of rounding.

2. Inaccordance with the Balanced Budget and Emergency Deficit Control Act
of 1985, all former off-budgel entries are now presented on-budget. Federal
Financing Bank (FFB) activities are now shown as separate accounts under the
agencies that use the FFB to finance their programs. The act also moved two
social security trust funds (federal old-age survivors insurance and federal
disability insurance trust fund) off-budget. The Postal Service is included as an
off-budget item in the Monthly Treasury Statement beginning in 1990.

3. Includes special drawing rights (SDRs); reserve position on the U.S. quota

in the International Monetary Fund (IMF); loans to the IMF; other cash and
monetary assets; accrued interest payable to the public; allocations of SDRs;
d it funds; miscellancous liability (including checks ¢ ing) and asset
accounts; seigniorage; increment on gold; net gain or loss for U.S. currency
valuation adjustment; net gain or loss for IMF loan-valuation adjustment; and
profit on sale of gold.

SOURCES. Monthly Treasury Statement of Receipts and Outlays of the U.S.
Government (MTS) and the Budget of the U.S. Government.
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1.39 U.S. BUDGET RECEIPTS AND OUTLAYS!

Millions of dollars

Calendar year
Fiscal Fiscal
Source or type year year 1989 1990 1991
1989 1990
H2 H1 H2 Hi June July Aug.
RECEIPTS
T ANSOUrCes .. ...oovvvvvvniienireiinnnn, 990,701 | 1,031,308 470,276 548,861 503,123 540,504 103,389 78,593 76,426
2 Individual income taxes, net.............. 445,690 466,884 218,706 243,087 230,745 232,389 44,517 38,403 34,560
3 Withheld ... . 361,386 390,480 193,296 190,219 207,469 193,440 27,449 37,119 32,993
4  Presidential Election Campaign Fund . 32 32 3 30 3 31 6 0 1
S Nonwithheld....................... . 154,839 149,189 33,303 117,675 31,728 109,405 18,681 2,971 3,098
6 Refunds...........oooviiiiiiiiiiin 70,567 72,817 7,898 64,838 8,455 70,487 1,618 1,687 1,532
Corporation income taxes
7 GrosSTeceipts. .......ccoorenininenens 117,015 110,017 52,269 58,830 54,044 58,903 17,472 3,039 2,893
8 Refunds .............cooviiiiiiiienins 13,723 16,510 6,842 8,326 7,603 7,904 932 1,270 1,588
9 Social insurance taxes and contributions,
£ 1= 359,416 380,047 162,574 210,476 178,468 214,303 34,758 30,360 31,504
10  Employment taxc; and
contributions® .. ... ... 332,859 353,891 152,407 195,269 167,224 199,727 34,152 28,424 27,664
11 Self-employmclit taxes and
contributions”. . ................... 18,504 21,795 1,947 19,017 2,638 22,150 3,136 0 187
12 Unemployment iniurance ............... 22,011 21,635 7,909 12,929 8,996 12,296 251 1,578 3,417
13 Other netreceipts®..................... 4,546 4,522 2,260 2,278 2,249 2,279 155 358 422
14 EXCISe taxes .......oooviiiiiiinniennnnns 34,386 35,345 16,799 18,153 17,535 20,703 3,534 4,274 4,626
15 Customs deposits . 16,334 16,707 8,667 8,096 8,568 7,488 1,215 1,464 1,484
16 Estate and gift tax: 8,745 11,500 4,451 6,442 5,333 5,631 708 1,065 853
17 Miscelianeous receipt 22,839 27,316 13,651 12,106 16,032 8,991 2,117 1,258 2,093
OuTLAYS
18 Alltypes..........cooviiiiiiiii i 1,144,020 1,251,766 587,394 640,867 647,218 631,737 105,849 119,384 119,080
19 National defense ........................ 303,559 299,335 149,613 152,733 149,497 122,089 21,934 23,910 27,968
20 International affairs . ..................... 9,574 13,760 5,971 6,770 8,943 7,592 725 860 835
21 General science, space, and technology . . .. 12,838 14,420 7,091 6,974 8,081 7,496 1,199 1,312 1,440
22 BNEIBY ..o vvvivieiieinin s 3,702 2,470 1,449 1,216 979 816 180 175 -624
23 Natural resources and environment........ 16,182 17,009 9,183 7,343 9,933 8,324 1,518 1,566 1,470
24 Agriculture ... 16,948 11,998 4,132 7.450 6,878 7,684 597 664 129
25 Commerce and housing credit............. 29,051 67,495 22,295 38,672 37,491 17,992 6,424 15,199 5,805
26 Transportation .................c.counnns 27,608 29,495 14,982 13,754 16,218 14,748 2,562 2,721 3,105
27 Community and regional development . .... 5,361 8,466 4,879 3,987 3,939 3,552 503 542 614
28 Education, training, employment, and
social services. ......... ...l 36,694 37,479 18,663 19,537 18,988 21,234 3,175 2,967 3,550
29 Health..........ovviiiiiine, 48,390 58,101 25,339 29,488 31,424 35,608 6,917 6,220 6,401
30 Social security and medicare.............. 317,506 346,383 162,322 175,997 176,353 190,247 33,907 32,246 32,505
31 INCOME SECUTILY o\ vvvvevviiiinnenrnnnns 136,031 148,299 67,950 78,475 75,948 88,778 9,827 14,803 15,367
32 Veterans benefits and services ............ 30,066 29,112 14,864 15,217 15,479 14,326 1,168 2,654 3,666
33 Administration of justice . 9,422 10,076 4,909 4,868 5,265 6,187 930 1,072 1,153
34 General govsmment . . 9,124 10,822 4,760 4,916 6,976 5,212 1,592 —64 1,032
35 Netinterest® ................ oo 169,317 183,790 87,927 91,155 94,650 98,556 15,746 15,994 17,605
36 Undistributed offsetting receipts’.......... -37,212 —36,615 —18,935 ~17,688 -19,829 -18,702 —3,051 -3,454 -2,942
1. Functional details do not sum to total outlays for calendar year data because 5. Deposits of earnings by Federal Reserve Banks and other miscellaneous receipts.
revisions to monthly totals have not been distributed among functions. Fiscal year 6. Net interest function includes interest received by trust funds.
total for outlays does not correspond to calendar year data %ecause revisions from 7. Consists of rents and royallies on the outer continental shelf, U.S, govern-
the Budget have not been fully distributed across months. ment contributions for employee retirement.
2. Old-age, disability, and hospital insurance, and railroad retirement accounts. Sources. U.S. Department of the Treasury, Monthly Treasury Statement of
3. Old-age, disability, and hospital insurance. Receipts and Outlays of the U.S. Government, and the U.S. Oftice of Manage-
4. Federal employee retirement contributions and civil service retirement and ment and Budget, Budget of the U.S. Government, Fiscal Year 1990.

disability fund.
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1.40 FEDERAL DEBT SUBJECT TO STATUTORY LIMITATION!

Billions of dollars, end of month

1989 1990 1991
Item
June 30 Sept. 30 Dec. 31 Mar. 31 June 30 Sept. 30 Dec. 31 Mar. 31 June 30
1 Federal debt outstanding .......................... 2,824.0 2,881.1 2,975.5 3,081.9 3,175.5 3,266.1 3,397.3 3,491.7 3,562.9
2 Public debt securities. ...........ooiii i 2,799.9 2,857.4 2,953.0 3,052.0 3,143.8 3,233.3 3,364.8 3,465.2 3,538.0
3 Held by public.. .. 2,142.1 2,180.7 2,245.2 2,329.3 2,368.8 2,437.6 2,536.6 2,598.4 n.a,
4  Held by agencies . 657.8 676.7 707. 722.7 775.0 795.8 828.3 866.8 n.a.
5 Agency securities ... .. 24.0 23.7 22.5 29.9 317 32.8 32.5 26.5 n.a.
6 Held by public...... 23.6 23.5 224 29.8 316 32.6 32.4 26.4 n.a.
7  Held by agencies .5 1 1 2 2 2 .1 1 n.a.
8 Debt subject to statutory limit. ..................... 2,784.6 2,829.8 2,921.7 2,988.9 3,077.0 3,161.2 3,281.7 3,377.1 3,450.3
9 Public deby securities. ...........ocoiiiiiiiinn 2,784.3 2,829.5 2,921.4 2,988.6 3,076.6 3,160.9 3,281.3 3,376.7 3,449.8
10 Otherdebt® ... ...t 2 3 3 3 4 4 4 4 4
11 MEeMo: Statutory debt limit .................0o.0e 2,800.0 2,870.0 3,122.7 3,122.7 3,122.7 3,195.0 4,145.0 4,145.0 4,145.0

1. Components may not sum to totals because of rounding. . .
2. Consists of guaranteed debt of Treasury and other federal agencies, specified
participation certificates, notes to international lending organizations, and District

of Columbia stadium bonds.
SOURCES. Treasury Bulletin and Monthly Statement of the Public Debt of the
United States.

1.41 GROSS PUBLIC DEBT OF U.S. TREASURY Types and Ownership'
Billions of dollars, end of period
1990 1991
Type and holder 1987 1988 1989 1990
Q3 Q4 Q1 Q2
1 Total gross publicdebt. .....................ooiiiiiiiiiiiann 2,431.7 2,684.4 2,953.0 3,364.8 3,233.3 3,364.8 3,465.2 3,538.0
By type .
2 Interest-bearing............ ...l 2,428.9 2,663.1 2,931.8 3,362.0 3,210.9 3,362.0 3,441.4 3,516.1
3 Marketable............. 1,724,7 1,821.3 1,945.4 2,195.8 2,092.8 2,195.8 2,227.9 2,268.1
4 Bills................. 389.5 414.0 430.6 5274 482.5 527.4 5333 521.5
b Notes................ 1,037.9 1,083.6 1,151.5 1,265.2 1,218.1 1,265.2 1,280.4 1,320.3
6 Bonds ............... 282.5 308.9 348.2 388.2 377.2 388.2 399.3 411.2
7  Nonmarketable? 704.2 841.8 986.4 1,166.2 1,118.2 1,166.2 1,213.5 1,248.0
8 State and locag government series................ 1393 151.5 163.3 160.8 161.3 160.8 159.4 161.0
9 Foreign issues’ ..............ccocoiiieieinionn. 4,0 6.6 6.8 435 36.0 43.5 42.8 4.1
10 GOvernment.........covveiinneniniiiiiiiias 4.0 6.6 6.8 43.5 36.0 43.5 42.8 42.1
11 Public ..o .0 .0 .0 .0 0 0 .0 0
12 Savings bonds and notes.............coviiiiin 9.2 107.6 115.7 124.1 122.2 124.1 127.7 131.3
13 Government account series® ................ ..., . 461.3 575.6 695.6 813.8 779.4 813.8 853.1 883.2
14 Non-interest-bearing .............coovvviriiiiiniierieienos 2.8 213 21.2 28 22.4 2.8 238 21.9
By holder®
15 U.S. Treasury and other federal agencies and trust funds 477.6 589.2 707.8 828.3 795.8 828.3 866.8
16 Federal Reserve Banks .............coooiviinininen, 2226 238.4 228.4 259.8 232.5 259.8 247.3
17 Private iNVeStOrs. .. ....ooveuicrircnienierniriereines 1,731.4 1,858.5 2,015.8 2,288.3 2,207.3 2,288.3 2,360.6
18 Commercial banks ..........c.covviiiiiiiiiiiiin. 201.5 193.8 174.8 188.2 188.0 188.2 182.0
19 Money market funds ....................oiin 14.6 11.8 14.9 45.4 34.0" 45.4 46.0
20 InSUrance COMPANIEs . .........c.vvvonvaneeneenennss 104.9 107.3 130.1 149.7 142.7° 149.7 152.0 n.a
21 Othercompanies..............c.cocoviuvriinininins 84.6 87.1 93.4 108.9 102.0 108.9 114.9
22  State and local treasuries ..........cooviiiiiiiiiiiiii s 284.6 313.6 338.7 329.6 330.8" 329.6 329.0
Individuals
23 Savings bonds . . e . 101.1 109.6 117.7 126.2 123.9 126.2 129.7
24 Other securities. .......... 71.3 79.2 98.7 107.6 108.6" 107.6 108.6
25 Foreign and international® ... 299.7 362.2 392.9 425.1 404.8" 425.1 4322
26 Other miscellaneous investors’ .............c.ooveiianinat 569.1 593.4 654.6" 807.6 772.5 807.6 866.2

1. Components may not sum to totals because of rounding.

2. Includes (not shown seEarately) securities issued to the Rural Electrification
Administration, depository bonds, retirement plan bonds, and individual retire-
ment bonds.

3. Nonmarketable series denominated in dollars, and series denominated in
foreign currency held by foreigners.

A 4;1 Held almost entirely by U.S. Treasury and other federal agencies and trust
unds.

5. Data for Federal Reserve Banks and U.S. government agencies and trust

funds are actual holdings; data for other groups are Treasury estimates.

6. Consists of investments of foreign balances and internattonal accounts in the
United States.

7. Includes savings and loan associations, nonprofit institutions, credit unions,
mutual savings banks, corporate pension trust funds, dealers and brokers, certain
U.S. Treasury deposit accounts, and federally-sponsored agencies.

Sources. Data b tyBc of security, U.S. Treasury Department, Monthly
Statement of the Public Debt of the United States; data by holder, the Treasury
Bulletin.
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1.42 U.S. GOVERNMENT SECURITIES DEALERS Transactions'

Millions of dollars, daily averages, par value

1991 1991, week ending
Item
May June July July3 | July 10 | July 17 | July 24 | July 3t | Aug. 7 | Aug. 14 | Aug. 21 | Aug. 28
IMMEDIATE TRANSACTIONS?
By type of security
U.S. Treasury securities
IBills,.....oiovi i 30,745 30,281 28,081 35,068 27,527 27,252 23,224 30,130 34,608 | 32,317 35,343 33,710
Coupon securities, by maturity
2 Less than 3.5 years........... 43,429 32,941 32,862 38,197 30,539 32,948 32,346 32,414 51,083 | 42,382 48,175 39,036
3 3.5t0 7.5 years ... co.. ] 24,695 23,422 23,516 23,217 20,200 26,830 24,943 22,270 32,294 | 32,764 36,920 29,678
4 7.5to 15 years. ... L. | 14,556 10,805 8,933 10,523 7,112 8,949 7,971 10,746 23,030 | 19,519 17,594 11,974
5 15 yearsormore............. 13,550 11,497 10,831 9,787 9,682 10,782 9,653 13,834 21,159 | 21,040 17,041 10,954
Federal agency securities
Debt, maturing in
6 Less than 3.5 years........... 4,284 4,028 4,517 5,269 4,485 3,944 4,347 4,842 4,230 3,530 4,632 4,737
7 3.5to 7.5 years ... .. 642 554 415 639 354 362 360 448 1,006 777 506 519
8 7.5 years or more . 712 662 621 519 693 583 844 425 1,020 768 463 492
Mortgage-backed securities
9 Pass-throyghs................ 9,607 10,706 9,332 8,930 10,813 9,468 8,293 8,994 9,695 8,246 11,105 12,252
10 Altothers®. .................. 1,364 1,867 1,806 2,218 1,489 1,775 1,742 1,972 2,470 1,631 2,225 2,146
By type of counterparty
Primary dealers and brokers
11 U.S. Treasury and federal
agency securities........... 76,948 67,404 63,741 71,442 57,979 65,997 61,049 65,320 | 100,087 | 92,355 94,487 76,384
Federal agency securities
12 Debt 1,621 1,365 1,461 1,576 1,416 1,324 1,516 1,517 1,678 1,515 1,223 1,339
13 Mortgage-backed. . .. 5,011 6,053 4,991 4,992 5,989 5,085 4,517 4,372 5,494 4,153 5,435 6,741
Customers
14 U.S. Treasury and federal agency
securities ... ...l 50,027 41,542 40,482 45,350 37,082 40,764 37,087 44,075 62,087 | 55,666 60,585 48,968
Federal agency securities
15 ebt. ... 4,017 3.879 4,092 4,850 4,116 3,565 4,036 4,198 4,578 3,559 4,378 4,409
16 Mortgage-backed........... 5.960 6,520 6,147 6,155 6,313 6,157 5,518 6,594 6,671 5,724 7,895 7,658
FUTURE AND FORWARD
TRANSACTIONS*
By type of deliverable security
U.S. Treasury securities
17Bills ... 4,201 5,531 3,490 6,286 3,306 3,187 3,072 2,721 5,647 4,403 6,868 3,980
Coupon securities, by maturity
18 Less than 3.5 years 1,292 1,285 951 1,442 967 1,015 768 760 2,186 1,459 1,229 937
19 3.5to7.5years ......... . 569 607 493 714 224 621 580 416 577 528 468 642
20 7.5t015years.......... A 938 1,346 720 1,172 554 721 675 658 1,052 941 1,344 1,277
21 1Syearsormore............. 8,030 9,082 7,038 6,801 6,956 7,664 6,768 6, 10,233 9,861 10,347 7,677
Federal agency securities
Debt, maturing in
22 Less than 3.5 years........... 57 68 83 106 7 227 80 4 7 6 52 79
23 35t07.5years ....... R 11 47 38 91 4 5 8 104 12 14 189 5
24 7.5 years or more ... .. . 26 20 20 18 22 10 22 30 10 14 12 15
Mortgage-backed
25 Pass-throyghs ................ 9,536 9,604 10,561 9,575 10,999 12,779 10,403 8,656 8,491 15,810 14,889 10,192
26 Allothers” ................... 1,684 1,697 1,653 1,737 1,658 1,752 1,900 1,252 1,489 2,387 1,847 1,547
OPTION TRANSACTIONS®
By type of underlying security
U.S. Treasury, coupon
securities, by maturity
27 Llessthan3.Syears ............ 1,056 2,104 4,311 1,928 650 4,723 6,717 6,586 6,940 4,183 3,111 5,463
28 dS5to7S5vyears . ............... 138 243 194 458 176 174 47 222 209 113 150 180
29 JS5tolSyears................. 245 284 256 340 83 290 309 291 631 511 424 460
30 1Syearsormore............... 2,205 2,048 1,991 2,048 1,672 1,544 2,302 2,412 3,509 2,638 2.437 2,829
Federal agency, mortgage-
backed securities
k3| Pass-throughs................ 202 275 280 103 237 412 146 432 446 526 261 257

1. Transactions are market purchases and sales of securities as reported to the
Federal Reserve Bank of New York by the U.S. government securities dealers on
its published list of primary dealers, Averages for transactions are based on the
number of trading days in the period. Immediate, forward, and future transactions
are reported at principal value, which does not include accrued interest; option
transactions are reported at the face value of the underlying securities.

Dealers report cumulative transactions for each week ending Wednesday.

2. Transactions for immediate delivery include purchases or sales of securities
(other than mortgage-backed agency securities) for which delivery is scheduled in
five business days or less and ‘‘when-issued’’ securities that settle on the issue
date of offering. Transactions for immediate delivery of mortgage-backed securities
include purchases and sales for which delivery is scheduled in thirty days or less.
Stripped securities are reported at market value by maturity of coupon or corpus.

3. Includes such securities as collateralized mortgage obligations (CMOs), real
estate mortgage investment conduits (REMICs), interest only securities (I0s),
and principal only securities (POs).

4. Futures transactions are standardized agreements arranged on an exchange.
Forward transactions are agreements made in the over-the-counter market that
specify delayed delivery. All futures transactions are included regardless of time
to delivery. Forward contracts for U.S. Treasury securities and federal agency
debt securities are included when the time to delivery is more than five days.
Forward contracts for mortgage-backed securities are included when the time to
delivery is more than thirty days.

5. Options transactions are purchases or sales of put-and-call options, whether
arranged on an organized exchange or in the over-the-counter market, and include
options on futures contracts on U.S, Treasury and federal agency securities.

NoTg, In tables 1.42 and 1.43, the term *‘n.a.” refers to data that are not
published because of insufficient activity.

Data formerly shown under optjon transactions for U.S. Treasury securities,
bills; Federal agency securities, debt; and mortgage-backed securities, other than
pass-throughs are no longer available because of insufficient activity.
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1.43 U.S. GOVERNMENT SECURITIES DEALERS

Millions of dollars

Positions and Financing'

1991 1991, week ending
Item
May June July June 26 | July 3 | July 10 | July 17 | July 24 | July 31 | Aug. 7 | Aug. 14 | Aug. 21
Positions?
NET IMMEDIATE TRANSACTIONS®
By type of security
U.S. Treasury securities
L0 2 1) 2,907 [ 10,964 [ 17,206 9,231 | 14,569 | 15,197 16,019 18,545| 20,191 19,627 16,312 17,804
Coupon securities, by maturity
2 Lessthan3.5years ................. -1,704 | 1,976 -3,059 -942 | -2,802 | —4,455| -6,513| -3,238 1,862 3,493 118 704
3 35to7Svyears.....o.oiiiiiiiiiinn 9,515 5,755 5,016 2,691 130
4 7.5to 15 years.. ~3,841 | —3,880 | 2,181 —2,402| -5,501
5 15 years or more 18,307 | 18,227 | - 16,856 | ~12,601 | —12,518
Federal agency securities
Debt, maturing in
6 Less than 3.5 years ............... 4,960 6,230 5,673 6,835 6,077 6,274 5,863 5,286 5,095 4,615 6,132 6,663
7 35t07.5years.....coiiiiiinn 2,484 2,192 1,823 2,054 2,142 2,057 1,810 1,621 1,667 1,988 1,807 1,736
8 7.5 years Or more ................. 4,836 4,636 4,707 4,723 4,862 4,717 4,618 4,734 4,693 5,057 5,117 5,040
Mortgage-backed securities
9  Pass-throughs ..................0ve 26,165 | 24,425 26,067 23,57S| 19485 23,848 31,463 | 28856 22,920 ( 24,173 | 32,668 [ 36,026
10 Allothers® .................oo 00 10,184 | 10,940 | 12,096 10,863 | 12,693 | 12,647 | 12,569 11,432 11,479 11,789 | 11,461 11,339
Other money market instruments
t1  Certificates of deposit ............... 2,439 3,071 3,686 3,305 3,019 3,870 3,436 3,856 3,870 4,306 3,243 2,474
12 Commercial paper .. 5,982 5,008 5,546 5,129 4,613 4,471 5,145 5,534 7.432 6,105 6,396 6,717
13 Bankers acceptances ............ 1,515 1,400 1,228 1,375 1,312 1,339 1,035 1,315 1,189 1,154 1,398 1,349
FUTURE AND FORWARD TRANSACTIONS®
By type of deliverable security
U.S. Treasury securities
4 Bills.......0oociviici —18,953 | —13,075 | —12,116 | —12,801 | —15,953 | —16,984 | —11,065 | —8,782 | —9,990 | —12,061 | —15,211 | — 15,240
Coupon securities, by maturity
15 Lessthan3.5years ................. 520 530 1,329 466 598 1,173 1,303 2,059 1,094 1,307 995 747
16 35to7.5years..............oounuis ~1,254 1,000 1,511 1,827 1,107 1,028 2,010 1,833 1,347 —986 | —1,666 —748
17 7.5to 15 years.. —433 703 51 716 917 379 704 —341 -908 | —1,661 | —3,043| -2,264
18 15 years or more —-4,116 | -2,160{ —3,222| —3,083| -3,869] ~2,734| -2,198} —4,744| -2,935| -3,728} -5944| -4,738
Federal agency securities
Debt, maturing in
19 Lessthan3.5years ............... 187 312 15 284 105 69 -97 52 ~1 —84 11 -30
20 JSto7.5years. ...t 11 -138 -9 ~159 -112 —~104 -30 -57 201 130 74 84
21 TSyearsormore................. -6 ~54 ~15 ~17 -1 —65 -13 1 16 3 51 61
Mortgage-backed securities
22 Pass-thrm{ghs —15,368 | —14,870 § —15,565 | ~-9,245 [ —14,066 | —20,373 [ —17,132 | —10,318 | —14,492 [ —21,361 | —24,499
23 All others® ...... 752 1,309 17 2,377 689 425 —348 —-69 =227 1,392 903 2,375
24 Certificates of deposit ................. —18,609 | —46,070 | —42,864 | —37,646 | —34,927 | —28,104 | —35,063 | —41,109 | —70,580 | —90,639 [-105,534 [~ 102,471
Financing®
Reverse repurchase agreements
25 Overnight and continuing .| 190,522 | 182,725 | 180,538 | 175,447 | 168,763 | 188,649 | 181,852 | 172,000 | 184,697 | 190,895 | 197,455 | 204,559
26 Term .....oovvvivniiiiiiiiiiines 230,051 | 243,720 | 226,217 | 226,886 | 231,646 | 225,374 | 228,704 | 234,743 | 213,722 | 244,619 | 239,078 | 245,071
Repurchase agreements
27 Overnight and continuing . ............. 274,319 | 279,426 | 285,305 | 270,154 | 230,426 | 292,787 | 296,801 | 287,693 | 287,457 | 299,083 | 302,631 | 323,099
B Term ... 213,240 | 221,285 | 201,256 | 211,854 | 241,730 | 194,144 | 199,269 | 206,740 | 187,525 | 220,677 | 216,829 | 226,976
Securities borrowed
29 Overnight and continuing . ............. 60,038 { 64,626 | 64,442 [ 64,064 [ 63,390 | 64,309 | 64,193 | 63,933 | 65,786 | 60,396 [ 60,756 [ 64,588
30 Term . ..o 19,025 { 23,069 | 23,187 | 26,064 [ 24,564 | 23,917 | 23,078 | 22,534 | 22,627 | 22,256 | 21,732 | 23,999
Securities loaned
31 Overnight and continuing .............. 70621 7,09 7,096 | 7,525| 64781 7,038 7,807 7619 6629 7332 7627 8420
B2 Term. ..o 724 1,297 937 2,926 381 828 1,464 873 608 684 586 630
Collateralized loans
33 Overnight and continuing .............. 45031 5962| 6,770| 6324 6614 68711 6262 6344 7668] 7319 7872| 6810
MEMo: Matched book’
Reverse repurchases
34 Overnight and continuing . ............. 122,990 | 113,023 | 118,316 | 107,558 | 108,214 | 121,684 | 118,766 | 114,146 | 122,998 | 124,388 | 131,618 | 135,490
35 TErM . covviiii e 189,072 | 203,627 | 186,782 | 191,150 | 191,511 | 191,736 | 187,696 | 190,618 | 175,051 | 200,977 | 192,688 | 195,922
Repurchases o
36 Overnight and continuing - | 152,094 | 154,997 | 158,617 | 148,692 | 138,122 | 163,393 | 165,528 | 153,894 | 160,436 | 156,451 | 157,714 | 168,329
37Term oo 163,869 | 164,351 | 150,534 | 158,046 | 163,427 | 145,982 | 147,563 | 157,906 | 145,160 | 164,021 | 163,496 [ 167,011

1. Data for positions and financing are obtained from reports submitted to the
Federal Reserve Bank of New York by the U.S. government securities dealers on
its published list of primary dealers, Weekly figures are close-of-business Wednes-
day data; monthly figures are averages of weekly data, Data for positions and
financing are averages of close-of-business Wednesday data.

2. Securities 9osni0ns are reported at market value,

Net i iate positions include securities purchased or sold (other

than
dto

delivery. Forward contracts for U.S. Treasury securities and for federal agency
debt securities are included when the time to delivery is more than five business
days. Forward contracts for mortgage-backed securities are included when the
time to delivery is more than thirty days.

6. Ovemight financing refers to agreements made on one business day that
mature on the next business day; continuing contracts are agreements that remain
in effect for more than one business day but have no specific maturity and can be
ter d without advance notice by either party; term agreements have a fixed

mortgage-backed agency securities) that have been delivered or are schedul
be delivered in five business days or less and *‘when-issued’’ securities settle on
the issue date of offering. Net immediate positions of mortgage-backed securities
include securities purchased or sold that have been delivered or are scheduled to
be delivered in thirty days or less.

4. Includes securities such as collateralized mortgage obligations (CMOs), real
estate mortgage investment conduits (REMICs), interest only (I10s), and principal
only (POs).

5. Futures positions are standardized contracts arranged on an exchange.
Forward positions reflect agrcements made in the over-the-counter market that
specify delayed delivery. All futures positions are included regardless of time to

maturity of more than one business day.

7. Matched-book data reflect financial intermediation activity in which the
borrowing and lending transactions are matched. Matched-book data are included
in the financing breakdowns a%iven above. The reverse repurchase and repurchase
numbers are not always equal because of the ‘*matching’’ of securities ofp different
values or types of collateralization.

Norte. Data for future and forward commercial paper and bankers' acceptances
and term financing of collateralized loans are no longer available because of
insufficient activity.
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1.44 FEDERAL AND FEDERALLY SPONSORED CREDIT AGENCIES Debt Outstanding

Millions of dollars, end of period

1991
Agency 1987 1989 1990
Feb. Mar. Apr. May June
1| Federal and federally sponsored agencles .................... 341,386 | 381,498 | 411,805 | 434,668 | 441,440 | 437,847 | 432,348 | 432,306 | 429,179
2 Federal agencies ..........ocovunvnvnnns 37,981 35,668 35,664 42,159 42,191 41,149 41,107 41,031 40,591
3 Defense Department! 13 8 7 7 7 7 7

Export-Import Bank3 ... 110111 ] e
Federal Housing Administration® 183
Government N?!ional Mortgage Association participation

4
5
6
;}I Postal Service®.............
9

7
11,033 10,985 11,376 11,376 11,186 11,186 11,186 11,244
150 328 393 361 370 365 407 428

ceniﬁcateg ........................................ 1,615 0 0 0 0 0 0 [1] 0

e 6,103 6,142 6,445 6,948 6,948 6,948 6,948 6,651 6,651

Tennessee Valley Authority < 18,089 18,335 17,899 23,435 23,499 22,638 22,601 22,780 22,261
United States Railway Association 0 0 0 0 [\] 0 0 0 0

10 Federally sponsored agencies’ ...........co.coooiiirernnnsn. 303,405 { 345,830 | 375,407 | 392,509 | 399,249 | 396,698 | 391,241 | 391,275 | 388,588
11 Federal Home Loan Banks.............coooviiinennnnns 115,727 | 135,836 | 136,108 | 117,895 | 112,874 | 113,311 | 110,691 | 108,981 | 105,775
12 Federal Home Loan Mortgage Corporation ............... 17,645 22,797 26,148 30,941 32,640 31,425 29,768 29,016 28,836
13 Federal National l%ortgage Association ... 97,057 | 105,459 | 116,064 | 123,403 | 125,974 | 124,885 | 124,189 | 126,806 | 126,606
14 Farm Credit Banks™ ............... 55,275 53,127 54,864 53,590 52,480 1,890 52,04 51,485 51,712

15 Student Loan Marketmg Associationy i o 16,503
16 Financing Corporation™................. ... (i 00
17 Farm Credit Financial Assist@ncFZCorporation !

18  Resolution Funding Corporation'“, . ...................... 0
MEmo
19 Federal Financing Bank debt'® ... .......................... 152,417

Lending to federal apd federally sponsored agencies
5’. R

20 Export-Import Bank 11,972
21 Postal Service 5,853
22 Student Loan Marketing 4,940
23 Tennessee Valley Authority ................. . 16,709
24 United States Railway Association® . ..................coc0s 0
Other Lending"
25 Farmers Home Administration. ... ...................0000. 59,674
26 Rural Electrification Administration 21,191
P20 1T T N 32,078

142,850

58,496 53,311 52,324 52,544
19,246 19,265 18,890 18,906 18,904 18,850 18,878 18,894
26,324 23,724

22,073 28,705 34,194 35,854 35,761 35,117 35,560 36,232
5,838 8,170 8,170 8,170 8,170 8,170 8,170 8,170
6

847 1,261 1,261 1,261 1,261 1,261 1,261
0 4,522 23,055 29,996 29,996 29,996 29,996 29,996

179,083 | 181,714 182,582 | 185,129

11,027 10,979 11,370 11,370 11,180 11,180 11,180 11,238
5,892 6,195 6,698 6,698 6,698 6,698 6,401 6,401
4,910 4,880 4,850 4,850 4,850 4,850 4,850 4,850
16,955 16,519 14,055 14,119 13,258 13,221 13,400 12,881

0 0 0 ] 0 0 0

52,669 52,254

70,896 | 73.227 | 74348 | 75240 | 75204 | 78611

1. Consists of mortgages assumed by the Defense Department between 1957
and 1963 under family housing and homeowners assistance programs.

2. Includes participation certificates reclassified as debt beginning Oct. 1, 1976,

3. On-budget after Sept. 30, 1976.

4, Consists of debentures issued in payment of Federal Housing Administration
insurance claims. Once issued, these securities may be sold privately on the
securities market.

5. Certificates of participation issued before fiscal 1969 by the Government
National Mortgage Association acting as trustee for the Farmers Home Admin-
istration; Department of Health, Education, and Welfare; Department of Housing
and Urban Development; Small Business Administration; and the Veterans
Administration.

6. Off-budget.

7. Includes outstanding noncontingent liabilities: notes, bonds, and deben-
tures. Some data are estimated.

8. Excludes borrowing by the Farm Credit Financial Assistance Corporation,
shown in line 17.

9. Before late 1982, the Association obtained financing through the Federal
Financing Bank (FFB). Borrowing excludes that obtained from the FFB, which is

shown on line 22.

10. The Financing Corporation, established in August 1987 to recapitalize the
Federal Savings and Loan Insurance Corporation, undertook its first borrowing in
October 1987.

tl. The Farm Credit Financial Assistance Corporation, established in January
1988 to provide assistance to the Farm Credit System, undertook its first
borrowing in July 1988.

12. The Resolution Funding Corporation, established by the Financial Institu-
tions Reform, Recovery, and Enforcement Act of 1989, undertook its first
borrowing in October 1989,

13. The FFB, which began operations in 1974, is authorized to purchase or sell
obligations issued, sold, or guaranteed by other federal agencies. Since FFB
incurs debt solely for the purpose of lending to other agencies, its debt is not
included in the main portion of the table in order to avoid double counting,

14. Includes FFB purchases of agency assets and guaranteed loans; the latter
contain loans guaranteed by numerous agencies with the guarantees of any
particular agency being generally smail. The Farmers Home Administration item
consists exclusively of agency assets, while the Rural Electrification Administra-
tion entry contains both agency assets and guaranteed loans,
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1.45 NEW SECURITY ISSUES Tax-Exempt State and Local Governments

Millions of dollars

1991
Type of issue or issuer,
o use 1988 1989 19%0
Jan. Feb. Mar. Apr May June July Aug.
{ Al issues, new and refunding', .. ................... 114,522 | 113,646 | 120,339 | 7,230 | 11,338 | 10,864 | 10,916 | 14,753 | 13,804 | 11,629 15,746
Type of issue
2 General obligation ................. .o 30,312 | 35,774 39,610 2,343 4,838 4,219 3,771 4,946 4,442 3,900 5,919
B3 REVEMUE .+ iteint e 84,210 | 77.873 | 81,295} 4,887 6,497 6,645 7,145 9,807 9,362 7,729 9,825
Type of issuer
4 81a8 L i s FEEERERERPRRE 8,830 1 11,8191 15,149 713 2,027 1,198 1,199 1,890 1,529 690 2,328
5 Special district and statutory authority” .. .. Lol 74,409 71,0221 72,661 4,563 4,903 6,599 6,604 9,549 5,057 7,320 8,890
6 Municipality, county, and township ................ 31,193 ) 30,805 | 32,510 1,954 4,405 3,070 3,113 3314 7,218 3,659 4,526
7 Issues for new capital, total ....................... 79,665 | 84,062 | 103,235 | 6,977 10,403 9,675 | 10,156 | 13,924 | 13,347 | 11,414 | 15,177
Use of proceeds
B8 EAUCALION . ...ttt 15,021 15,133 17,042 1,079 1,579 2,583 2,001 2,462 2,684 2,214 1,826
9 Transportation ..............coeeiineuiranns 6,825 6,870 | 11,650 H 146 421 1,305 1,642 1,829 621 1,498
10 Utilities and conservation 8,496 | 11,427 | 11,739 | 1,196 2,046 1,886 2,17 1,815 2,830 2,077 1,977
11 Social welfare 19,027 | 16,703 | 23,099 891 698 2,140 921 3,373 2,455 2,287 5,291
12 Industrial aid 5,624 5,036 6,117 607 768 554 319 743 1,040 425 565
13 Other pUrpoSes .. ......ovveir i iinnieine i, 24,672 1 28,894 | 34,607 | 2,493 4,775 2,091 3,439 3,889 2,509 3.7% 4,019
1. Par amounts of long-term issues based on date of sale. SouRrces. Investment Dealer’s Digest beginning April 1990, Securities Data/
2. Includes school districts beginning 1986. Bond Buyer Municipal Data Base beginning 1986. Public Securities Association
for earlier data.
1.46 NEW SECURITY ISSUES U.S. Corporations
Millions of dollars
. . 1990 1991
Type of lgrm:fscor issuer, 1988 1989 1990
Dec. Jan. Feb. Mar. Apr. May June July
1 Altdssues'. .. ... ... 410,898 | 379,535 | 339,551 21,150 17,393 30,873 36,255 33,933" 37,4537 31,370" 21,682
2Bonds? ... 353,097 | 321,664 | 299,313 19,361 16,497 29,071 32,306 28,620" 30,035" 25,7527 19,000
Type of offering
3 Public, domestic ..............oovienns 202,215 | 181,393 | 189,271 18,685 15,838 25,902 29,927 | 24,763" | 27,205 | 23,3317 17,500
4 Private placement, domestic L] 127,704 | 117,420 86,988 15,177 n.a. n.a. n.a. n.a. n.a. n.a. n.a.
S.Soldabroad ................. 0.0 23,178 22,851 23,054 676 659 3,169 2,379 3,857 2,830 2,421 1,500
Industry group
6 Manufacturing ............oo.oieiiie 70,306 76,656 53,110 2,887 3,39 8,116 7,240 7,613 6,604 4,078 3,180
7 Commercial and miscellaneous ......... 62,794 49,744 40,019 1,061 1,408 1,921 1,739 2,936 1,190 1,743" 1,299
8 Transportation 10,032 12,706 351 711 563 985 502 665 567 661
9 Public utility ... 18,688 17,521 2,082 689 1,399 506 2,115 2,682 1,616" 1,205
10 Communication 8,461 6,664 1,380 97 669 988 845 337 1,838 616
11 Real estate and financial 158,083 | 169,287 | 11,601 10,203 16,404 20,849 14,610 | 18,558" | 15,910" 12,040
12 StockS? ..o 57,802 57,870 n.a. 1,789 896 1,802 3,949 5,313 7,418 5,618 2,682
Type of offering
13 Public preferred ....................... 6,544 6,194 3,998 175 0 150 1,233 543 1,392 203 203
14 Common ....... 3 35,911 26,030 19,443 1,614 896 1,652 2,716 4,7 6,027 3,887 2,479
15 Private placement’..................... 15,346 25,647 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Industry group
16 Manufacturing .....................o0e 7,608 9,308 n.a. 46 60 183 564 1,796 2,291 1,909 685
17 Commercial and miscellaneous ......... 8,449 7,446 5,026 110 18 546 1,096 1,521 1,563 851 1,427
18 Transportation 1,535 1,929 126 5 242 0 249 416 277 0 18
19 Public utility ..... 1,898 3,090 4,229 288 218 335 354 " 573 471 143
20 Communication 515 1,904 416 6 n.a. 0 0 0 0 295 46
21 Real estate and financial................ 37,798 34,028 11,055 1,327 359 737 1,686 1,510 2,714 2,091 350

t. Figures which represent gross proceeds of issues maturing in more than one
year, are the principal amount or number of units multiplied by offering price.
Excludes secondary offerings, employee stock plans, investment companies other
than closed-end, intracorporate transactions, equities sold abroad, and Yankee

bonds. Stock data include ownership securities i1ssued by limited partnerships.

2. Monthly data include only public offerings.

3. Data are not available on a monthly basis. Before 1987, annual totals include
underwritten issues only.
Sources. IDD Information Services, Inc., the Board of Governors of the
Federal Reserve System, and before 1989, the U.S. Securities and Exchange

Commission.
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1.47 OPEN-END INVESTMENT COMPANIES Net Sales and Asset Position
Millions of dollars
1990 1991
INVESTMENT COMPANIES' 1989 1990

Dec. Jan. Feb. Mar. Apr. May June’ July
| Sales of own shares? ..............coiiiiiiiiaiiii., 306,445 | 345,780 34,553 38,012 30,605 31,597 40,356 36,719 33,922 39,075
2 Redemptions of own shares®......................... 272,165 | 289,573 29,484 27,648 23,390 25,372 32,895 26,972 27,629 28,761
3 NEt SAlES . o\ttt 34,280 56,207 5,069 10,364 7,215 6,226 7,461 9,747 6,293 10,314
dOASSetS® L 553,871 | 570,744 | 570,744 | 590,296 | 616,472 | 632,052 | 647,053 | 671,852 | 661,643 | 689,604
S Cash position® ........coooiieeei i, 44,780 48,638 48,638 53,549 53,899 52,895 52,982 55,450 55,057 55,376
(30717 509,091 | 522,106 | 522,106 | 536,747 | 562,573 | 579,154 | 594,071 | 616,402 | 606,586 | 634,228

1. Data on sales and redemplions exclude money market mutual funds but
include limited maturity municipal bond funds. Data on asset positions exclude
both money market mutual funds and limited maturity municipal bond funds.

2. Includes reinvestment of investment income dividends. Excludes reinvest-
ment of capital gains distributions and share issue of conversions from one fund
to another in the same group.

3. Excludes share redemptions resulting from conversions from one fund to

4. Market value at end of period, less current liabilities.

5. Also includes all U.S. Treasury securities and other short-term debt
securities,

SouRcke. Investment Company Institute. Data based on reports of members,
which comprise substantially all open-end investment companies registered with
the Securities and Exchange Commission. Data reflect newly formed companies
after their initial offering of securities.

another in the same group.

1.48 CORPORATE PROFITS AND THEIR DISTRIBUTION

Billions of dollars; quarterly data are at seasonally adjusted annual rates.

1989 1990 1991
Account 1988 1989 1990
Q3 Q4 Ql Q Q3 Q4 Q! Q
| Corporate profits with inventory valuation and
P apital consumption adjusiment 3376 | 3116 | 2983 | 3067 | 2009 | 2968 | 3066 | 3007 | 2889 | 2862 | 287.9
2 Profits before tax. . . 3167 | 307.7 | 3047 | 291.4 | 2898 | 2969 | 2993 | 3185 [ 304.1 | 2815 | 2836
3 Profits tax liability. . ................. 136.2 135.1 132.1 127.8 123.5 129.9 133.1 139.1 126.5 115.1 119.9
4 Profits after tax ... ... ... 180.5 | 1726 | 1725 | 163.6 | 1663 | 167.1 | 166.1 1794 | 177.6 | 166.4 | 163.7
S Dividends .. .. ... o100 | (235 | 1339 | 1250 | 1277 | 1303 | 133.0 | 1354 | 1372 | 1375 | 136.4
6 Undistributed profits. . ............coovvvievnnen, 70.5 49.1 38.7 386 38.6 36.8 33.2 44.3 40.4 29.0 27.3
7 Inventory valuation. ... .........oouveirerearnnnn., -27.0 —21.7 —11.4 —6.1 -14.5 —11.4 -.5 ~19.8 -13.8 8.1 4.1°
8 Capital consumption adjustment .,.................. 47.8 25.5 4.9 21.4 15.6 1.3 1.7 2.0 -1.4 -3.5 3
SOURCE. Survey of Current Business (Department of Commerce).
1.50 TOTAL NONFARM BUSINESS EXPENDITURES on New Plant and Equipment
Billions of dollars; quarterly data are at seasonally adjusted annual rates.
1990 1991 1991
Industry 1989 1990 1991!
Ql Q2 Q3 Q4 Q! Q2 Q3 Q4
| Total nonfarm business................. 507.40 532.61 535.13 532,50 534.55 534.11 530.13 535.50 524.57 539.53 540.91
Manufacturing
2 Durable goods industries............... 82.56 82.58 78.22 86.03 84.15 82.48 79.03 81.24 79.69 77.54 74.43
3 Nondurable goods industries ........... 101.24 110.04 107.97 106.14 110.87 111.57 110.69 109.90 107.66 107.01 107.33
Nonmanufacturing
4Mining ... 9.2t 9.88 9.66 9.62 9.77 9.97 10.12 9.89 10.09 9.70 8.96
Transportation
b} 6.26 6.40 6.00 6.44 6.67 5.66 6.81 5.59 6.27 6.28 5.85
6 6.73 8.87 9.90 9.27 9.37 9.55 7.54 11.18 10.10 9.53 8.78
7 5.85 6.20 6.64 6.12 5.90 5.87 6.82 6.48 6.68 6.28 7.12
Public utilities
8  Electric.................... 44.81 44.10 44.24 43.48 42.83 43.80 45.88 43.36 42.87 45.46 45.25
9 Gas and other 21.47 23.11 22.90 21.93 21.80 23.88 24.36 23.68 21.71 23.00 23.20
10 Commercial and other” ........ .... 229.28 241.43 249.60 243.46 243,18 241.32 238.87 244.19 239.50 254.73 259.98

1. Anticipated by business.

2. “*Other”’ consists of construction; wholesale and retail trade; finance and

insurance; personal and business services; and communication.
SOURCE. Survey of Current Business (Department of Commerce).
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1.51 DOMESTIC FINANCE COMPANIES Assets and Liabilities!
Billions of dollars, end of period; not seasonally adjusted
1989 1990 1991
Account 1987 1988 1989
Q3 Q4 Q1 Q2 Q3 Q4 Q1
ASSETS
Accounts receivable, gross2
L CONSUMEr. ..ottt aees 141.1 146.2 140.8 146.3 140.8 137.9 138.6 140.9 136.0 131.6
2 Business. .. 207.4 236.5 256.0 246.8 256.0 262.9 274.8 275.4 2%0.8 290.0
3 Real estate . 39.5 43.5 48.9 48.7 48.9 52.1 55.4 57.7 59.9 57.3
4 Total ..vvrvin s 388.1 426.2 445.8 441.8 445.8 452.8 468.8 474.0 486.7 478.9
Less:
S Reserves for unearned income.................... 453 50.0 52.0 52.9 52.0 51.9 54.3 55.1 56.6 57.0
6 Reserves forlosses.............oooiiiiiiiionn 6.8 7.3 7.7 1.7 7.7 7.9 8.2 8.6 9.2 10.3
7 Accounts receivable, net.............. ... 336.0 368.9 386.1 381.3 386.1 393.0 406.3 410.3 420.9" 411.6"
8 Allother......ovvvviiiiiiiiii i 58.3 72.4 91.6 85.2 91.6 92.5 95.5 102.8 99.6 103.4"
9 Total A8sets. . ......oovviviuiiiiiiiiiiiaiai e 394.2 41.3 471.6 466.4 471.6 485.5 501.9 513.1 520.6 515.0
LIABILITIES AND CAPITAL
10 Bank loans........o.oiiiniiiiiiiiiiianann 16.4 15.4 14.5 12.2 14.5 13.9 15.8 15.6 19.4 22.0
t1 Commercial paper ............o.ooiiiniiiinnn... 128.4 142.0 149.5 147.2 149.5 152.9 152.4 148.6 152.7 141.2
Debt
12 Other short-term 28.0 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
13 Long-term .. 137.1 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
14 Due to parent .......... . n.a. 50.6 63.8 60.3 63.8 70.5 72.8 82.0 82.7 77.8
15 Not elsewhere classified . e n.a. 137.9 147.8 145.1 147.8 145.7 153.0 156.6 157.0 162.4
16 All other liabilities ................ ..., 52.8 59.8 62.6 61.8 62.6 61.7 66.1 68.7 66.0 68.0
17 Capital, surplus, and undivided profits ............ 31.5 35.6 394 39.8 39.4 40.7 4]1.8 41.6 4.8 43.7
18 Total liabilities and capital. . ...................... 394.2 441.3 477.6 466.4 477.6 485.5 501.9 513.1 520.6 515.0
1. Components may not sum to totals because of rounding. 2. Excludes pools of securitized assets.
1.52 DOMESTIC FINANCE COMPANIES Business Credit Outstanding and Net Change!
Millions of dollars, end of period, seasonally adjusted
1991
Type 1988 1989 1950
Feb. Mar. Apr. May June July
FTotal ... i e 234,891 258,957 292,638 294,284 294,225 294,569 297,171 | 298,228" | 300,161
Retail financing of installment sales
2 AUIOMIOLIVE « o\ ov et 37,210 39,479 38,110 37,548 36,649 36,652 36,005 35,390 35,491
3 Equipment ............... 28,185 29,627 31,784 32,058 32,332 32,034 32,690 32,189 32,194
4 Pools of securitized assets? n.a. 698 951 879 828 777 737 707 793
Wholesale
5 Automotive 32,953 33,814 32,283 31,428 30,329 30,066 30,055 29,305 29,454
6 Equipment 5,971 6,928 11,569 11,108 10,880 10,937 11,000 10,427 11,344
7 Aﬂ other. .. 9,357 9,985 9,126 9,142 s 8,666 8,620 8,851 8,807
8 Pools of secul n.a. ¢ 2,950 3,353 3,354 2,905 2,855 2,805 2,843
Leasing
9 ADOMOLIVE .o\ ev it 24,693 26,804 39,129 38,922 39,279 39,707 40,738 41,603 43,024
10 Equipment ................. 57,658 68,240 75,626 79,052 80,969 82,750 84,126 83,961 84,311
11 Pools of securitized assets® ..........c.covveiiiinnnn... n.a. 1,247 1,849 1,810 1,868 1,765 1,700 1,725 1,750
12 Loans on commercial accounts receivable and factored
commercial accounts receivable ................. ... 17,687 18,511 22,475 22,084 21,666 21,265 21,772 24,040 23,125
13 All other business credit . ....................0i 21,176 23,623 26,784 26,899 27,204 27,045 26,873 27,225 27,025
Net change (during period)
14 Total ..o 28,900 24,065" 33,681 901 -59 us 2,601" 1,057 1,933
Retail financing of installment sales
15 Automotive ....oov ittt 1,071 2,269 ~1,369 —468 -9%00 4 —647 —615 100
16 Equipment ................. 3" 1,442 2,157 103 274 —298 656 -501 4
17 Pools of securitized assets?® .. n.a. -26 253 -32 ~51 -51 -40 -30 86
Wholesale
18 Automotive .................. 2,883 861" —-1,532" —-975 -1,100 —263 —~11 -750 149
19 Equipment . 393 957" 4,641 -192 —228 57 63 -573 917
20 Altother............... 1,028" 628 ~859" —224 ~275 =201 —47 231 —44
21 Pools of securitized assets n.a. 0 2,950 517 1 —449 ~50 —50" 38
Leasing
22 AUTOMONVE . .ovenie i 2,59 2,111° 12,325° 1 358 428 1,031 865 1,421
23 Equipment ............op.il 14,166 10,581 7,386" 2,211 1,917 1,781 1,377 —165 350
24 Pools of securitized assets? n.a. 526 602 —44 58 -103 —65 25 25
25 Loans on commercial accounts receivable and factored
commercial accounts receivable .................... —4837 825" 3,964 194 —418 —401 506" 2,268 —914
26 All other business credit...............ccooeiiii., 4,135" 2,446" 3,161" -190 305 —158 —173" 352 -199

1. These data also appear in the Board's G.20 (422) release.

inside front cover.

For address, see

2. Data on pools of securitized assets are not seasonally adjusted.



Real Estate  A35
1.53 MORTGAGE MARKETS Conventional Mortgages on New Homes
Millions of dollars; exceptions noted.
1991
Item 1988 1989 1990
Feb. Mar. Apr. May June July Aug.
Terms and yields in primary and secondary markets
PRIMARY MARKETS
Terms'
1 Purchase price (thousands of dollars).............. 150.0 159.6 153.2 153.2 136.7 151.4 146.8 166.7 165.1 159.0
2 Amount of loan (thousands of dollars)............. 110.5 117.0 112.4 113.8 100.4 114.5 109.2 121.9 121.6 1157
3 Loan-pl‘ice ratio (percent). ... 75.5 74.5 74.8 76.3 74.6 76.4 75.2 74.2 75.0 74.6
4 Maturity (years) .........co.ovveininian, PERERREY 28.0 28.1 27.3 28.3 25.7 26.8 26.1 26.8 27.0 27.1
S Fees and charges (percent of loan amount)®........ 2.19 2.06 1.93 1.73 1.59 2.12 1.54 1.69 1.85 1.74
6 Contract rate (percent per YEar) .......c.ceevecins 8.81 9.76 9.68 9.28 9.16 9.24 9.26 9.18 9.12 9.19
Yield (percgnt per year)
7 OTSseries’ ... ... 9.18 10.11 10.01 9.57 9.43 9.60 9.52 9.46 9.43 9.48
8 HUD series* ... ..ooiviivnniiiiiieiiinninnnn. 10.30 10.21 10.08 9.49 9.49 9.51 9.46 9.60 9.46 9.22
SECONDARY MARKETS
Yield (percent per year)
9 FHA mortgages (l-lUD series) i 10.49 10.24 10.17 9.57 9.61 9.61 9.62 9.71 9.59 9.14
10 GNMA securities® .......oovivuiniiiniiiiinenn, 9.83 9.71 9.51 8.66 8.78 8.62 8.65 9.04 8.93 8.69
Activity in secondary markets
FEDERAL NATIONAL MORTGAGE ASSOCIATION
Mortgage holdings (end of period)
Otal L. e e 101,329 | 104,974 | 113,329 | 118,284 | 119,196 | 120,074 | 121,798 | 122,806 | 123,770 124,230
12 FHA/VA-insured 19,762 19,640 21,028 21,947 21,976 A 21,609 21,474 21,511 21,529
13 Conventional .........covvuivvriiinniieine. 81,567 85,335 92,302 96,337 97,220 98,102 | 100,189 | 101,332 | 102,259 102,701
Mortgage transactions (during period)
14 PuUrchases.........ooovniiiiiiiiiiieiinnennennns 23,110 22,518 23,959 1,792 1,987 2,942 4,450 3,145 3,183 3,069
Mortggge commitments (during period)’
15 Issueds oo oi i e n.a. n.a. n.a. 1,779 3,087 3,880 3,506 3,032 2,975 3,453
16 Tosell® . oiireeiii e, n.a. n.a. n.a. 0 1 839 1,066 841 1,374 1,051
FEDERAL HOME LOAN MORTGAGE CORPORATION
Mortgage holdings (end of period)®
A T 15,105 20,105 20,419 22,855 23,221 23,870 24,525 | 23,649 24,061 n.a.
18 FHA/VA-insured cel 620 5% 547 503 499 504 491 486 481 n.a.
19 Conventional ............ovuviiiiicniniinanne, 14,485 19,516 19,871 22,352 22,722 21,188 21,843 23,164 23,581 n.a.
Mortgage transactions (during period)
20 Purchases 44,077 78,588 75,517 5,217 4,549 7,045 8,562 10,052 8,649 n.a.
2] Sales....... 39,780 73,446 73,817 4,549 6,183 6,226 7,692 10,694" 8,057" 8,800
Morrgage commitments'®
22 Contracted (during period) ................... .0, 66,026 88,519 | 102,401 5,579 5,936 10,036 11,334 9,008 8,890 n.a.

1. Weighted averages based on sample surveys of mortgages originated by
major institutional lender groups; compiled by the Federal Housing Finance
Board in cooperation with the Federal Deposit Insurance Corporation.

2. Includes all fees, commissions, discounts, and *‘points’ paid (by the
borrower or the seller) to obtain a loan.

3. Average effective interest rates on loans closed, assuming prepayment at
the end of 10 years.

4. Average contract rates on new commitments for conventional first mort-
gages; from U.S. Department of Housing and Urban Development.

5. Average gross yields on thirty-year, minimum-downpayment, first mort-
gages, insured by the Federal Housing Administration for immediate delivery in

backed by mortgages and guaranteed by the Government National Mortgage
Association, assuming prepayment in twelve years on pools of thirty-year
mortgages insured by the Federal Housing Administration or guaranteed by the
Department of Veterans Affairs carrying the prevailing ceiling rate. Monthly
figures are averages of Friday figures from the Wall Street Journal.

7. Includes some multifamily and nonprofit hospital loan commitments in
addition to one- to four-family loan commitments accepted in FNMA's free
market auction system, and through the FNMA-GNMA tandem plans.

8. Does not include standby commitments issued, but includes standby
commitments converted.

g. gncgudcs participation as well as whole loans.

the private secondary market. Based on transactions on first day of sub
month, Large monthly movements in average yields may reflect market adjust-
ments to changes in maximum permissable contract rates.

6. Average net yields to investors on fully modified pass-through securities

. conventional and %?vemment-underwritten toans. Federal Home
Loan Mortgage Corporation (FHLMC's) mortgage commitments and mortgage
transactions include activity under mortgage securities swap programs, while the
corresponding data for FNMA exclude swap activity.
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1.54 MORTGAGE DEBT OUTSTANDING!
Millions of dollars, end of period

1990 1991
Type of holder and of property 1987 1988 1989

Q1 Q2 Q3 Q4 Qir
T AIROMErS. ... ooty 2,986,425 | 3,270,118 | 3,556,370 | 3,696,882 | 3,760,480 | 3,815,220 | 3,856,205 | 3,883,700
2 One-tofour-family..............cooviiiii i 1,962,958 | 2,201,231 | 2,429,689 1 2,554,496 | 2,619,522 | 2,669,613 | 2,708,951 | 2,740,122
3 Multifamily . . 8,899 291,405 303,416 305,838 301,789 302,993 304, 303,543
4 Commercial 657,036 692,236 739,240 752,688 755,212 758,362 759,306 756,349
S FAMD oot e e 87,532 85,247 84,025 83,861 83,957 84,252 83,943 83,686
6 Major financial institgtions ................................ 1,665,291 | 1,831,472 | 1,931,537 | 1,939,005 | 1,940,366 | 1,932,978 | 1,912,099 | 1,890,344
7 éommercial banks®,.................. 592,449 ,003 ,069 786,802 814,598 30, 843,136 855,256
8 One- to four-family . ................ 275,613 334,367 389,632 405,009 431,115 445,218 454,851 462,975
9 Multifamily . ................00 32,756 33,912 38,876 37,913 38,420 37,898 37,116 38,021
10 Commercial .. 269,648 290,254 321,906 327,110 327,930 330,426 333,943 336,803
11 SE- ¢ 14,432 15,470 16,656 16,771 17,133 ,326 17,225 17,457
12 Savings institutions® .. ..., i 860,467 924,606 910,254 891,921 860,903 836,047 801,628 771,948
13 One- to four-family . 602,408 671,722 669,220 658,405 642,110 626,297 600,154 584,639
14 Multifamily . ...... 106,359 110,775 106,014 103,841 97,359 94,790 91,806 85,654
15 Commercial .. 150,943 141,433 134,370 129,056 120,866 114,430 109,168 101,187
16 Farm 757 676 650 619 568 530 500 468
17  Life insurance companies 212,375 232,863 254,214 260,282 264,865 266,063 267,335 263,139
18 One- to four-family . .................. 13,226 11,164 12,231 12,525 12,740 12,773 12,052 11,514
19 Multifamily....... 22,524 24,560 26,907 27,555 28,027 28,100 29,406 28,847
20 Commercial .. 166,722 187,549 205,472 210,422 214,024 214,585 215,121 212,018
21 Farm .......... 9,903 9,590 9,604 9,780 10,075 10,605 10,756 10,760
22 Finance companics‘ .................................... 29,716 37,846 45,476 45,808 47,104 49,784 48,777 49,658
23 Federal and related agencies........................c.0.0ns 192,721 200,570 209,498 216,146 227,818 242,695 250,762 262,167
24  Government National Mortgage Assoc 444 26 23 22 21 21 21 20
25 One- to four-family . .. . 25 26 23 22 21 21 21 20
26 Multifamily. .............. = 419 0 0 0 0 0 0 0
27  Farmers Home Administration”................oooviienns 43,051 42,018 41,176 41,125 41,175 41,269 41,439 41,545
28 One-tofour-family . ............ .. 18,169 18,347 18,422 18,419 18,434 18,476 18,527 18,578
29 Multifamily . ...........oo 8,044 8,513 9,054 N 9,361 9,477 ,640 9,792
30 Commercial ...... ...t i 6,603 5,343 4,443 4,510 4,545 4,608 4,690 4,754
31 Farm ..o 10,235 9,815 9,257 8,997 8,835 8,708 8,582 8,421
32 Federal Housing and Veterans Administration............. 5,574 5,973 6,087 6,355 6,792 7,938 8,801 9,492

33 One- to four-tamily . ...................... 2,557 2,672 2,875 3,027 3,054 3,248 3,593 3,
34 Multifamily . ...... ..ot 3,017 3,301 3,212 3,328 3,738 4,690 5,208 5,891
35  Federal National Mortgage Association .. ... 96,649 103,013 110,721 112,353 112,855 113,718 116,628 118,210
36 One- to four-famity . .................... 89,666 95,833 102,295 103,300 103,431 103,722 106,081 107,053
37 Multifamily . ... 6,983 7,180 8,426 9,053 9,424 9,996 10,547 11,157
38 Federal Land Banks...................... 34,131 32,115 29,640 29,325 29,595 29,441 29,416 29,253
39 One- to four-family . ............ 2,008 ,890 1,210 1,197 1,741 1,766 1,838 1,884
40 Farm ....covvvi i 32,123 30,225 28,430 28,128 27,854 27,675 27,577 27,368
41  Federal Home Loan Mortgage Corporation . 12,872 17,425 21,851 19,823 19,979 20,508 21,857 21,947
42 One- to four-family..................... 11,430 15,077 18,248 16,772 17,316 17,810 19,185 19,460
43 Multifamily . ... 1,442 2,348 ,603 3,051 ,663 2,697 2,672 2,487
44 Mortgage pools or trusts® .........vvvineienieiieiiniiiiii, 718,297 811,847 946,766 984,811 | 1,024,893 | 1,060,640 | 1,103,950 | 1,138,889
45  Government National Mortgage Association. .............. 317,555 340,527 368,367 376,962 385,456 394,859 403,613 412,982
46 One-to four-family . ...... ... .. v 309,806 331,257 358,142 366,300 374,960 384,474 391,505 400,322
47 Multifamily ........oo i 7,749 9,270 10,225 10,662 10,496 10,385 12,108 12,660
48  Federal Home Loan 212,634 226,406 272,870 281,736 295,340 301,797 316,359 328,305
49 One- to four-family 205,977 219,988 X 274,084 287,232 293,721 308,369 319,978
50 Multifamily ....... 6,657 6,418 6,810 7,652 8,108 8,077 7.9 8,327
51 Federal National Mortg 139,960 178,250 228,232 246,391 263,330 281,806 299,833 312,101
52 One-to four-family . ... 137,988 172,331 219,577 237,916 254,811 273,335 291,194 303,554
53 Multifamily . ... 1,972 5,919 8,655 8,475 8,519 8,471 8,639 8,547
54  Farmers Home Administration”.................c.ov0ionns 245 104 80 76 72 70 66 63
55 One- to four-family ....................... 121 26 21 20 19 18 17 16
56 Multifamily 0 0 0 0 0 0 0 0
57 Commercial e 63 38 26 25 24 24 24 23
58 Farm .ot e 61 40 33 31 30 29 26 24
59 Indjviduals and others’ 410,116 426,229 468,569 556,920 567,403 578,908 589,395 592,301
60  One- to four-family, . 246,061 259,971 294,517 374,143 382,343 393,027 401,685 403,791
61  Multifamily...... .. 80,977 79,209 81,634 83,666 82,040 80,636 80,808 80,448
62 Commercial ........ e 63,057 67,618 73,023 79,576 83,557 85,865 87,624 88,875
63 Farm .. ... 20,021 19,431 19,395 19,536 19,463 19,379 19,278 19,187

1. Based on data from various institutional and governmental sources, with
figures for some quarters estimated in part by the Federal Reserve. Multifamily
debt refers to loans on structures of five or more units.

2. Includes loans held by nondeposit trust companies but not bank trust
departments.

. Includes savings banks and savings and loan associations. Beginning 1987:1,
data reported by FELIC-insured institutions inciude loans in process and other
contra assets (credit balance accounts that must be subtracted from the corre-
sponding gross asset categories to yield net asset levels).

4. Assumed to be entirely one- to four-family loans.

5. Securities guaranteed by the Farmers Home Administration sold to the
Federal Financing Bank were reallocated from FmHA mortgage pools to FmHA
mortgage holdings in 1986:4, because of accounting changes by the Farmers
Home Administration.

6. Outstanding principal balances of mortgage-backed securities insured or
guaranteed by the agency indicated. Includes private pools which are not shown
as a separate line item.

7. Other holders include mortgage companies, real estate investment trusts,
state and local credit agencies, state and local retirement funds, noninsured
pension funds, credit unions, and other U.S. agencies.
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1.55 CONSUMER INSTALLMENT CREDIT! Total Qutstanding and Net Change
Millions of dollars, amounts outstanding, end of period
1990 1991
Holder and type of credit 1989 1990
Nov Dec Jan. Feb. Mar. Apr. May June® July
Seasonally adjusted
TTotal ... iviniiiii s 718,863 | 735,102 | 736,411 | 735,102 | 732,962 | 732,762 | 732,442 | 733,621 | 732,289 | 730,591 | 729,753
2 Automobile ... ... 290,676 | 284,585 | 284,412 | 284,585 | 283,746 | 282,626 | 280,689 | 279,746 | 276,494 | 274,496 | 273,616
3 Revolving.................. Lo. ] 199,082 [ 220,110 | 221,690 | 220,110 | 219,588 | 221,556 | 224,817 | 225,994 | 227,301 | 227,737 { 228,211
4 Mobile home e 22,471 20,919 20,492 20,919 20,459 20,200 20,123 20,098 19,796 19,907 19,647
50ther........cooviiiiii i 206,633 | 209,487 | 209,817 | 209,487 | 209,170 | 208,379 | 206,813 | 207,782 | 208,697 | 208,451 | 208,278
Not seasonally adjusted
6Total ..............coiiviiiiiiin 730,901 | 748,300 | 738,626 | 748,300 | 736,399 | 729,264 | 725,462 | 727,907 | 727,717 | 728,023 | 727,546
By major holder
7 Commerciai banks .................... 342,770 | 347,466 | 342,882 | 347,466 | 341,426 | 339,282 | 335,754 | 336,425 | 334,746 | 333,442 | 333,776
8 Finance companies.......... 140,832 | 137,450 | 139,195 | 137,450 | 134,965 | 133,021 | 131,552 | 133,462 | 134,045 | 133,903 | 134,120
9 Credit unions............... 93,114 92,911 92,918 92,911 91,991 91,131 90,772 91,413 91,549 91,924 92,296
10 Retailers................... 44,154 43,552 39,095 43,552 40,945 38,864 38,497 37,817 36,782 36,702 36,392
11 Savings institutions ....... 57,253 45,616 47,121 45,616 44,939 43,875 42,491 41,707 40,764 39,827 39,012
12 Gasoline companies . . . 3,935 4,822 4,753 4,822 4,766 404 4,296 4,357 4,507 4,591 4,712
13 Pools of securitized assets? ... ... 48,843 76,483 72,662 76,483 77,367 78,687 82,100 82,726 85,324 87,634 87,238
By major type of credit’
14 Automobile ... 290,705 | 284,813 | 285,379 | 284,813 | 282,214 [ 279913 | 277,798 | 277,508 | 275,582 | 275,018 | 274,273
15 Commercial banks .. .. .| 126,288 126,259 126,544 | 126,259 | 126,235 124,745 123,411 122,710 121,631 121,605 121,221
16  Finance companies, ..... ... . 82,721 74,396 75,224 74,396 72,015 70,287 69,233 70,500 69,689 70,304 70,444
17 Pools of securitized assets® .......... 18,235 24,537 23,475 24,537 25,123 26,872 27,755 26,875 27,085 26,039 25,609
18 Revolving...........cocovieeninnn.. 210,310 | 232,370 | 222,643 | 232,370 | 223,606 { 220,714 | 221,400 | 222,627 | 224,301 225,596 | 226,157
19 Commercial banks .............. 130,811 | 132,433 | 129,117 | 132,433 | 125,814 | 125,673 | 124,619 | 126,009 | 126,047 | 124,106 | 124,641
20 Retailers............. 39,583 39,029 34,657 39,029 36,510 34,509 34,179 33,513 32,458 32,381 32,076
21 Gasoline companies .. ... 3,935 4,822 4,753 4,822 4,766 4,404 4,296 4,357 4,507 4,591 4,712
22 Pools of securitized assets 23,477 44,335 42,297 44,335 44,773 44,451 46,722 47,116 49,667 52,897 53,094
23 Mobilehome ...l 22,240 20,666 20,472 20,666 20,614 20,362 20,030 20,052 19,721 19,875 19,671
24  Commercial banks .. 9,112 9,763 9,199 9,763 9,748 A 9,632 9,565 9,386 9,652 9,584
25 Finance companies 4,716 5,252 5,364 5,252 5,367 5,330 5,328 5,573 5,595 5,652 5,669
26 Other.......ocovviiiiiniine i 207,646 | 210,451 | 210,132 | 210,451 | 209,965 | 208,275 | 206,234 | 207,720 | 208,113 | 207,534 | 207,445
27 Commercial banks .............. . 76,559 79,011 78,022 79,011 79,629 79,134 78,092 78,141 77,682 78,079 78,330
28  Finance companies. . . . 53,395 57,801 58,607 57,801 57,583 57,404 56,991 57,388 58,761 57,947 58,007
29 Retailers...............,. 4,571 4,523 4,438 4,523 4,435 4,355 4,318 4,304 4,324 4,321 4,316
30 Pools of securitized assets’ 7,131 7,611 6,890 7,611 7471 7,364 7,603 8,735 8,572 8,698 8,535

1. The Board's series on amounts of credit covers most short- and intermedi-
ate-term credit extended to individuals that is scheduled to be repaid (or has the

option of repayment) in two or more installments.

These data also appear in the Board's G.19 (421) release. For address, see

inside front cover.

2. Qutstanding balances of pools upon which securities have been issued; these
balances are no longer carried on the balance sheets of the loan originator.

3. Totals include estimates for certain holders for which only consumer credit
totals are available.
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1.56 TERMS OF CONSUMER INSTALLMENT CREDIT!

Percent per year unless noted otherwise

1991
Item 1988 1989 1990
Jan. Feb. Mar. Apr. May June July
INTEREST RATES
Commercial b‘":j]

148-monthnewcar ..........covvviiiiiniinnns 10.85 12.07 11.78 n.a. 11.60 n.a. n.a. 11.28 n.a. n.a.
2 24-month personal ... . 14.68 15.44 15.46 n.a. 15.42 n.a. n.a. 15.16 n.a. n.a.
3 120-month mobile home . 13.54 14.11 14.02 n.a. 13.88 na. n.a. 13.80 n.a. n.a.
4 Creditcard............c.ooviiiiiiiiiiiiii e 17.78 18.02 18.17 n.a. 18.28 n.a. n.a. 18,22 n.a. n.a.

Auto finance companies
5 NEW CAI 1 iiieie it i 12.60 12.62 12.54 12.99 13.16 13.14 13.14 12.95 12.77 12.55
6 Used car 15.11 16.18 15.99 15.70 15.90 15.82 15.82 15.85 15.74 15.66

OTHER TERMS*

Maturity (months)

T NEW CHI v ovvireii ittt 56.2 54.2 54.6 549 55.2 55.2 55.4 55.5 55.5 55.5

BUsedcar......ovviviiiiiii i 46.7 46.6 46.1 474 47.1 47.2 47.3 47.3 47.3 47.4
Loan-to-value ratio

9 NEW CAI o v vvveereete it erine i einininns 94 91 87 88 88 87 87 87 88 88

10 Used car...oovvieviviiii i iiniecnennas 98 » 95 96 9 » 97 9% 97 96

Amount financed (dollars)

11 New car . 11,663 12,001 12,071 12,229 12,081 12,121 11,993 12,204 12,343 12,572
12 Used car. 7,824 7,954 8,289 8,600 8,605 8,763 8,751 8,873 8,916 8,989

1. These data also appear in the Board's G.19 (421) release. For address, see 3. Before 1983 the maturity for new car loans was 36 months, and for mobile
inside front cover. home loans was 84 months,

2. Data for second month of quarter only. 4. At auto finance companies.
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1.57 FUNDS RAISED IN U.S. CREDIT MARKETS

Billions of dollars; quarterly data are at seasonally adjusted annual rates.

1989 1990" 1991
Transaction category or sector 1986 1987 1988 1989 1990°
Q4 Q1 Q2 | Q3 Q4 Qr jr Q2
Nonfinancial sectors
1 Total net borrowing by domestic nonfinancial sectors ..| 836.9 | 687.0 | 760.8 | 678,.2 | 639.3 | 620.2 | 803.4 | 596.9 | 657.7 | 499.3 | 411.4 | 462.6
By sector and instrument
2 U.S. BOVErNMENt, ...\ttt 215.0 | 1449 | 1575 | 1516 | 272.5 | 185.0 | 247.3 | 228.2 | 286.1 | 328.4 | 204.7 | 241.8
3 Treasury securities ........oo. it 214.7 | 1434 | 140.0 | 150.0 | 264.4 | 189.6 | 217.8 | 222.9 | 287.5 | 329.4 | 228.7 | 248.0
4 Agency issues and mortgages ................0..s A4 1.5 17.4 1.6 8.2 —4.6 29.6 5.4 -1.3 -10 | -24.0 -6.2
SPHVAE o oLt s 621.9 | 542.1 | 6033 | 526.6 | 3668 | 435.2 | 556.1 | 368.7 1 371.6 | 170.9 | 206.7 | 2209
By instrument
6 Debt capital instruments ............c.ooii 4658 | 4532 | 459.2 | 379.8 | 2982 | 347.0 | 391.0 | 309.3 | 2755 | 216.8 | 230.5 | 292.7
7 Tax-exempt obligations L)ona 49.3 49.8 30.4 20.1 19.1 12.4 24.5 30.0 13.5 11.3 27.5
8 Corporate bonds .. 126.8 79.4 | 102.9 73.7 49,7 87.4 30.2 68.8 32.8 67.1 80.6 95.3
9 Mortgages........ .| 3163 | 324.5 | 306.5 | 275.7 | 228.3 | 240.5 | 348.4 | 216.0 | 2127 | 136.3 | 138.6 | 169.9
10 Home mortgages ...........ccoovivvnnn .| 2187 | 2349 | 231.0 | 218.0 | 212.6 | 2143 | 298.7 | 220.0 | 184.7 147.1 | 1368 | 176.6
11 Multifamily residential ...................... 33.5 244 16.7 16.4 6.5 9.5 22.7 | ~155 16.2 2.7 4.6 2.9
12 Commercial ............covvviininninnis 73.6 71.6 60.8 2.7 9.3 9.9 26.5 13.4 99 | ~128 | -3.0( -8.0
13 Farm ..o -9.5 -64 | -2.1 -1.5 01 -32 5 -1.9 2.0 ~.7 21 -16
14 Other debt instruments. ..............oooeevnin.s 156.1 88.9 | 144.1 | 146.8 68.7 88.2 | 165.1 59.4 96.0 | ~459 | —23.8 | —-71.9
15 Consumer credit ........ 58.0 335 50.2 39.) 14.3 44.1 30.4 2.8 213 2.5 ) -23.6 | —20.4
16 Bank loans n.e.c. ....... 66.9 10.0 39.8 39.9 1.3 7.7 16.3 154 1 —2.5 | -242 14.2 | -51.6
17 Open market paper -9.3 2.3 11.9 204 9.7 -6.9 69.6 -6.2 17.3 | —41.7 5.1 1 -22.6
18 Other.....cooiiiiiiiii i e 40.5 43.2 42.2 474 43.4 43.3 48.8 47.4 60.0 17.5 | -19.5 22.6
By borrowing sector
19  State and local government...................... 36.2 48.8 45.6 29.6 17.2 16.5 16.0 17.2 28.1 7.6 12.2 6.8
20 Household ................. 293.0 | 302.2 | 314.9 | 2850 | 254.0 | 291.8 | 377.2 | 2575 | 2273 154.0 | 162.6 | 199.7
21  Nonfinancial business. .. ... 292.7 | 191.0 | 242.8 | 2119 95.6 | 126.9 | 162.9 94,0 | 1162 9.4 320 43
2 Farm.................. -163 | =106 | ~7.5 1.6 2.6 8.9 6.2 [ ~10.8 1.7 3.1 4.7 -1.6
23 Nonfarm noncorporate. .. 99.2 77.9 65.7 50.8 13.7 35.0 455 35 196 | —14.0 ( —18.7 | 3.6
24 COMPOrate .. .ovovveviii i 209.7 | 123.7 | 184.6 | 159.5 79.4 83.1 1.2 1013 84.8 20,2 46.0 9.5
25 Foreign net borrowing in United States ............. 9.7 4.5 6.3 109 23.5 16.9 2.0 41.2 29.7 21.1 50.6 | —53.0
26 Bonds......................... 3.1 7.4 6.9 53 216 | —1.0 32.7 25.8 1.2 26.5 8.9 2.0
27 Bank loans n.e.c. . -10| 36| ~1.8 —.1 =29 [ —-43 -69 | —1.8 1.9 —4.7 10.3 =71
28  Open market paper. ... 11.5 2.1 8.7 133 12.3 22 | -164 23.1 27.3 15.3 455 | -52.0
29 U.S. government loans. ...... e 1 -39 -14} 7S -7.5 -7.5 A -7.3 -5.9 -8 | -16.0 § —14.1 | —15.8
30 Total domestic plus foreign. ........................ 846.6 691.5 | 767.1 689.1 662.8 | 637.1 805.5 638.1 | 687.3 520.4 | 462.0 | 409.7
Financial sectors
31 Total net borrowing by financial sectors. ............. 285.1 300.2 247.6 205.5 202.1 187.3 190.2 170.4 180.0 267.7 102.6 95.4
By instrument
32 U.S. government related ..............coiiiiiiien 154.1 | 171.8 | 119.8 | 151.0 | 167.4 | 156.4 | 170.7 | 184.0 | 139.2 | 174.6 [ 1558 | 150.6
33 Eronsored credit agency securities ............... 5.2 306.2 4.9 17.1 — 9.7 17.1 22,3 19.5 1451 -22.4
34 ortgage pool securities ...... ...y 1392 | 1423 749 | 125.8 ] 1503 | 161.1 | 162.0 | 166.8 | 1169 | 1555 | 141.3 | 173.0
35 Loans from U.S. government.................... -4 -8 .0 0 -1 0 .0 .0 0 -.5 .0 .0
36 Private. .. ....oviieiiiiiii i 131.0 | 1284 | 127.8 54.5 34,7 30.9 18.5 | ~13.5 40.8 93.1 | —53.2 | —-55.2
37 Corporate bonds . ........cooiiiiiiiiiiiee 829 78.9 51.7 36.8 49.8 39.6 335 7.2 18.0 76.7 39.5 63.2
38 MOMEAges. ..ot 1 4 3 .0 3 -4 1 2 3 5 1 -.1
39 Bankloansn.e.C. ........civiiiiiiiiiiiiniann 4.0 -3.2 1.4 18 Ni 4.2 -2.3 —.6 2.0 3.8 1.0 -5.8
40 Openmarket paper.........oouivviieuriniraren. 24.2 27.9 54.8 269 8.6 36.3 9.2 | -53.4 51.0 27.6 | -65.9 | -59.7
41  Loans from Federal Home Loan Banks........... 19.8 24.4 19.7 | —11.0 | —247 | —48.8 | —22.0 | -30.9 | —30.5 | —15.5 | —27.9 | —-52.9
By borrowing sector
42 Sponsored credit agencies.............oooi i 14.9 29.5 4.9 25.2 170 | -47 9.7 17.1 23 19.0 145 | —22.4
43 Mortgage pools ........oviiiiiiiiii e 139.2 1423 74.9 125.8 150.3 161.1 162.0 166.8 116.9 155.5 141.3 173.0
44 Private. ... .......veriiiiiiiiiiie i 131.0 | 1284 | 127.8 54.5 34.7 30.9 18.5 | -13.5 40.8 93.1 | —53.2 ] —-55.2
45 Commercial banks............vveiviiniiienns -3. 62 [ -3.0 14| -11 =7 =57 -139| -56 209 | ~22.0 | —16.6
46 Bankaffiliates ............oooiiiiii i 15.2 14.3 5.2 62| -27.7 -39 ~-80 | 321 ~40.4 | -30.2 | —185 [ -7.1
47  Savings and loan associations . . 209 19.6 199 | —14.1 ] =312 | -56.2 | —158 [ —-53.5 | -31.9 | —23.4 | —29.5 | -55.6
48  Mutual savings banks 4.2 8.1 1.9 -1.4 —.5 . —8.3 6.5 —4.2 40| -22] -14
49  Finance companies ................ 54.7 40.8 67.7 46.3 57.1 52.6 28.2 27.0 97.3 75.7 1 -9.2 | -1.7
50 Real estate investment trusts (REITs) 8 3 15 -19| -19 1 -38 | -27 -1.8 .6 -7 -
51  Securitized credit obligations (SCO) .............. 39.0 39.1 2.5 20.8 40.1 38.2 32.1 55.1 27.8 45.6 28.9 37.3
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1.57—Continued

1989 19907 1991
Transaction category or sector 1986 1987 1988 1989 19%0°
Q4 Ql Q2 Q3 Q4 Qtr Q
All sectors
54 Total netborrowing ...................coivinnin 1L,131.7| 9917 [ 1,014,7 ] 894.5 | 864.9 | 824.4 | 995.7 | 808.5 | 867.3 | 788.1 | 564.7 505.1
55 U.S. government securities ..................o.... 369.5| 317.5 277.2| 302.6 440.0 3414 419.0 412,2 | 4254 503.4 360.5 392.4
56 State and local obligations ................... ... 22.7| 493 498 30.4 20.1 19.1 12.4 24.5 30.0 13.5 113 27.5
57 Corporate and foreignbonds ...................00. 212.81 1657 161.51 1158 | 1211 | 1259 96.4 165.8 52.0 170.3 | 129.0 180.5
58 MOTtBABES. . .t o v vt er e 316.4) 324.9 306.7| 275.7 | 228.6 | 240.1 | 3485 | 216.2 | 213.0 136.7 1 138.7 169.8
59 Consumercredit ........coovienvnveniniineiiennn. 58.0| 33.5 502 39.1 14.3 44,1 304 2.8 21.3 2.5 | -23.6 | —204
60 Bank loans necc.......... ..o, 69.9 3.2 394 41.5 -.9 7.5 7.1 13.0 1.4 | ~25.1 25.6 —64.5
61 Openmarket paper...........ovvvnvinivreeinenes 264 323 754 60.6 30.7 51.6 623 | —36.6 95.7 1.2 | ~15.2 ] -134.3
62 Otherloans ............coiiiviiiiniiniiianann. 56.1 65.5 54.4 28.9 1.1 —~5.4 19.5 10.6 286 | —14.5 | —-61.6 -46.0
63 Memo: U.S. government, cash balance............. 07 =79 104 -59 8.3 -7.3 229 —38.1 21.1 27.4 51.6 ~64.3
Totals net of changes in U.S. government cash balances
64 Net borrowing by domestic nonfinancial . ............. 836.9 | 694.9 750.4 | 684.1 | 631.0 | 627.6 | 780.5 | 635.0 | 636.6 | 4719 | 359.8 526.9
65 Net borrowing by U.S. government.................. 215.01 1528 147.1] 157.5 | 2642 § 192.4 2244 | 2663 | 265.1 301.0 | 1531 306.1
External corporate equity funds raised in United States
66 Total net shareissues ...................ccocvveenes 10.9 | -124.2| —63.7 2.6 14.9 ~9.2 48.0 | -24.1 23.6 | 108.0 | 173.9
67 Mutual funds. . .......ovii i . 73.9 1.1 41.3 61.4 72.4 47.8 71.0 46.1 80.6 87.8 | 1222
68 Allother ....................0 . -63.0 | —1253| —105.1 | =517 | —57.6 | —=57.0 | -22.9 | —70.2 | —56.9 20.2 517
69  Nonfinancial corporations . .. 0 =755 1 -1295{ —124.2| ~63.0 | -79.3 { —69.0 | —480 | —740 | ~61.0 | -12.0 11.0
70  Financial corporations ...........cooiveveniinenns K 14.6 33 24 4.3 4.5 10.3 1.3 4.8 9 34 4.3
71  Foreign shares purchased in United States .......... 1.2 -2.1 9 16.7 6.9 17.2 1.7 238 -1.0 32 28.8 36.4




1.58 DIRECT AND INDIRECT SOURCES OF FUNDS TO CREDIT MARKETS

Billions of dollars, except as noted; quarterly data are at seasonally adjusted annual rates.

Flow of Funds

A4l

1989 19%0 1991
Transaction category or sector 1986 1987 1988 1989 | 1990
Q4 Qrr Q2" Q3 Q¥ QI Q2
1 Total funds advanced in credit markets to domestic
nonfinancial sectors .. ......... ... ...l 836.9 | 687.0 760.8| 678.2| 639.3| 620.2| 803.4 596.9 | 657.7| 499.3| 411.4| 462.6
2 Total net advances by federal agencies and foreign
sectors 280.2 | 248.8 210.7 | 187.6| 261.7] 203.8| 221.8 299.4 | 325.6| 200.0| 274.7| 251.0
By instrument
3 U.S. government securities. .............ooviiiiiionn 69.4 70,1 85.2 30.7 74.4 27.1 4.4 111.9 139.1 42.1 122.6 74.4
4 Residential mortgages. ..........oovvveeiiiiininns 136.3 | 139.1 86.3( 137.9| 184.1| 1783} 197.5 | 191.5| 160.8| 186.7] 176.0| 211.4
5 Federal Home Loan Bank advances to thrifts .. ........ 19.8 244 19.7f —11.0| —-24.71 —48.8] -22.0( -30.9; -30.5]| -155} -27.9] -529
6 Other loans and securities..............coovvaiein. 54.7 15.1 19.4 30.0 27.8 47.1 41.8 26.8 s6.11 -13.3 4.0 18.1
By lender
7T U.S. government. . ........coouiiiieiiiiiiiiiiain.s 9.7 -7.9 -9.4 -2.4 33.6 5.7 37.7 36.2 63.3 =27 30.3 32.1
8 Sponsored credit agencies and mortgage pools.......... 153.3 | 169.3 | 112.0] 12537 166.7] 158.4| 187.4| 163.1}| 165.6| 1508 158.7( 149.0
9 Monetary authority . .............coooiinnn. FR 19.4 24.7 10.5] =73 8.1 —-4.6| -6.3 40.4 244 ~25.9 53.3 12.2
LU e - 97.8 62.7 97.6 72.1 53.2 4.2 3.0 59.8 72.3 77.9 324 57.7
Agency and farg(gn borrowing nos n line 1
11 Sponsored credit agencies and mortgage pools.......... 154.4 | 171.8 1198 151.01 1674 156.4| 1717 184.0| 1392 174.6| 155.81 150.6
12 Foreign ... .o 9.7 4.5 6.3 10.9 23.5 16.9 2.0 412 29.7 21.1 50.6 | —53.0
13 Total private domestic funds advanced ................. 720.5] 614.5 676.2) 652.5| 568.5) 589.7] 755.3 522.7] 501.0; 495.0) 343.2| 309.2
14 U.S. government securities. . .................. 300.1( 247.4( 192.1( 271.9} 3656! 31437 4146 300.3| 286.2) 461.4] 237.8]| 317.9
15 State and local obligation: 22.7 49.3 49.8 30.4 20.1 19.1 12.4 24.5 30.0 13.5 11.3 27.5
16 Corporate and foreign bol 89.7 66.9 91.3 66.1 65.4 70.6 53.4 82.6 31.8 93.8 66.0 94.1
17 Residential mortgages. . .. 1159 120.2 161.3 96.5 35.0 45.5( 123.8 13.0 40.0| -37.0( -34.5| —-32.0
I8 Other mortgages and loans .. . ............... .| 2120 155.2| 201.4) 176.6 57.7 91.51 129.2 71.4 824 -522 34.6 [-151.2
19 Lkss: Federal Home Loan Bank advances . .......... 19.8 24.4 1.7 —11L0}f -24.7] -48.8} -22.0) -309; —-30.5| ~155]) -27.9] -52.9
20 Total credit market funds advanced by private financial
institations. . .......... .. .. i 730.0 | 528.4 | 562.3| 511.1| 394.6( 561.9| 444.8 | 266.4| 366.7| 5004 185.8 91.6

By lending institutions
21 Commercial banking. ......................... 198.1 | 1354

22 Savings institutions........ 107.6 | 136.8
23 Insurance and pension funds . . 160.1 179.7
24 Other fiNANCE .. ...vvve it i 264.2 76.6
By sources of funds
25 Private domestic deposits and repurchase agreements ... | 277.1| 162.8
26 Credit market borrowing 131.0) 128.4
27 Other sources............. 3208 | 237.1
28 Foreignfunds........... 12,9 43.7
29 Treasury balances.............ooiiiiiiiiiiiiine 1.7 —5.8
30 Insurance and pension reserves. ............... 111991 1354
I Other, Met. ... ovt i s 187.3 63.9

Private domestic nonfinancial investors
32 Direct lending in credit markets. ., .................... 121.5 | 214.6
33 U.S. government securities. .

156.3] 177.3] 11871 1843} 184.1 132,11 1017 56.9( 1342 15.7

198.7] 1779] 182.4] 205.1| 1600 | 2316| 187.5( 150.6] 125.4| 1349
869 246.8| 2469| 374.5( 1573 | 113.t| 2461| 4709| 80.9| 886

34  State and local obligation -19.9 61.8
35 Corporate and foreign bon . 52.9 233
36 Open market paper........ s 9.9 15.8
37  Other loans and mortgages . ............c....couueen. 51.7 27.6
38 Deposits and CUITENCY .. ..o vvvrit e 29751 179.3
39 UITENCY .o vvv i anenns 4.4 19.0
40  Checkable deposits 96.4 -9
41  Small time and savings accounts .................... 120.6 76.0
42  Money market fund shares ......................... 43.2 28.9
43 Large time deposits ..............oiiirriiiieiiiin.n -3.2 37.2
44  Security repurchase agreements. .................... 20.2 21.6
45  Deposits in foreign countries ..................... .. 59| 25
46 Total of credit market instruments, deposits, and

CUITEIICY . . o o vt r oottt iee et anenans 419,01 3939

Memo
47 Public holdings as percent of total. .................... 3.1 36.0
48 Private financial intermediation (percent)............... 101.3 86.0
49 Total foreign funds ............. ..o inns 110.7| 106.4
Corporate equities not included above

50 Total net issues............ .. e 86.8 10.9
51 Mutual fund shares 159.0 73.9
52 Other equities. .. .... .. -722| —63.0
53 Acquisitions by financial in s. . 50.9 320
54 Other net purchases . ..............coeeiiini i 359 -21.2

229.21 2252 60.5| 208.0( 120.2 28.4 60.1 3320 216.7| —-74.0
127.8 54.5 34,7 309 18.5 | —13.5 40.8 93.1| —-53.2| -55.2
2053 231.4| 299.4( 323.1 306.1 | 251.6| 2659{ 374.0 22.3| 2208
31 99 24.0( -20.6 39.9 7.8] 103.5} -55.1 438 | -124.7

3 ~3.4 5.3 5.0 13.1 -13.4 18.2 3.4 30.1( —39.2

6| 140.5( 1599 193.9| 13791 211.9] 144.2| 1456 60.1] 1188

Of 1042] 1102 1447 1152 453 0] 2802|1117 2658
241.7( 195.9| 208.6 8.7 329.01 24281 175.0 87.7) 1042| 1624
12001 1343 1481 65.8| 198.0 | 154.0| 1652 75.3 85.21 1564
53.5 284 -10 28] -1.5 10.0 156 —-27.9 1.8 13.2
-9.4 N 17.5 14.6 38.9 197 —~74.7 86.1 9.1 57.4
36.4 5.4 18.2] —64.6| 60.6 338 168 3841 -7.7| -67.8
32.2 27.4 25.7 30.1 33.0 25.2 s2.1 ~7.4 15.9 33
232.8| 2413 90.1| 230.6| 1373 64.3 95.9 629 236.2| -41.8
14.7 1.7 22.6 10.1 26.1 23.0 32.2 9.1 46.1 57
12.9 1.5 6 65.8 14| -189 13.4 6.4 319 =73
122.4] 100.5 594 109.1( 107.7 21.5 59.6 48.9( 101.0 16.7
20.2 85.2 61.8 6561 72.2 471 1109 59.3) 1285) -29.8
40.8 23.1] -46.8| -13.4| —264 -1.81 ~97.9| —-61.2| -23| —-52.5
2.9 149} -14.5] -19.2( —34.7 2281 —~258( —20.1| —424; -1
-11.2 4.4 7.0 124f -89 2.8 36 20.6 | -26.6 26.5
474.51 437.2( 298.7| 289.3| 466.3 | 307.0] 270.9) 150.6} 3404 120.6
27.5 27.2 39.5 RNO| 275 46.9 47.4 38.4 59.4 61.3
83.2 783 69.4 95.3 58.9 51.0 73.21 1011 54.1 29.6
106.9 62.2 77.2 23.6 429 67. 175.8 228 76.2 | -66.9
-124.21 -63.7 9.6 149 -9.2 48.0( -24.1 2361 108.0( 173.9
.1 41.3 61.4 72.4 47.8 710 46.1 80.6 87.8| 1222

3| -105.1| -51.71 -57.6] —57.0 | —-22.9( ~70.21 -56.9 20.2 51.7

.9 17.2 319 76.9] 4l.1 72.8( ~48.2 61.9 44.0 73.4

4] -80.9] —22.3)] —62.1| -503 | —24.8 24.1| -383 64.1| 100.6

NOTES BY LINE NUMBER.
1. Line 1 of table 1.57.
2. Sum of lines 3-6 or 7-10.
6. Includes farm and commercial mortgages. )
11. Credit market funds raised by federally sponsored credit agencies, and net
issues of federally related mortgage pool securities,
13. Line | less line 2 pius line 11 and 12. Also line 20 less line 26 plus line 32,
Also sum of lines 28 and 47 less lines 40 and 46.
18. Includes farm and commercial mortgages.
25. Line 38 less lines 39 and 45.
26. Excludes equity issues and investment company shares. Includes line 19.
28. Foreign deposits at commercial banks, bank borvowings from foreign
branches, and liabilities of foreign banking aﬁencies to foreign affiliates, less
claims on foreign affiliates and deposits by banking institutions in foreign banks.
29. Demand deposits and note balances at commercial banks.

30. Excludes net investment of these reserves in corporate equities.

31. Mainly retained earnings and net miscellaneous liabilities.

32. Line 13 less line 20 plus line 26.

33-37. Lines 14-18 less amounts acquired by private finance plus amounts
borrowed by private finance. Line 37 includes mortgages.

39. Mainly an offset to line 9.

46. Sum of lines 32 plus 38, or line 13 less line 27 plus lines 39 and 45.

47, Line 2 divided by line 1.

48. Line 20 divided by line 13,

49. Sum of lines 10 and 28.

50, 52. Includes issues by fi ial institutions.

Nortk. Full statements for sectors and transaction types in flows and in amounts
outstanding may be obtained from Flow of Funds Section, Division of Research
an((i:StatSistlcs, Board of Governors of the Federal Reserve System, Washington,
D.C. 20551.
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1.59 SUMMARY OF CREDIT MARKET DEBT OUTSTANDING
Billions of dollars; period-end levels.

1989 19907 1991
Transaction category or sector 1986 1987 1988 1989
Q4 Ql Q2 Q3 Q4 Ql Q2
Nonfinancial sectors
1 Total credit market debt owed by
domestic nonfinancial sectors........... 7,646.3 | 8,343.9 | 9,096.0 | 9,805.2 | 9,805.2 | 10,073.3 | 10,226.8 | 10,386.9 | 10,557.3 | 10,615.5 | 10,735.3
By sector and instrument
2 U.S. government............. oo 1L,815.4 | 1,960.3 | 2,117.8 2,2694 1 2,269.4 [ 2,360.9 | 2,401.7 [ 24702 2,5689( 2,624.7{ 2,667.7
3 Treasury securities .1 1,811.7 | 1,955.2 | 2,095.2 2,245.2 | 2,245.2 | 2,329.3 | 2,368.8 | 2,437.6] 2,536.5| 2,598.4 | 2,642.9
4  Agency issues and mortgages............ 3.6 5.2 22.6 24.2 242 31.6 329 32.6 324 26.4 24.8
By instrument
S Private....... [T N 5,831.0 | 6,383.6 | 69782 | 7,535.8 ] 7,535.8| 7,712,5| 7.825.1| 7916.7 | 7,988.4 | 7,99%0.8 | 8,067.7
6 Debt capital instruments .. .. o 9627 | 4,427.9 | 4,886.4 5,283.3 | 5,283.3 | S5,451.9| S5,533.8| 5,608.8| 5,669.9| 5,709.8| 5,787.5
7 Tax-exempt obligations ............... 679.1 728.4 790.8 821.2 821.2 822.2 827.2 837.9 841.3 842.2 847.6
8 Corporatebonds ..................... 669.4 748.8 851.7 925.4 925.4 933.0 950.2 958.4 975.1 995.3 | 1,019.1
9 Mortgages......... . 2,614.2 | 2,950.7 | 3,243.8 3,536.6 | 3,536.6 { 3,69.7 | 3,756.4 | 3,812.6 | 3,853.4 | 3,872.3| 3,920.9
10 Home mortgages ....... 1,720.8 { 1,943.1 | 2,173.9 2,404.3 | 2,404.3 | 2,5583 | 2,619.5| 2,670.0 | 2,710.0 | 2,730.1 | 2,781.0
11 Multifamily residential . . 246.2 270.0 286.7 304.4 304.4 304.5 304.5 306.0 306.5 307.1
12 Commercial ........... . 5514 648.7 696.4 742.6 742.6 750.8 752.5 753.8 753.5 752.0 748.9
13 Farm ......oovviiiiiiiiiiinn, 95.8 88.9 86.8 85.3 85.3 83.9 0 84.3 84.0 83.6 83.9
14 Other debt instruments ................. 1,868.2 | 1,955.7 | 2,001.9 2,252.6 | 2,252.6 [ 2,260.6 | 2,291.3 | 2,307.9| 2,318.5| 2,281.0 | 2,280.1
15 Consumer credit ........... AN 659.8 693.2 743.5 790.6 790.6 782.3 789. 798.7 808.9 782.3 784.
16 Bank loans n.e.c. .......... 666.0 673.3 713.1 763.0 763.0 748.5 756.1 753.6 7574 749.0 740.3
17 Open market paper......... . 62.9 73.8 85.7 107.1 107.1 126.0 128.7 131.8 116.9 1199 118.4
18 Other...........coovviiiiiiiiii 479.6 515.3 549.6 591.9 591.9 603.7 617.1 623.8 635.4 629.9 637.3
By borrowing sector
19  State and local government.............. 510.1 558.9 604.5 634.1 634.1 633.8 636.9 647.1 649.1 650.2 652.8
20 Household................... .1 2,59%.1 1 2,879.1 | 3,191.5 3,501.8 ) 3,501.8 | 3,654.8 | 3,726.5} 3,790.3 | 3,847.2 1 3,853.3 | 3,911.3
21  Nonfinancial business. 2,724.8 | 29456 | 3,182.2 3,400.0 | 34000 3,423.91 346171 34794 | 34922 348731} 3,503.6
22 Farm ............. 156.6 145.5 137.6 139.2 139.2 137.3 138.7 141.6 140.5 139.3 143.0
23 Nonfarm noncorporate 997.6 | 1,075.4 | 1,145.1 1,195.9 | 1,1959 ( 1,208.3 | 1,208.7 | 1,209.0 | 1,209.6 | 1,205.9 | 1,204.6
24 Corporate ............. 1,570.6 | 1,724.6 | 1,899.5 2,064.8 | 2,064.8| 2,0783( 2,1143 1 2,128.7| 2,142.1} 2, 2,155.9
25 Foreign credit market debt held in
ted States. ........................ 238.3 244.6 253.9 261.5 261.5 2%1.7 273.0 2794 284.9 297.2 285.1
26 Bonds.......ooiiiiiii e 74.9 82.3 89.2 94.5 94.5 103.3 108.4 108.9 116.1 118.9 123.0
27 Bank loans n.e.c. .......o..iunl . 26.9 233 21.5 21.4 214 18.9 19.3 19.8 18.5 204 19.5
28 Open market paper............... . 37.4 41.2 499 63.0 63.0 59.3 65.1 71.5 75.3 87.0 74.0
29 U.S. government loans ................... 9.1 97.7 93.2 82.6 82.6 80.2 80.2 79.3 75.0 70.9 68.6
30 Total credit market debt owed by nonfinancial
sectors, domestic and forelgn. ............ 7,884.7 | 8,588.5 | 9,349.9 | 10,066.8 | 10,066.8 | 10,335,0 | 10,499.8 | 10,666.3 | 10,842.2 | 10,912.8 { 11,020.5

Financial sectors

........................ 1,529.8 | 1,836.8 | 2,084.4 | 2,322.4 | 2,322.4 | 2,359.0 | 2,405.5 | 2,448.8 | 2,527.7 | 2,540.1 | 2,567.3

By instrument
32 US. government related ................... 810.3 978.6 | 1,098.4 | 1,249.3 | 1,249.3 | 1,288.2 | 1,330.1 1,367.9 | 1,4184 | 1,452.2 | 1,485.1
33 Sponsored credit agency securities . . ... .. 273.0 303.2 348.1 373.3 3733 378.1 381.0 384.4 393.7 397.0 389.6
k2] ongaggpool securities. . ............ o 531.6 670.4 745.3 871.0 871.0 905.2 944.2 978.5 | 1,019.9 | 1,050.4 | 1,090.7
35 Loans from U.S. government . 5.7 5.0 5.0 5.0 5.0 5.0 5.0 5.0 4.9 4.9 4.9
36 Private ..........cooiuiiin 719.5 858.2 986.1 1,073.0 | 1,073.0 | 1,070.8 | 1,075.4 | 1,080.9 | 1,109.3 1,087.9 | 1,082.2
37  Corporate bond: 287.4 366.3 418.0 482.7 482.7 491.7 510.0 514.4 533.6 543.0 559.5
38  Mortgages 2.7 3.1 34 3.4 34 4.0 4.0 4.1 4.2 4.2 4.2
39 Bank loans n.e. 36.1 N8 142 3640 16.0 3312 348 34.9 36.7 348 352
40  Open market pape 284.6 3229 3777 409.1 409.1 409.1 400.3 409.6 417.7 398.8 388.6
41  Loans from Fede! 108.6 133.1 152.8 141.8 141.8 132.9 126.3 117.9 117.1 107.0 94.7
By borrowing sector
42 sfonsored credit agencies . ................. 278.7 308.2 353.1 378.3 378.3 383.0 385.9 389.4 398.5 401.8 394.4
43 Mortgage pools ... v vvvvii i 531.6 670.4 7453 871.0 871.0 905.2 944.2 978.5 | 1,019.9 | 1,050.4 | 1,09.7
44 Private financial sectors .................... 719.5 858.2 986.1 | 1,073.0 { 1,073.0 | 1,070.8 | 1,075.4 | 1,080.9 [ 1,109.3 | 1,087.9 | 1,082.2
45 jalbanks....................... 75.6 81.8 78.8 77.4 774 73.2 71.6 70.7 76.3 68.1 65.9
46 116.8 131.1 136.2 142.5 142.5 142.0 134.3 122.9 114.8 117 110.3
47 119.8 139.4 159.3 145.2 145.2 1374 125.6 116.2 114.0 102.8 90.8
48 8.6 16 18.6 17.2 17.2 15.4 16.7 16.2 16.7 16.4 15.8
49  Finance companies ...................... 328.1 378.8 446.1 496.2 496.2 499.2 509.7 530.9 551.8 5459 547.0
50  Real estate investment trusts (REITs),...... 6.5 3 11.4 10.1 10.1 10.9 10.4 10.2 10.6 10.6 10.8
51 Securitized credit obligations issuers (SCO). . 64.0 103.1 135.7 184.4 184.4 1931 206.9 213.8 225.2 232.4 241.7
All sectors
52 Total credit marketdebt .................... 9,414.4 | 10,425.3 | 11,434.3 | 12,389.1 | 12,389.1 | 12,694,0 | 12,905.3 | 13,115.1 | 13,369.9 | 13,452.9 | 13,587.7
53 U.S. government securities ................. 2,620.0 2,933.9 | 3211.1| 3,513.7| 3,513.7] 3,644,1| 3,726.9| 3,833.1| 3,982.5[ 4,072.1| 4,147.9
54 State and local obligations .................. 679.1 728.4 790.8 821.2 821.2 8222 827.2 837.9 841.3 842.2 847.6
55 Corporate and foreignbonds ................ 1,031.7 1,197.4 | 1,358.9| 1,502.6 | 1,502.6 | 1,527.9| 1,568.6| 1,581.6] 1,624.8| 1,6573| 1,701.6
56 MOMBAGES .. ....vevneerernrineennrannnnns 2,617.0 2,953.8 | 3,247.2| 3,540.1| 3,540.1| 3,700.7 | 3,760.5| 3,816.7| 3.857.7| 3,876.5] 3,925.1
57 Consumercredit ............ccooviiiiiann. 659.8 693.2 743.5 790.6 790.6 782.3 789.4 798.7 808.9 782.3 784.2
58 Bank 10ans n.€.C. «...vvvivvrirneniiiininss 729.0 729.5 768.9 820.3 820.3 800.7 810.2 808.3 812.6 804.1 794.9
59 Openmarket paper............ovvvvvinnss 3849 437.9 513.4 579.2 579.2 594.4 594.0 612.9 609.9 605.7 581.1

60 Otherloans .........oooovvvvviiiiinns, 693.1 7511 800.5 B21.4 821.4 821.7 §28.5 826.0 8323 812.7 805.5
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1.60 SUMMARY OF CREDIT MARKET CLAIMS, BY HOLDER

Billions of dollars, except as noted; period-end levels.

1989 1990 1991
Transaction category, or sector 1986 1987 1988 1989
Q4 Q1 Q2 Q3 Q4 Q1 Q2
1 Total funds advanced in credit markets to domestic
nonfinancial sectors................ ... 7,646.3 | 8,343.9| 9,096.0 ( 9,805.2 9,805.2 | 10,073.3 | 10,226.8 ;| 10,386.9 | 10,557.3 | 10,615.5 { 10,735.3
2 Total held by federal agencies and foreign sector .... | 1,779.4| 2,006.6 | 2,199.7| 2,379.3| 2,379.3 | 2,423.3| 2,502.6| 2,584.1| 2,645.8| 2,698.2 2,765.3
By instrument
3 U.S. government securities ...................... 509.8 570.9 651.5 682.1 682.1 682.7 714.1 745.6 763.0 786.3 808.3
4 Residential mortgages ............c.c.eeviiiinanis 678.5 814.1 900.41 1,038.4| 1,038.4| 1,081.5( 1,126.5| 1,171.8( 1,221.0( 1,260.3{ 1,310.0
5 Federal Home Loan Bank advances to thrifts...... 108.6 133.1 152.8 141.8 141.8 132.9 126.3 117.9 117.1 107.0 94.7
6 Other loans and securities ....................... 482.4 488.6 495.1 517.0 517.0 526.3 535.8 548.8 544.7 544.6 5522
By type of lender
7 U.S. BOVEINMENT .. ..ovtieeiieaninaiinannnns 1,779.41 2,006.6| 2,199.7} 2,379.3 | 2,379.3 1 2,423.3| 2,502.6| 2,584.1| 2,645.81 2,608.2 2,765.3
8 l%})onsored credit agencies and mortgage pools ... .. 255.3 240.0 217.6 207.1 207.1 217.1 227. 242.7 240. 248. 258.
9 Monetary authority ...............oveviiuneenens 835.9( 1,001.0( L113.0{ 1,238.2| 1,238.2( 1,274.81 1,315.0] 1,360.5| 1,403.4| 14348 1,47L.0
10 FOreign......oovvveniiiiiii i 205.5 230.1 240.6 233.3 2333 224.4 237.8 240.8 241.4 247.3 253.7
Agency and foreign debt not in line 1
11 Sponsored credit agencies and mortgage pools ... .. 482.8 535.5 628.5 700.6 700. 707.0 722.5 740.2 760.4 767.2 782.4
12 FOT@IBM ..o oot cinennenes 810.3 978.6| 1,098.4{ 1,249.3| 1,249.3| 1,288.2{ 1,330.1( 1,367.9 14184 1,452.2 1,485.1
13 Total private domestic holdings ................... 238.3 244.6 253.9 261.5 261.5 261.7 273.0 2794 284.9 297.2 285.1
14 U.S. government securities . . . R . 8,936.81 8,936.8| 9,1999| 9,327.3| 9,450.1| 9,614.8| 9,666.8 | 9,740.3
15 State and local obligations . 110, . ,559.7| 2,831.6} 2,831.6 | 2,961.4| 3,012.8( 3,087.5{ 3,219.4( 3,285.8 3,339.6
16 Corporate and foreign bond. . . 790. 821.2 821.2 822.2 827.2 837.9 841.3 842.2 847.6
17 Residential mortgages .. ... 606. . . 831.6 831.6 846.7 865.5 874.0 897.1 915.5 936.8
18 Other mortgages and loans...................c..0s . R X 1,670.4 | 1,670.4| 1,781.41 1,793.5| 1,802.8 1,795.0( 1,776.3 | 1,778.0
19  Less: Federal Home Loan Bank advances. ... ... 2,339.8) 2,528.7( 2,724.9) 2,923.8) 2,923.8) 2,921.0] 2,954.5] 2,965.9] 2,979.1] 2,954.0| 2,933.0
20 Total credit market claims held by private financial
imstitutions .......................oo 108.6 133.1 152.8 141.8 141.8 132.9 126.3 117.9 117.1 107.0 94.7
By holding institutions
21 Commercial banking ...................vennis 6,564.5| 7,128.61 7,662.7| 7,662.7} 7,852.1| 7,913.4| 7,987.2| 8,127.7} 8,173.1| 8,199.4
22 Savings institutions ......... 2,323.0| 2,479.3) 2,656.6( 2,656.61 2,679.4] 2,721.2| 2,750.9| 2,775.3{ 2,785.4| 2,799.3
23 Insurance and pension funds . 1,445.5| 1,567.7( 1,480.7( 1,480.7 | 1,461.3| 1,409.5( 1,371.2| 1,330.3| 1,289.2| 1,253.0
24 Other finance. .. .....oooviiiniiiiiiin i, 1,705.1| 1,903.8 | 2,081.6| 2,081.6 | 2,150.3| 2,194.4| 2,227.6| 2,264.1| 2,308.1 | 2,335.6
By sources of funds
25 Private domestic deposits and repurchase
AGFEEMENIS. . ...\ veteeen it erserteirneenes 3,199.0f 3,354.2} 3,599.1] 3,824.3| 3,824.3| 3,848.4| 3,837.2| 3,844.6| 3,884.6( 3,933.6| 3,895.0
26 Credit marketdebt.............................. 719.5 858.2 986.11 1,073.0] 1,073.0] 1,070.8] 1,075.41 1,080.9| 1,109.3| 1,087.9| 1,082.2
27 OthEr SOUICES . vv v e ireenarin 2,099.5| 2,352.1( 2,543.5| 2,765.5( 2,765.51 2,932.9( 3,000.8] 3,061.8| 3,133.7| 3,151.7| 3,222.2
28 Foreignfunds ............ i 18.6 62.3 71.5 61.6 61.6 61.7 63.1 86.2 85.6 85.2 54.4
29  Treasury balances.................oooiiiiiis 27.5 21.6 29.0 25.6 25.6 16.7 2.1 36.6 30.9 26.3 36.0
30 Insurance and pension reserves................. 1,398.5| 1,527.8] 1,692.5| (,826.0| 1,826.0| 1,859.8| 1,903.6| 1,921.1| 1,950.7{ 1,968.6 | 2,003.2
31 Other,met.....o.ovviiiiiinirieiiin s 655.0 740.3 750.5 852.3 852.3 994.7} 1,002.1] 1,017.9] 1,066.4 | 1,071.5| 1,128.6
Private domestic nonfinancial investors
32 Credit market claims ........ [P 1,617.0( 1,854.1| 2,106.0| 2,347.11 2,347.1{ 2,418.6| 2,489.21 2,543.8( 2,596.5| 2,581.6 | 2,623.0
33 U.S. government securities 848.7 936.7( 1,072.2| 1,206.4 | 1,206.4 | 1,254.9]| 1,280.1] 1,322.8| 1,360.8| 1,370.1( 1,395.4
34  State and local obligations .. ... 212.6 274.4 340.9 369.3 369.3 362.0 367.3 3711 368.4 361.) 366.5
35 Corporate and foreign bonds .. ... 90.5 114.0 100.4 130.5 130.5 153.4 169.2 166.8 180.6 180.3 195.1
36 Open market Paper. ............coveuiiininnnns 145.1 178.5 218.0 228.7 228.7 233.9 249.6 251.0 247.0 235.3 27.5
37  Other loans and MOrtgages . .........c.c.ovvvnnss 320.1 350.4 374.4 4121 412.1 414.4 423.0 4321 439.7 434.8 438.5
38 Deposits and CUITenCy. . ....vveeinervieniieanens 3,410.1 3,583.9| 3,832.3| 4,073.6 | 4,073.6 | 4,094.7| 4,097.4( 4,108.5| 4,163.6( 4,209.8 4,184.2
39 METENCY . o e vveeeviieenains 186.3 205.4 220.1 231.8 231.8 2344 242.7 247.2 254.4 262.0 265.9
40 Checkable deposits.............. 516.6 515.4 527.2 528.7 528.7 504.3 510.1 499.7 529.2 512.2 520.8
41  Small time and savings accounts. . 1,948.31 2,017.1| 2,156.2| 2,256.7| 2,256.7 | 2,285.6} 2,286.6| 2,295.8) 2,313.2] 2,343.0} 2,342.7
42  Money market fund shares....... 268.9 297.8 318.0 403.3 403.3 436.7 426.3 454.5 465.0 513.3 493.2
43  Large time deposits ............. 336.7 373.9 414.7 437.8 437.8 433.4 421.6 408.1 393.8 393.2 367.8
44  Security repurchase agreements . . 128.5 150.1 182.9 197.9 197.9 188.4 192.7 186.6 183.4 171.9 170.4
45  Deposits in foreign countries................... 248 24.3 13.1 17.6 17.6 1.9 17.5 16.8 24.6 14.3 23.4
46 Total of credit market instraments, deposits, and
CUFTEMCY - - o v vvev et inanniennrenannnsnnis 5,027.2| 5,438.0| 5,938.2| 6,420.7 6,420.7 | 6,513.3| 6,586.6( 6,652.3| 6,760.1} 6,791.4| 6,807.3
MEeMo
47 Public holdings as percent of total ................ 22.6 23.4 23.5 23.6 23.6 23.4 23.8 242 24.4 24.7 25.1
48 Private financial intermediation (percent) 87.0 86.8 86.4 85.7 85.7 85.3 84.8 84.5 84.5 84.5 84.2
49 Total foreignfunds...................oo 501.3 597.8 700.1 762.3 762.3 768.7 785.6 826.4 846.0 852.4 836.8
Corporate equities not included above
50 Total market value. P Lo 3,360.6] 3,325.0f 3,619.8| 4,378.9| 4,378.9| 4,166.6| 4,333.1| 3,765.3| 3,982.7| 4,562.4| 4,596.2
5t Mutual fund shar 413.5 460.1 478.3 555.1 555.1 550.3 587.9 547.3 579.9 643.0 681.3
52 Other equities ................ 2,947.1 2,864.9| 3,141.6| 3,823.8| 3,823.8| 3,616.3| 3,745.2( 3,218.0| 3,402.8} 3,919.3( 3,914.9
53 Holdings by financia 974.61 1,039.51 1,176.1} 1,492.3( 1,492.3{ 1,434.81 1,542.11 1,301.6( 1,417.4{ 1,663.8] 1,677.1
54 Otherholdings. ... 2,385.91 2,285.5| 2,443.7| 2,886.6 | 2,886.6 | 2,731.8| 2,791.0| 2,463.6 ,565.3 | 2,898.6| 2,919.1

NOTES BY LINE NUMBER,
1. Line | of table 1.59.
2. Sum of lines 3-6 or 8-11.
6. Includes farm and commercial mortgages.
11. Credit market debt of federally sponsored agencies, and net issues of
federally related mortgage pool securities.
13. Line 1 less line Z(YI“S line 11 and 12. Also line 20 less line 26 plus line 32.
Also sum of lines 27 and 46 less lines 39 and 45.
18. Includes farm and commercial mortgages.
25. Line 38 less lines 39 and 45.
26. Excludes equity issues and investment company shares. Includes line 19.
28. Foreign deposits at commercial banks plus bank borrowings from foreign
affiliates, less claims on foreign affiliates and deposits by banking in foreign banks.
29. Demand deposits and note balances at commercial banks.

30. Excludes net investment of these reserves in corporate equities.

31. Mainly retained earnings and net miscellaneous liabilities.

32. Line 13 less line 20 plus line 26.

33-37. Lines 14-18 less amounts acquired by private finance plus amounts

borrowed by private finance. Line 37 includes mortgages.

39, Mainly an offset to line 9.

46. Sum of lines 32 plus 38, or line 13 less line 27 plus 39 and 45.

47. Line 2 divided by line 1.

48. Line 20 divided by line 13.

49. Sum of lines 10 and 28.

50-52. Includes issues by financial institutions.

Note. Full statements for sectors and transaction types in flows and in amounts
outstanding may be obtained from Flow of Funds Section, Stop 95, Division of
Research and Statistics, Board of Governors of the Federa)l Reserve System,
Washington, D.C. 20551.
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2.10 NONFINANCIAL BUSINESS ACTIVITY Selected Measures
Monthly and quarterly data are seasonally adjusted. Exceptions noted.

1991

Measure 1988 1989 1990

Jan. Feb. Mar. Apr. May" | June’ | July” Aug.

| Industrial production’ (1987=100)......... 105.4 108.1 109.2 107.2

Market groupings (1987=100)

2 Products, total................ R B [ ) 108.6 110.1

3 Final,total............... 105.6 109.1 110.9

4 Consumer goods........ 104.0 106.7 107.3

5{ Equipment............. ... 1076 112.3 115.5

6 | Intermediate..,............. Lo | 1044 106.8 107.7

T MBUEHAIS ..ovovreninsensiirane s 105.6 107.4 107.8
Industry groupmg;

8 Manufacturing (1987=100) ............... 105.8 108.9 109.9 107.5
Capacity utilization (percent)?

9  Manufacturing....... ... 83.9 83.9 82.3

10 Construction contracts (1982 = 100)...... 166.7 1729 154.7" 130.0

11 Nonagricultural employment, total*
12 Goods-producing, total ..........

13 Manufacturing, total. .......... Lo 983 98.7 9.8
14 Manufacturing, production worker.... [ 93.5 93.8 91.5 .
15 Service-producing............... Lo 1383 142.9 146.8 146.7

16 Personal income, total.
17 Wages and salary disbursements
18 Manufacturing.......... 3
19 Dlsposab&e personal income

20 Retail sales®. . .......ouuvereiinniiin. .| 2282 | 2417 | 25097 | 249.4
Prices’

21 Consumer (198284 = 100)............... 118.3 124.0 130.7

22 Producer finished goods (1982 = 100) ..... 108.0 113.6 119.2 122.0

108.4

105.7
113.6
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106.6 105.7 105.0 105.5 106.4 107.3 108.0 108.2

107.8 106.9 106.5 106.9 107.7 108.6 108.8 108.9
109.1 108.3 108.1 108.7 109.3 110.1 110.1 110.1
105.6 104.7 104.7 105.5 106.6 107.9 107.9 108.4
113.6 112.9 112.5 112.8 112.7 112.9 112.9 112.3
103.8 102.6 101.3 101.2 102.7 103.9 104.6 105.1
104.8 103.9 102.6 103.4 104.5 105.4 106.7 107.2

. . 8 n.a.
2462 251.6 252.3 251.4 254.3 2542 255.5 253.6

134.6 134.8 135.0 135.2 135.6 136.0 136.2 136.6
1223 121.4 1209 121.1° 121.7 121.9 121.6 121.7

1. A major revision of the industrial 99groductlon index and the capacity
utilization rates was released in April 1 See "‘Industrial Production: 1989
Developments and Historical Revxsnon in the Federal Reserve Bulletin, vol. 76
(April 1990), pp. 187-204.

2. Ratios of indexes of production to indexes of capacity. Based on data from
the Federal Reserve, DRI McGraw-Hill Economics Department, U.S. Depart-
ment of Commerce, and other sources.

3. Index of dollar value of total construction contracts,

Tudi d
I

6. Based on U.S. Bureau of Census data published in Survey of Current
Business.

7. Data without seasonal a(?lustmenl as published in Monthly Labor Review.
Seasonally af]usted data for changes in the price indexes may be obtained from
the Bureau of Labor Statistics, U.S. Department of Labor.

NOTE. Basic data (not index numbers) for series mentioned in notes 4, 5,and 6,
and i for series mentioned in notes 3 and 7 may also be found in the Survey

nonresidential and heavB engineering, from McGraw- Hill Information Systems
Company, F.W. Dodge Division.

4. Based on data in Employment and Earnings (U.S. Department of Labor).
Series covers employees only, excluding personnel in the Armed Forces.

S. B)ascd on data in Survey of Current Business (U.S. Department of Com-
merce.

of Current Business.

Figures for industrial production for the latest month are preliminary and the
carlier three months have been revised. See ‘‘Recent Developments in Industrial
Sapacnly and Utilization,” Federal Reserve Bulletin, vol. 76 (June 1990), pp.



2.11 LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT

Thousands of persons; monthly data are seasonally adjusted; exceptions noted.

Selected Measures
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1991
Category 1988 1989 1990
Jan. Feb. Mar Apr. May June July"® Aug.
HouseHoLD SURVEY DATA

1 Noninstitutional p()plllmlcml ................ 186,837 | 188,601 { 190,216 | 191,116 | 191,248 | 191,384 | 191,525 | 191,664 | 191,805 191,955 | 192,095
2 Labor force (including Armed Forces)' ... ... 123,893 | 126,077 | 126,954 | 126,777 | 127,209 | 127,467 | 127,817 | 127,374 | 127,766 | 127,330 | 127,026
3 ClVlllal; labor force...............oul, 121,669 | 123,869 | 124,787 | 124,638 | 125,076 | 125,326 | 125,672 | 125,232 | 125,629 | 125,214 | 124,904

Employment
4 Nonagricultural industries®. ............ 111,800 | 114,142 | 114,728 | 113,759 | 113,696 | 113,656 | 114,243 | 113,319 | 113,576 | 113,474 | 113,150
5 Agriculture. . ... i, 3,169 3,199 3,186 3,163 3,222 ,098 3,156 3,272 3,308 3,239 3,266

Unemployment
6 Number, . ..o 6,701 6,528 6,874 7,715 8,158 8,572 8,274 8,640 8,745 8,501 8,488
7 Rate (percent of civilian labor force) .. .. 5.5 53 55 6.2 6.5 6.8 6.6 6.9 7.0 6.8 6.8
8 Not inlabor force...................oven.. 62,944 | 62,524 | 63,262 | 64,339 | 64,039 [ 63,917 | 63,708 | 64,290 | 64,039 64,625 | 65,069

ESTABLISHMENT SURVEY DATA
9 Nonagricultural payroli employment® ......., 105,536 | 108,413 | 110,330 | 109,418 | 109,160 | 108,902 | 108,736 | 108,887 | 108,885" | 108,812 | 108,846
10 Manufacturing.........oocoiiiiiiin, 19,350 19,426 19,064 18,671 18,532 18,443 18,396 18,426 | 18,3787 | 18,403 18,445
I Mining. ... . 713 700 735 713 715 714 710 706 704 700 694
12 Contract construction ............... 5,110 5,200 5,208 4,797 4,792 4,720 4,688 4,715 4,710 4,689 4,677
13 Transportauon and pubhc u!llmes 5,527 5,648 5,838 5,866 5,834 5,824 5,814 5,819 5,809" 5,805 5,817
14 Trade....... 25,132 | 25,851 26,151 25,680 | 25,583 25483 | 25.410 | 25.424 | 25.413" 25,408 | 25,375
15 Finance. 6,649 6,724 6,833 6,736 6,732 6,735 6,718 6,712 6,703 6,691 6,696
16 Service ..... 25,669 27,096 28,209 28,590 28,583 28,576 28,576 28,645 28.712' 28,729 28,786
17 Government........c..cvevcrviirneeninnans 17,386 17,769 18,295 18,365 18,389 18,407 18,424 18,440 | 18,456" | 18,387 18,356

1. Persons sixteen years of age and over. Monthly figures, which are based on
sample data, relate to the calendar week that contains the twelfth day; annual data
are averages of monthly figures. By definition, seasonality does not exist in
population figures. Based on data from Employment and Earnings (U.S. Depart-

ment of Labor).

2. Includes self-employed, unpaid family, and domestic service workers.

3. Data include all full- and part-time employees who worked during, or
received pay for, the pay period that includes the twelfth day of the month, and
exclude proprietors, self-employed persons, domestic servants, unpaid family
workers, and members of the Armed Forces. Data are adjusted to the March 1984
benchmark and only seasonally adjusted data are available at this time. Based on
data from Employment and Earnings (U.S. Department of Labor).
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2.12 OUTPUT, CAPACITY, AND CAPACITY UTILIZATION!

Seasonally adjusted

Series

1 Total industry

2 Manufacturing. ..................

Primary processing.............
Advanced processing...........

3
4
5 Durable...............000eenus
g Lumber and products .
8
9

Primary metals
Iron and steel ..
Nonferrous...........

10 Nonelectrical machinery .

1 Electrical machinery . ...

12 Motor vehicles and parts ... ..

3 Aerospace and miscellaneous
transportation equipment .

14 Nondurable ...................

15 Textile mill products .. ..

16 Paper and products . ....

17 Chemicals and products .

18 Plastics materials .

19 Petroleum products .. .

20 Mining.......ovvvnneninnnnnnenas

21 Utilities

22  Electric

23 Total industry ..................

24 Manufacturing..................

25  Primary processing............

26 Advanced processing..........

27 Durable..............

28 Lumber and products .

29 Primary metals .....

30 Iron and steel ..

31 Nonferrous...........

32 Nonelectrical machinery .

33 Electrical machinery ....

34 Motor vehicles and parts . ...

a5 Aerospace and miscellaneous
transportation equipment .

36 Nondurable ..................

37 Textile mill products ..

38 Paper and products .....

39 Chemicals and products .

40 Plastics materials . ..

41 Petroleum products .........

42 Mining. ...

43 Utilities. .

44  Electric

1990 1991 1990 199t 1990 1991
Q3 Q4 (02} Qr Q3 Q4 Ql Q2 Q3 Q4 Ql Q2
Qutput (1987 = 100} Capacity (percent of 1987 output) Utitization rate (percent)
........ 110.5 108.5 105.8 106.4 131.9 132.8 133.6 134.5 83.7 81.7 79.2 79.1
........ 111 109.0 106.1 106.6 134.0 135.0 136.0 136.9 82.9 80.8 78.0 77.9
........ 107.6 104,7 100.6 100.8 125.5 126.1 126.8 127.5 85.8 83.0 79.4 79.1
........ 112.8 111.0 108.6 109.4 138.0 139.1 140.2 1413 81.7 79.8 7.5 71.4
........ 113.6 110.0 106.1 106.7 138.0 139.0 139.9 140.9 82.3 79.1 75.8 75.7
........ 101.5 95.7 9.3 93.9 124.0 124.6 125.0 125.2 81.8 76.8 73.9 75.0
........ 112.2 107.3 97.9 96.0 127.7 127.9 128.2 128.6 87.9 839 76.4 4.7
........ 114.3 110.0 96.3 929 132.5 132.7 133.0 133.5 86.3 82.9 72.4 69.5
........ 109.2 103.4 100.2 100.4 120.9 121.1 1213 121.5 90.3 85.3 82.6 82.6
........ 128.5 126.4 124.4 123.5 154.7 156.3 157.9 159.5 83.1 80.8 78.8 77.4
........ 112.4 109.9 108.1 110.6 140.0 1414 142.7 144.0 80.3 77.8 75.8 76.8
........ 103.7 89.4 80.8 89.5 132.7 1329 133.4 134.2 78.2 67.2 60.5 66.7
........ 114.5 1133 109.9 106.4 135.2 136.1 137.0 137.9 84.7 83.3 80.2 77.2
........ 108.1 107.8 106.1 106.6 128.9 129.9 130.9 1319 838 83.0 81.0 80.8
101.3 98.2 94.6 99.4 116.6 117.0 117.3 117.7 86.9 84.0 80.6 84.4
...... 107.2 105.8 102.6 102.7 115.1 115.7 116.4 117.1 93.2 91.4 88.2 87.7
110.8 110.2 109.1 109.3 135.9 137.1 138.4 139.7 815 80.4 788 78.2
117.2 118.1 113.2 115.6 130.6 132.9 135.7 139.2 89.7 88.9 83.4 83.0
........ 110.0 107.4 107.3 107.6 121.3 121.4 121.4 121.4 90.7 88.5 88.4 88.6
........ 103.1 102.0 101.1 114.5 114.0 113.8 114.3 90.3 920.4 89.6 88.4
108.3 106.2 109.6 127.1 127.6 128.1 128.4 86.9 84.8 82.9 85.3
1.2 109.3 114.6 122.6 123.2 123.8 124.3 9.1 90.2 88.3 9.2
Previous cycle Latest cycle 1990 1991
High Low High Low Aug. Jan. Feb. Mar Apr. May® | June" | July" | AugP?
Capacity utilization rate (percent)
89.2 72.6 87.3 71.8 83.7 80.0 79.1 78.4 78.6 79.1 79.6 79.9 80.0
88.9 70.8 87.3 70.0 82.9 78.9 78.0 77.2 77.5 77.8 78.3 78.6 78.7
92.2 68.9 89.7 66.8 86.1 80.6 79.5 71.9 78.2 79.0 79.9 80.9 81.2
87.5 72.0 86.3 71.4 81.6 78.2 77.4 76.8 77.3 77.3 77.6 77.1 77.6
88.8 68.5 86.9 65.0 82.3 76.8 75.8 74.9 75.4 75.7 76.0 76.4 76.3
90.1 62.2 87.6 60.9 81.0 75.4 73.2 72.9 74.1 73.9 77.1 77.0 76.5
100.6 66.2 102.4 46.8 89.8 77.8 77.6 73.8 73.6 75.3 75.1 71.8 78.6
105.8 66.6 110.4 38.3 89.3 74.5 73.7 69.1 68.7 70.4 69.5 74.4 74.8
92.9 61.3 90.5 62.2 90.5 83.0 83.7 8.1 81.1 83.1 83.6 83.1 84.5
96.4 74.5 92.1 64.9 83.2 79.8 78.8 717 7.7 77.4 77.1 77.1 77.4
87.8 63.8 89.4 1.1 80.4 75.7 75.8 75.9 76.4 76.8 77.2 76.8 77.0
93.4 St.t 93.0 4.5 76.1 62.3 59.5 59.7 64.3 66.9 68.9 71.8 68.1
77.0 66.6 81.1 66.9 84.4 81.1 80.3 79.3 78.0 76.7 76.8 76.1 76.0
87.9 71.8 87.0 76.9 83.8 81.8 81.0 80.3 80.5 80.7 81.3 81.6 81.9
92.0 60.4 91.7 738 86.1 80.2 80.4 81.3 82.7 84.3 86.3 88.3 89.1
96.9 69.0 94.2 82.0 92.5 89.8 87.9 86.8 86.7 86.5 89.7 91.7 91.7
87.9 69.9 85.1 70.1 81.8 79.8 78.8 77.9 78.3 78.2 78.2 78.1 78.5
102.0 50.6 90.9 63.4 89.7 86.2 85.0 79.0 80.5 84.5 84.1 | ... ...
96.7 81.1 89.5 68.2 90.8 86.2 89.6 89.4 87.1 88.6 90.2 89.2 9.0
4.4 88.4 96.6 80.6 89.4 89.5 90.4 89.0 88.3 87.6 89.2 90.0 89.0
5.6 82.5 88.3 76.2 87.6 84.1 81.6 83.0 82.6 86.7 86.7 85.8 86.4
.0 82.7 88.3 78.7 92.7 89.3 87.0 88.6 88.5 93.7 94.5 93.3 9.1

1. These data also appear in the Board's G.17 (419) release. For address, see
inside front cover. For a detailed description of the series, see ‘‘Recent Devel-
opments in Industrial Capacity and Utilization,”” Federal Reserve Bulletin, vol. 76

(June 1990}, pages 411-35.

2. Monthly high 1973; monthly low 1975.
3. Monthly highs 1978 through 1980; monthly lows 1982.



2.13 INDUSTRIAL PRODUCTION

Monthly data are seasonally adjusted

Indexes and Gross Value'

Selected Measures
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1987 1990 1990 1991
pro-
Groups por- | avg.
tion Aug. | Sept. | Oct. | Nov. | Dec. | Jan, | Feb. | Mar. | Apr. | May" | June" | July" | Aug.?
Index (1987 = 100)
MAJjOR MARKET
| Totalindex............................ 100.0 | 109.2 | 110.5 | 110.6 | 109.9 | 108.3 | 107.2 | 106.6 | 105.7 | 105.0 | 105.5 | 106.4 | 107.3 | 108.0 | 108.2
2Products. . ... 60.8 1 110.1 | 110.9 | 111.4 | 111.0 | 109.3 | 108.4 | 1078 [ 1069 | 106.5 | 106.9 | 107.7 [ 108.6 | 108.8 | 108.9
3 Final products............ . 46.0 1 1109 [ 111.9 | 112.6 | 112.3 | 110.2 } 109.2 | 109.1 | 108.3 | 108.1 | 108.7 | 109.3 | 110.1 | 110.1 | 110.1
4 Consumer goods, total .. .. 26.0 | 107.3 | 107.8 | 108.7 | 108.6 | 106.5 | 105.7 | 105.6 | 104.7 | 104.7 | 105.5 | 106.6 { 107.9 | 107.9 | 108.4
5 Durable consumer goods 5611062 ) 1074 | 1104 ] 10691 994 ] 960 ] 97.6 | 952 | 959 [ 993 | 10L.1 | 104.2 | 106.2 | 105.2
6 Automotive products. . 2510231 104.6 | 111.8 | 107.1 93.5 86.7 90.6 88.1 88.9 | 94.2 97.4 | 100.5 | 103.4 | 99.7
7 Autos and trucks . .. 1.5] 974110051 113.0 ] 107.5 | 842 | 746 | 796 | 747 | 76.7| 85.0| 89.2 | 92.5| 98.1 | 90.2
8 Autos, consumer . 9 9221 97.2 ] 1115 | 104.6 80.7 77.2 83.2 78.6 76.3 78.3 81.9 8318 92.8 83.0
9 Trucks, consumer . ........ 611061 | 1088 ] 1154|1122 90.2 70.2 73.6 ] 68.1 77.4 96.3 | 101.6 | 107.1 | 106.9 | 102.2
10 Auto parts and allied goods. . 1.0 | 109.6 | 1093 | 110.0 | 106.4 | 107.3 | 104.8 | 107.1 | 108.3 | 107.3 | 108.0 | 109.5 | 112.6 | 111.4 | 113.9
11 Other ...........cvcviiivenns 3.1} 109.4 1 109.6 | 109.3 | 106.8 | 104.1 | 103.4 | 103.2 | 100.7 | 101.4 | 103.4 | 104.1 | 107.1 | 108.4 | 109.6
12 Appliances, A/C, and TV... .. B 10201108971 101.0 | 946 | 98| 8.9 928| 945| 92| 97.3 | 968 | 104.8 | 100.6 | 104.1
13 Carpeting and furniture. ...... 9104911049 | 1060 1 10381 992 1 10091 1003 | 92.0 f 93.9 ] 97.0 | 969 | 98.8 | 102.4 | 102.0
14 Miscellaneous home goods . . . 1.4 [ t16.4 | 116.8 | 116.1 [ 1155 | 114.6 § 112.5 [ 110.8 [ 109.8 | 109.2 | 110.8 | 112.8 | 113.6 | 116.6 | 117.6
15 Nondurable consumer goods.. .. .. 20,4 | 107.6 | 107.9 | 108.2 | 109.1 | 108.5 | 108.4 | 107.8 | 107.3 | 107.1 | 107.2 | 108.1 | 109.0 | 108.4 | 109.3
16 Foods and tobacco ..... 9.1 | 105.9 [ 105.7 | 105.3 { 106.7 | 107.8 | 107.5 | 106.3 | 105.9 | 105.4 | 105.3 | 106.2 | 106.8 | 106.2 | 106.8
17 Clothing ............. 26 [ 957 94.6 95.3 94.2 91.7 92.1 9.6 | 9.8 90.4 90.6 92.0 1 9397 949 ) 958
18 Chemical products. .. ... 3.5 1133 | 1143 ) 115.0 | 1159 | 113.5 | 113.5 | 1147 | 114.8 | 114.2 | 115.0 | 113.9 ] 1145 | 1143 | 115.6
19 Paper products ......... 2.5 (1197 | 1193 | 121.9 | 123.4 | 122.8 | 122.7 | 122.1 | 121.0 | 122.2 | 122.7 | {21.8 | 122.7 | 121.6 | 123.0
20 Energy ................ 2.7 | 1059 | 109.0 | 108.0 | 108.8 | 106.4 | 106.6 | 106.5 | 1052 | 105.5 | 104.4 | 109.0 [ 110.4 | 108.5 | 109.5
21 Fuels............ 7| 102.9 | 106.0 | 105.6 | 104.0 [ 10L.1 98.1 99.8 | 103.4 | 104.3 { 101.4 | 103.6 | 104.9 | 103.4 | 104.6
22 Residential utilities . 2.0 | 107.0 | 110.0 | 108.9 | 110.6 | 108.4 | 109.7 | 109.0 | 105.9 | 105.9 | 105.5 | 111.0 | 112.4 [ 110.3 | 111.4
23 Equipment, total ..... 20,0 | 1155 | 117.2 ) 117.8 | 117.0 | 115.1 | 113.6 | 113.6 | 112.9 | 112.5 | 1128 | 112.7 | 1129 1129 | {123
24 Business equipment................ 13.9 [ 123.1 [ 125.4 | 126.4 | 125.4 | 122.9 [ 121.2 | 121.6 | 120.6 { 120.3 | 1203 | 1207 ( 122,01 ( 122.7 { 122.3
25 Information processing and related . . 5.6 | 127.2 | 128.5 | 129.5 | 130.1 | 128.8 | 127.5 | 130.1 | 131.6 | 131.2 | 131.5 | 131.8 | 130.9 | 131.2 ] {314
26 Office andpcnmpuling 1.9 | 149.8 | 152.2 | 153.6 | 1553 | 149.8 | 148.9 | 155.0 | 157.3 | 155.1 [ 155.6 | 155.6 | 154.0 | 156.0 | 155.0
27 Industrial .................. 4.0 [ 1153 1 117.9 | 1174 | 1154 | 1153 § 1123 | 1105 | 109.1 | 109.5 | 109.3 | 109.3 | 109.1 | 109.2 | 109.6
28 Transit ...l 2.5 (1299 | 1354 | 140.5 | 137.5 | 126.3 | 123.4 | 124.0 | 120.3 [ 120.4 | (24.1 | 125.9 [ 128.0 [ (31.3 | 126.6
29 Autos and trucks . 1.2 | 96.8 | 101.5 | 111.0 | 106.5 83.9 75.3 79.8 75.0 1 76.7 84.4 87.9 90.8 96.6 | 86.2
30 Other ..................oovent 1.9 118.5 | 1198 | 118.5 | 117.0 | 117.6 | 118.5 | 115.0 | 112.5 | 110.8 | 112.7 | 113.0 } 115.9 | 115.0 | 117.0
31 Defense and space equipment.. .. ... 541 9731 9771 9731 973 962 958} 944 945 939 95| 91.5] 91.0] 899 | 898
32 Oil and gas well drilling ............ .6 | 109.0 | 106.9 | 107.4 | 107.1 | 109.7 | 107.3 | 106.4 | 108.2 | 107.7 | 105.1 | 101.3 [ 103.0 97.8 86.7
33 Manufactured homes............... 2| 90.8] 934 | 91.8| 89.0 | 873 | 834 831 773 793 | 831 | 8.6| 90.8| 865} 86.0
34 Intermediate products, total .......... 14.7 1 107.7 | 107.9 | 107.4 ) 107.0 | 106.2 | 106.0 ] 103.8 | 102.6 | 101.3 | 101.2 § 102.7 | 103.9 | 104.6 | 105.1
35 Construction supplies .............. 6.0 | 1052|1053 | 103.8 | 103.1 | 1008 | 1010 ] 97.7 | 964 | 9401 949 [ 958 | 974 979 | 984
36 Business supplies.................. 8.7 1 109.4 | 109.7 | 109.9 | 109.7 { 109.2 | 109.4 | 108.1 | 106.8 | 106.4 | 105.6 | 107.5 | 108.3 | 109.3 | 109.7
37 Materials, total . ....................... 392 ( 107.8 { 109.7 { 109.4 { 108.3 | 106.8 { 1053 | 104.8 | 103.9 | 102.6 } 103.4 | 104.5 ] 105.4 | 106.7 | 107.2
38  Durable goods materials.............. 194 | 111.8 | 1149 | 114.1 | 112.5 | 1104 | §07.5 | 106.8 | 105.5 | 103.3 | 104.9 | 106.2 | 106.7 | 108.1 | 109.1
39 Durable consumer parts ............ 4.2 | 104.0 | 110.4 | 109.0 | 106.0 [ 98.5 91.1 94.2 9.4 87.5 92.1 95.5 97.2 | 160.1 | 101.2
40 Equipment parts. .................. 7.3 11181 1 11941 1198 | §18.6 | 117.4 | 116.9 ) 1159 | 116.2 | 1148 | 1146 | 114.8 | 113.6 | 113.7 | 114.1
41 Other ...........ciiiviiiiiin 7.9 1 110.2 | 113.1 { 111.6 | 110.4 | 110.2 | 107.4 | 105.2 | 103.8 | 101.0 | 102.6 | 103.8 | 105.3 | 107.1 | 108.6
42 Basic metal materials .............. 28 | 1119 | 1163 | 1158 | 112.0 | 112.7 | 109.6 | 104.6 | 104.8 | 101.2 | 101.6 | 103.0 | 105.3 | 107.6 | 109.2
43 Nondurable goods materials .......... 9.0 | 106.0 | 106.8 | 106.9 | 106.5 | 105.6 | 104.9 | 104.9 | 103.6 | 102.8 | 103.1 | 103.7 | 104.9 | 106.4 | 106.6
44 Textile materials................... 121 9.7 978 98.1 | 979 | 951 S1.4 | 8%1| 9L5| 927 947 968 | 979 99.9 | 101.2
45 Pulp and paper materials 1.9 | 106.4 | 166.9 | 169.4 | 108.6 [ 107.2 | 108.5 [ 106.0 | 104.1 | 102.4 | 102.0 | 101.5 } 106.9 } 110.3 | 110.)
46 Chemical materials ... 3.8 | 106.8 | 108.0 | 106.6 | 105.6 | 105.8 | 105.7 1 106.7 | 104.1 | 102.7 | 102.9 | 103.9 | 103.9 | 104.3 | 104.6
47 Other .......... 2.1 109.5 1 109.3 | 110.1 | 110.8 | 109.4 | 107.6 | 109.3 | 108.8 | 108.8 | 109.0 { 109.2 | 108.6 | 110.2 | 110.0
48  Energy materials 10.9 ] 102.1 | 103.0 | 103.0 | 102.3 | 101.6 | 102.0 | 101.4 | 101.1 | 101.3 | 1010.1 | 102.4 | 103.5 | 104.5 | 104.5
49 Primary energy........... 7.2 {1013 | 102.1 | 101.0 | 100.7 | 100.4 | 1G1.9 [ 161.3 [ 162.1 [ 1615 | 100.5 | 101.2 | 104.8 | 106.] | 105.4
50 Converted fuel materials ........... 3.7 | 103.5 | 1049 | 107.0 | 105.3 | 102.0 | 102.1 | 100.9 99.2 | 100.8 | 102.4 | 104.7 | 101.1 | 101.4 | 102.6
SPECIAL AGGREGATES
51 Total exciuding autos and trucks . ....... 97.31109.5 | 110.7 | 110.6 | 110.0 | 109.0 | 108.1 | 107.4 | 106.6 | 105.7 | 106.1 { 106.9 ] 107.8 | 108.3 | 108.8
52 Total excluding motor vehicles and parts... | 95.3 | 109.8 | 110.9 | 110.7 | 110.2 | 109.4 | 108.6 | 107.8 | 107.0 [ 106.2 | 106.5 | 107.3 | 108.1 | 108.5 | 109.0
53 Total excluding office and computing
machines ..................00.el 97.5 | 108.2 | 109.4 | 109.5 | 108.8 | 107.3 | 106.1 | 105.4 | 104.4 [ 103.7 | 104.2 | 105.2 | 106.2 | 106.7 | (G7.1
54 Consumer goods excluding autos and
trucks ... 245 | 107.9 | 108.2 | 108.4 | 108.7 | 107.9 | 107.6 | 107.2 | 106.5 | 106.4 | 106.7 { 107.6 | 108.9 | 108.5 | 109.5
55 Consumer goods excluding energy. ...... 2331 107.5 1 107.7 | 108.7 | 108.6 | 106.5 | 105.6 | 105.5 | 104.7 | 104.6 | 105.6 | 106.3 | 107.7 | 107.9 | 108.3
56 Business equipment exciuding autos and
BUCKS oo vt 12,7 | 125.6 | 127.8 | 128.0 | 127.2 | 126.8 | 125.6 | 125.7 | 125.0 | 124.5 [ 124.9 | 125.0 | 125.1 | 125.2 | 125.8
57 Business equipment excluding office and
computing equipment .............. 12.0 { 1187 { 121.1 | 122.0 | 120.6 | 118.6 | 116.7 | 116.2 | 114.6 ] 114.6 | 1157 | 1163 | 116.9 | 117.3 | 117.0
58 Materials excluding energy ............. 28.4 | 110.0 | 1123 | 111.8 | 110.6 | 108.9 | 106.6 | 106.2 | 104.9 | 103.1 | 104.3 | 105.4 | 106.1 | 107.5 | 108.3
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2.13—Continued

1987 090 19%0 1991
SIC pro- 1
Groups code | por- | avg.
tion Aug. | Sept. | Oct. | Nov Dec Jan. Feb. | Mar Apr. | May" | June® | July" | Aug?
Index (1987 = 100}
MAJOR INDUSTRY
] Totalindex ................0....... 100.0 | 109.2 | 110.5 | 110.6 | 109.9 | 108.3 | 107.2 | 106.6 | 105.7 | 105.0 | 105.5 | 106.4 | 107.3 { 108.0 | 108.2
2 Manufacturing . ........... | oeaenns 84.4 ) 109.9 | 111.1 {1112 | 110.7 [ 108.9 | 107.5 | 107.0 [ 106,1 | 105.2 | 105.9 [ 106.6 | 107.4 | 108.2 | 108.5
3 Primary processing .......[....... 26.7 | 106.3 | 108.0 | 106.9 | 106.2 | 104.9 | 102.9 | 102.0 | 100.8 | 99.0 | 99.6 | 100.7 | 102.1 | 103.4 | 104.1
4 Advanced processing .....|....... §7.7 | 1116 | 1125 | 113.2 | 112.8 | 110.8 | 109.5 | 109.3 | 108.5 § 108.0 | 108.9 | 109.3 | 109.9 | 110.4 | 110.6
5 Durable................ .00l 47.3 | 1.6 | 113.5 | 113.8 | 112.5 | 109.9 | 107.5 | 107.2 | 106.1 | 105.0 | 106.0 | 106.7 | 107.4 | 108.2 [ 108.3
6 Lumber and products .. . 241 2.0 { 101.6 | 100.5 | 100.3 | 98.2 | 955 | 93.5 | 942 | 91.5 | 91.2 | 927 | 925 | 96.6 | 96.6 | 959
7 Furniture and fixtures . . . 25 1.4 | 1059 | 106.7 | 106.9 | 1044 | 102.3 { 102.0 | 99.0 | 949 | 954 | 98.3 | 98.5 | 100.2 | 1010 | 10LS5
8 Clay, glass, and stone
products. .......... 32 2.5 | 1057 | 106.6 | 104.5 | 104.4 | 103.8 | 100.7 | 97.2 | 989 | 94.4 [ 94.2 | 95.1 | 95.1 96.1 § 96.5
9 Primary metals........ 33 3.3 (1084 ) 114.6 | 111.6 [ 108.6 | 109.1 | 1042 | 99.7 | 995 | 947 | 945 { 969 | 96.6 | 100.3 | 101.4
10 Iron and steel . . 331,2 19| 1099 | 1183 [ 113.9 | 1103 | 112.6 | 107.3 [ 99.0 | 98.0 | 92.0 [ 91.6 | 94.0 [ 93.0 | 99.7 | 100.3
11 Raw steel . oo 111096 | 1185 | 111.6 | 112.8 [ 109.5 | 100.6 | 1047 | 97.9 | 89.8 | 91.0 | 889 | 94.0 | 102.6 | 100.7
12 Nonferrous . ......... 333-6,9 1.4 | 106.2 | 109.4 | 108.4 { 106.2 | 104.1 | 99.8 | 100.6 | 101.6 | 98.4 | 98.5 | 101.0 | 101.7 | 101.1 | 102.9
13 Fabricated metal
products........... 347 54| 1059 107.9 | 106.8 | 106.4 | 104.3 [ 101.9 | 101.7 [ 99.1 | 978 | 98.0 { 99.1 | 99.8 | 100.6 | 101.8
14 Nonelectrical machinery . 35| 8.6 | 126.5 | 128.8 | 128.5 | 128.1 | 126.3 | 124.7 | 1255 | 124.5 | 123.1 | 123.5 | 123.6 | 123.5 | 123.9 | 124.8
15 Office and computing
machines .. A 357 2.5 | 149.8 | 152.2 | 153.6 | 155.3 | 149.8 | 148.9 § 155.0 | 157.3 | 155.1 | 155.6 | 155.6 | 154.0 | 156.0 | 155.0
16 Electrical machinery .. .. 36| 8.6 | 1114 | 1125 | 112.5 | 110.8 | 110.4 | 108.7 | 107.6 | 108.2 | 108.6 | 109.7 | 110.6 | 111.5 | 111.3 | 111.9
17 Transportation
equipment ......... 371 9.8 1055 | 107.9 | 111.1 | 109.2 | 100.1 96.6 | 97.6 | 955 | 950 | 97.2 | 982 | 99.7 [ 101.2 | 99.0
18 Motor vehicles and
parts.......... 371 47| 9.8 | 101.0 | 107.5 | 103.8 | 858 | 78.5 | 83.0 | 794 | 79.8 | 86.2 | 898 [ 925 | 96.6 | 91.8
19 Autos and light
trucks. ... | 23| 9.6 1009 [ 112.8 | 107.1 | 8.7 | 749 | 80.1 | 753 | 76.6 | 84.0 | 882 [ 91.2 } 97.3 | 89.1
20 Aerospace and miscel-
laneous transpor-
tation equipment . .[372-6,9] 5.1 [ 113.3 | 114.1 | 114.2 | t14.0 | 113.1 | 112.9 | 110.8 [ 110.0 | 108.8 { 107.2 [ 105.8 | 106.1 | 105.3 | 105.4
21 Instruments «.......... 331 1168 | 117.5 § 118.4 | 118.1 § 118.1 [ 117.3 [ 119.0 | 1193 | 1184 | 118.6 | 1182 | 117.3 | 116.7 | 1174
2 Miscellaneous
manufacturers . .. ... 39 1.2 | 120.0 | 121.8 | 121.3 | 121.5 | 122.5 | 119.0 | 116.1 | 114.6 | 1153 | 147.5 | 118.7 | 119.4 | 122.9 | 123.5
23 Nondurable .............|....... 37.2 | 107.8 | 108.1 | 108.0 | 108.4 | 107.7 | 107.4 | 106.8 | 106.0 | 105.4 | 105.9 | 106.5 | 107.5 | 108.2 | 108.9
24 oods ... uuis 201 8.8 | 107.6 | 107.7 | 107.6 { 108.8 | 109.6 | 109.1 | 108.3 | 107.6 | 107.4 | 107.6 | 107.8 | 108.5 | 107.8 | 108.3
25 Tobacco products . ..... 21 1.0 | 98.6 | 963 | 964 | 978 | 99.0 | 101.1 | 100.0 | 100.1 | 98.2 | 97.6 | 98.7 | 99.6 | 100.6 | 102.0
26 Textile mill products . . .. 22 1.8 | 100.8 | 100.4 [ 100.7 [ 101.2 1 97.4 [ 96.1 | 940 | 943 [ 954 } 97.2 | 99.2 | 101.6 | 104.1 | 105.2
27 Apparel products . . . 23] 24| 988 | 988 | 984 972 | 955 | 949 | 929 93.1 | 925 | 932 | 952 | 96.2 | 97.9 [ 99.0
28 Paper and products .. ... 26| 3.6 [ 105.3 | 106.5 | 107.5 | 106.8 | 105.1 | 105.4 | 104.2 [ 102.2 | 101.3 | 101.3 | 101.3 | 105.3 | 107.9 | 108.1
29 Printing and publishing . . 271 6.4 | 1119 | 110.9 | 111.6 | 112.9 | 112.4 | 112.8 | 112.1 | 110.9 { 110.4 | 110.7 | 110.6 | 110.7 | 112.0 | 112.1
30 Chemicals and products . 28] 86 [ 1103 | 11,1 | 1109 [ 110.7 | 110.0 | 109.9 | 110.1 | 109.1 | 108.2 | 109.0 | 109.2 | 109.7 | 109.8 | 110.7
3l Petroleum products . . . .. 29 1.3 | 108.2 | 110.2 | 109.3 | 108.6 | 107.8 | 105.6 | 104.7 | 108.8 | 108.5 [ 105.7 | 107.5 | 109.6 | 108.3 | 109.2
32 Rubber and plastic
products........... 30 3.0 (1102 | 112.0 | 1103 | 110.6 | 109.6 | 106.9 | 108.8 | 106.1 | 104.4 | 106.6 | 109.2 | 110.5 | 112.0 | 113.2
33 Leather and products . .. 3 311000 | 996 | 1003 | 953 | 89.9 | 92.6 { 896 | 908 | 91.5 [ 90.0 | 89.5 | 90.9 [ 923 | 918
M Mining ..o, 7.9 | 102.6 | 102.4 1 103.9 [ 102.6 | 103.3 | 103.4 | 101.7 | 102.9 | 101.5 { 100.9 | 100.2 | 102.1 | 103.1 | 102.0
35 10 3] 1531 | 155.7 | 163.6 | 146.8 | 153.4 | 162.0 | 143.1 | 148.0 | 147.6 | 145.7 | 148.0 | 154.2 { 149.2 | 155.5
36 11,12 1.2 § 113.2 [ 110.2 | 116.8 | 114.7 | 112.9 | 110.6 | 108.4 | 112.8 | 109.9 | 105.9 | 103.4 | 110.2 [ 116.0 | 112.7
37  Oil and gas extraction..... 13] 57 ] 955 958 | 958 ) 958 ) 973 ) 96.7 | 960 | 972 | 9%.4 | %.6 | 9.0 | 9.9 | 972 ) 9.0
38  Stone and earth minerals . . 14 7] H9.5 | 120.1 | 1207 | 118.0 | 113.5 | 118.9 [ 119.2 | 112.0 | 108.0 | 107.0 | 107.5 | 107.6 | 108.1 | 108.6
7.6 | 108.0 } 111.4 | 110.3 | 109.2 | 106.9 | 108.8 | 107.6 | 104.6 | 106.4 | 105.9 | 111.4 | 111.5 | 110.4 | 111.4
6.0 | 110.8 | 113.6 | 1129 [ 112.1 | 109.6 | 111.8 } 110.4 | 107.8 [ 109.8 | 109.8 | 116.4 | 117.5 | 116.2 | 117.3
1.6 | 973 1033 | 1009 ] 98.1 ) 970 | 97.6 | 7.5 | 9.8 | 93.6 | 91.6 | 92.8 | 89.2 | 89.1 | 893
SPECIAL AGGREGATES
42 Manufacturing excluding
motor vehicles and
PAS ..ot 79.8 | 110.7 | 1117 | 111.4 | 111.1 | 110.3 | 109.1 | 108.4 | 107.6 | 106.7 | 107.1 | 107.6 | 108.3 | 108.9 | 109.5
43 Manufacturing excluding
office and computing
machines. .. ... 82,0 | 108.7 | 109.9 | 110.0 | 109.4 | 107.7 | 106.2 | 105.6 | 104.5 | 103.7 | 104.4 | 105.1 | 106.0 | 106.7 | 107.1
Gross value (billions of 1982 dollars, annual rates)
MAJOR MARKET
44 Products, total .............]....... 1734.8 | 1,911.4(1,929.5]|1,941.6| 1,939.6|1,882.8} 1,859.4(1,860.4 | 1,848.4 | 1,845.4| 1,853.3 [ 1,875.7 | 1,895.6 [ 1,899.4 [ 1,899.7
45 Final ...oovvnennienn e 1350.911,497.7(1,516.311,529.1|1,523.7( 1,470.8 | 1,450.8] 1,459.6 1 1,452.81,455.6 | 1,464.6 | 1,478.1(1,492.911,495.8 | 1,493.7
46  Consumer goods .........|....... 833.4( 882.9| 8859/ 895.2 892.7| 865.2 857.6( 857.9| 852.7| 857.4| 862.9| 874.4| 884.5! 884.7] 885.5
47 Equipment..............|..... .. 517.5| 614.8| 630.4| 633.9] 631.0| 605.6] 593.2| 601.7| 600.1] 598.2| 601.7| 603.7| 608.3] 611.0] 608.2
48 Intermediate ..............[....... 384.0| 413.7; 4131 412.5; 4159]| 412.0; 408.7| 400.8 395.6) 389.8| 388.7| 397.6] 402.7| 403.6| 406.1

1. These data also appear in the Board’s G.17 {419) release. For requests see

address inside front cover.

major revision of the industrial production index and the capacity

utilization rates was released in April 1990. See ‘‘Industrial Production: 1989
Developments and Historical Revision,'' Federal Reserve Bulletin, vol. 76 (April

1990), pp. 187-204.
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2.14 HOUSING AND CONSTRUCTION
Monthly figures are at seasonally adjusted annual rates, except as noted.
1990 1991
Item 1988 1989 1990 |—
Oct, Nov. Dec. Jan. Feb. Mar. Apr. May June July
Private residential real estate activity {(thousands of units)
New UNITS
| Permits authorized .. .............. 1,456 1,339 1,111 925 916 854 802 876 892 913 966 999 1,005
2 Onefamily......, .. 994 932 794 703 668 645 611 695 689 742 760 780 794
3 Two-or-more-family . 462 407 317 222 248 209 191 181 203 17 206 219 211
4 Started .. ... 1,488 1,376 1,193 1,026 1,130 971 847 992 907 977 983 1,034 1,059
5 One-family......... 1,081 1,003 895 839 769 751 648 788 742 801 831 869 887
6 Two-or-more-family ............. 407 73 298 187 361 220 199 204 165 176 152 165 172
7 Under construction, end of period' . 919 850 71 766 756 744 717 709 680 674 665 655 655
8 Onefamily..................... 570 535 449 497 486 478 461 457 442 443 443 446 454
9  Two-or-more- fdmlly 350 318 262 269 270 266 256 252 238 231 222 209 201
10 Completed .. 1,530 1,423 1,308 1,275 1,246 1,155 1,125 1,096 1,190 1,089 1,070 1,098 1,049
1t One- fdml]y 1,085 1,026 966 930 922 878 841 838 881 821 800 808 791
12 Two-or—more-family. . o 445 396 342 345 324 277 284 258 309 268 270 290 258
13 Mobile homes shipped.......... ... 218 198 188 186 181 167 168 157 157 175 174 173 175
Merchant builder activity in
one-family units
14 Numbersold ..................... 675 650 535 465 480 464 414 488 495 506" 496 516 472
15 Number for sale, end of period’ . ... 368 363 318 334 327 318 315 313 308 3037 300 296 296
Price of units sold (thousands
of dollars)? )
16 Median .. ... 113.3 120.4 122.3 120.0 118.9 127.0 117.9 119.9 122.5 121.0' 118.0 120.1 120.2
17 Average .........oovoviniinnnnn 139.0 148.3 149.0 153.0 143.3 153.4 148.6 147.8 156.4 150.8" 147.4 147.0 151.0
Ex1STING UNITS (one-family)
18 Numbersold ..................... 3,594 3,439 3,316 3,070 3,150 3,130 2,900 3,160 3,220 3,310 3,540 3,590 3,320
Price of units sold (thousands
of doliars)
19 Median . ..................oo0 89.2 92.9 95.2 92.9 92.0 91.7 95.6 94.0 98.2 100.3 101.1 102.0 103.0
20 AVETage . ..ivviiiiii 112.5 118.0 118.3 1159 115.6 114.1 123.0 119.7 125.2 128.9 130.6 130.5 132.2
Value of new construction® (millions of dollars)
CONSTRUCTION
21 Totalputinplace ................. 432,222 | 443,720 | 446,433 | 434,559 | 431,407 | 421,346 | 406,502 | 410,072 | 401,883 | 405,905 | 399,024 | 398,673 | 404,947
22 Private. ... .oii i 337,440 | 345,416 | 337,776 | 324,054 | 317,190 | 311,349 | 303,932 | 300,495 | 293,262 | 298,019 | 291,027 | 290,832 | 295,015
23 Residential ........... | 198,101 | 196,551 | 182,856 | 172,120 | 168,031 | 165,014 | 161,793 | 155,622 | 152,447 | 151,236 | 154,737 | 158,369 | 161,920
24 Nonrehsjidential, total 139,339 | 148,865 | 154,920 | 151,934 | 149,159 | 146,335 | 142,139 | 144,873 | 140,815 | 146,783 | 136,290 | 132,463 | 133,095
Buildings
25 Industrial .................. 20412 | 23,849 | 22,847 | 22,481 | 22,999 | 22,433 23,249 23,089 | 24,402 20,663 | 21,068 | 22,089
26 Commercial . 65,496 | 62,866 | 60,208 | 57,764 | 56,913 | 53,848 | 54,023 | 51,766 | 54,707 | 50,402 | 47,507 47,365
27 Other................ 19,683 | 21,591 | 22,300 | 22,121 20,953 | 20,621 | 20,850 | 20,628 | 21,885 | 20,854 | 20,504 | 20,718
28 Public utilities and other 43274 | 46,614 | 46,579 | 46,793 | 45,470 | 45237 | 46,751 | 45,332| 457891 44,371 | 43,384 42,923
29 Public ... 98,303 | 108,655 | 110,505 | 114,218 | 109,997 | 102,570 | 109,577 | 108,621 | 107,886 | 107,997 | 107,841 | 109,931
30 Military. . 3,520 734 1,958 ,960 1,868 1,868 1,723 1,866 1,828 1,918 1, 1,766
31 Highway..................... 129,227 | 28,171 30,595 | 31,639 34,304 | 33,185 25,560 | 30,699 29,996 28,626 | 29,113 | 28,519 27,504
32 Conservation and development . .. 4,739 4,989 4,718 4,700 4,901 5,374 6,434 5,529 4,586 5.825 5.204 6,161 8,164
33 Other...........o.vieiiiiinns 57,238 | 61,623 | 70,608 | 72,208 | 72,053 | 69,570 | 68,708 | 71,626 | 72,173 | 71,607 71,762{ 71,297 | 72,497

1. Not at annual rates.
2. Not seasonally adjusted.

3. Value of new construction data in recent

comparable with data in previous periods because ol
Census in its estimating techniques. For a description of these changes sce

fe

eriods may not be strictly
changes by the Bureau of the

Construction Reports (C-30-76-5), issued by the Bureau in July 1976.

Source. Census Bureau estimates for all series except (1) mobile homes, which
are private, domestic shlpments as reported by the Manufactured Housmg
Institute and seasonally adjusted by the Census Bureau, and (2) sales and prices
of existing units, which are published by the National Assuudtmn of Realtors. All
back and current figures are available from the originating agency. Permit
authorizations are those reported to the Census Bureau from 16,000 jurisdictions
from 1978 to 1983, and 17,000 jurisdictions beginning in 1984.
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2.15 CONSUMER AND PRODUCER PRICES
Percentage changes based on seasonally adjusted data, except as noted

Change from 12 Change from 3 months earlier .
months earlier (at annual rate) Change from 1 month earlier
llnde;&
eve!
ltem 19%0 1991 1994 Aug.
1990 1991 1991
Aug. Aug.
Sept. Dec. Mar. June Apr. May June July Aug.
CONSUMER PRICES?
(1982-84=100) 5.6 8] 82| 49| 24| 30| 2 3 2 2 2 | 1366
DARemS ..o 56 23| 46| 39| 24| s1| 7 0 s | -6 | -3 1360
2F00d.cuiiiniiaininiiinas e 6.8 =7 M2 180 [ =307 | -12 ] -7 14 -1.0 -4 -2 [ 102.9
. SEEE I A A S R I
3 Energyitems.............ccovviviiinnn, 3.7 4. - . . 2 2 . . B . 128.
4 All items less food and energy. . 6.4 4.7 7.2 4.8 6.4 3.0 .1 2 4 3 3 150.7
5  Commodities ............... .
6 Services ..............oiciiiiiine
5.2 2.0 11.3 5.1 -3.5 7 Ar A -3 -2 2 121.7
PR R jpacES 52 | -12| 23 3 1o -3 3 2| -6 | -8 | -4 | 1234
lg; 6._2, Ilg.'g 2“‘ -35.5 (9) ~.1F l.g’ —l.; -1.3 1.8 78.8
T . 3. . . 59 R 2 . - 4 3 133.7
7 Finished goods ... 34 28 36| 3| asl| 13| -T I 3 1 1| 1265
9 Consumer energy ........... e
1 O e oL ol ol 1 42| —08| -10] - 2 0o | -3 4 | 1144
11 Capital equipment.......... Cereraerens 7 2 4.0 23 —2.3 -0 -2 -1 0 -1 0 121.0
i ialed 29 -9.5 -7.8 =13 .0 ~12.5 -7 -3.2 N -1.7 -1.8 102.5
3 Mg energy s | wwe | —o2 | d0ss | -wa | -seo | -13 | <l |37 -3l |20 |03 | w0
2.8 -10.3 59 -18.1 ~4.7 -13.0 A" -9 -2.6 -7 5 126.0
Crude materials
‘ood!
1. Not seasonally adjusted. 3. Excludes intermediate materials for food manufacturing and manufactured
2. Figures for consumer prices are those for all urban consumers and reflect a animal feeds.

rental equivalence measure of homeownership after 1982. SouRcke. Bureau of Labor Statistics.



2.16 GROSS NATIONAL PRODUCT AND INCOME

Billions of current dollars except as noted; quarterly data are at seasonally adjusted annual rates.

Selected Measures

AS51

1990 1991
Account 1988 1989 1990
Ql Q Q3 Q4 Qt
GRross NATIONAL ProDUCT
TTotal ..o 4,873.7 5,200.8 5,465.1 5,3754 5,443.3 5,514.6 5,527.3 5,557.7
By source
2 Personal consumption expenditures 3,238.2 3,450.1 3,657.3 3,588.1 3,622.7 3,693.4 3,724.9 3,742.8
3 Durable %oods ..................... 457.5 474.6 480.3 492.1 478.4 482.3 468.5 455.3
4 Nondurable goods 1,060.0 1,130.0 1,193.7 1,174.7 1,179.0 1,205.0 1,216.0 1,212.7
5 SEIVICES ..ottt s 1,720.7 1,845.5 1,983.3 19213 1,965.3 2,006.2 2,040.4 2,074.8
6 Gross private domestic investment .............. .o 747.1 771.2 741.0 747.2 759.0 759.7 698.3 660.0
7  Fixed investment 720.8 742.9 746.1 758.9 745.6 750.7 729.2 694.1
8 Nonresidential . .. e 488.4 511.9 S24.1 523.1 516.5 532.8 524.0 503.6
9 Structares . ...l 139.9 146.2 147.0 148.8 147.2 149.8 142.1 139.5
10 Producers’ durable equipment . .. 348.4 365.7 377.1 374.3 369.3 383.0 381.9 364.1
11 Residential SIUCtUFEs ... ....covviiiiiiiiiiiiiiinis 232.5 231.0 222.0 235.9 229.1 217.9 205.2 190.5
12 Change in business inventories ........................ ... 26.2 28.3 -5.0 -11.8 13.4 9.0 ~30.8 -34.2
13 NORFAIM oo e e 29.8 233 -7.4 -17.0 13.0 6.8 -32.4 -37.1
14 Net exports of goods and services ................cocovviinns -74.1 —46.1 -31.2 -30.0 —24.9 —41.3 —28.8 13.5
15 Exports 552.0 626.2 672.8 661.3 659.7 672.7 697.4 694.5
16 IMpPOortsS . .oovuirni i i e 626.1 672.3 704.0 691.3 684.6 714.1 726.2 681.0
17 Government purchases of goods and services .................. 962.5 1,025.6 1,098.1 1,070.1 1,086.4 1,102.8 1,132.9 1,141.5
18  Federal ........ . 380.3 400.0 424.0 410.6 1.9 425.8 437.6 443,
19 State and local 582.3 625.6 674.1 659.6 664.6 677.0 695.3 697.7
By major type of product
20 Final sales, total 4,847.5 5,172.5 5.470.2 5,387.2 5,429.9 5,505.6 5,558.2 5,591.9
21  Goods ......... 1,908.9 2,044.4 2,148.3 2,122.8 2,133.1 2,161.4 2,175.9 2,170.2
22 Durable ...... 840.3 894.7 939.0 941.4 930.1 943.4 941.2 918.5
23 Nondurable .. 1,068.6 1,149.7 1,209.3 1,181.4 1,203.0 1,218.0 1,234.7 1,251.7
24 Services ....... 2,488.6 2,671.2 2,864.5 2,791.3 2,834.2 2,889.6 2,943.0 3,004.0
25 SHIUCIUIES ..o vttt ettt 450.0 456.9 457.4 473.0 462.5 454.6 439.3 417.7
26 Change in busmess INVENLOTES ... .vv it iiin e 26.2 28.3 -5.0 -11.8 13.4 9.0 -30.8 —34.2
27 Durablegoods ...............c.iiiiil 19.9 11.9 —-11.1 -21.6 .0 9.8 -32.5 ~42.2
28  Nondural ﬁle goods 64 | 16.4 6.0 9.8 13.4 ~.8 1.7 8.0
MEeMmo
29 Total GNP in 1982 dollars ...........c.0oiiiiiniiiinianiinnn, 4,016.9 4,117.7 4,157.3 4,150.6 4,185.1 4,170.0 4,153.4 4,124.1
NATIONAL INCOME
L T 3,984.9 4,223.3 4,418.4 4,350.3 4,411.3 4,452.4 4,459.7 4,456.4
31 Compensation of employees ............... ..o 2,905.1 3,079.0 3,244.2 3,180.4 3,232.5 3,276.9 3,286.9 3,299.3
32  Wagesand salaries .............. ... .. ... 2.431.1 2,573.2 2.705.3 2,651.6 2,696.3 2,734.2 2,738.9 2,742.8
33 Government and government enterpnscs . 446.6 476.6 508.0 497.1 505.7 511.3 518.1 529.8
34 Other .......cocivviiiiiiiiinnins 1,984.5 2,096.6 2,197.2 2,154.5 2,190.6 2,222.9 2,220.8 2,213.0
35 Supp]emem to wages and salaries .. ... 474.0 505.8 538.9 528.8 536.1 542.7 548.0 556.5
36 Employer contributions for social 248.5 263.9 280.8 276.0 279.7 282.7 284.8 290.3
37 Other labor income ...................... 225.5 2419 258.1 252.8 256.4 260.0 263.2 266.2
38 Proprietors’ income' ..... 354.2 379.3 402.5 404.0 401.7 397.9 406.2 404.4
39  Business and professional' 310.5 330.7 352.6 346.6 350.8 355.6 357.4 355.8
40  Farm' ... 43.7 48.6 49.9 57.4 51.0 42.4 48.8 48.5
41 Rental income of PETSONS? .............ooevvieiiiiiiieaii.n. 16.3 8.2 6.9 5.5 4.3 8.4 9.3 5.6
42 Corporate profits’ ... ... ..o 337.6 311.6 298.3 296.8 306.6 300.7 288.9 286.2
43 Profits before tax® ... ..., e 316.7 307.7 304.7 296.9 299.3 318.5 304.1 281.5
44  Inventory valuation adjustment -27.0 -21.7 -11.4 -11.4 -.5 ~19.8 ~13.8 8.1
45  Capital consumption adjustment 47.8 25.5 4.9 11.3 7.7 2.0 ~1.4 -3.5
46 Nt IMIErESt . .. vv ottt it eeienas 371.8 445.1 466.7 463.6 466.2 468.3 468.4 460.9

1. With inventory valuation and capital consumption adjustments.
2. With capital consumption adjustment.

3. For after-tax profits, dividends, and the like, see table 1.48.

SOURCE. Survey of Current Business (Department of Commerce).
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2.17 PERSONAL INCOME AND SAVING

Billions of current dollars; quarterly data are at seasonally adjusted annual rates, Exceptions noted.

1990 1991
Account 1988 1989 199%0
Qt Q2 Q3 Q4 Ql
PERSONAL INCOME AND SAVING
1 Total personal income ..................ooiiiiiiiiiiiininn, 4,070.8 4,384.3 4,645.5 4,562.8 4,622.2 4,678.5 4,718.5 4,735.8
2 Wage and salary disbursements ..., 2,431.1 2,573.2 2,705.3 2,651.6 2,696.3 2,734.2 2,738.9 2,742.8
3 Commodity-producing industries ...................... 696.4 720.6 729.3 724.6 731.1 7353 726.0 713.0
4 Manufacturing ..o 524.0 541.8 546.8 541.2 548.1 551.8 546.1 536.7
5 Distributive industries ... 572.0 604.7 637.2 627.0 637.3 642.7 641.9 639.7
6 Serviceindustries ...............oiiiiiiii i . 716.2 771.4 830.8 802.9 822.2 844.9 853.0 860.3
7 Government and government enterprises .................... | 446.6 476.6 508.0 497.1 505.7 511.3 518.1 529.8
8 Other labor income . ......oouiiiiniviiiiii i 225.5 241.9 258.1 252.8 256.4 260.0 263.2 266.2
9 Proprietors’ income’ ...... 2ar 354.2 379.3 402.5 404.0 401.7 397.9 406.2 404.4
10 Business and professional 310.5 330.7 352.6 346.6 350.8 355.6 357.4 355.8
11 Farm' ... i, 43.7 48.6 49.9 57.4 51.0 42.4 48.8 48.5
12 Rental income of persons? AN 16.3 8.2 6.9 5.5 4.3 8.4 9.3 5.6
13 Dividends ..o 102.2 114.4 123.8 120.5 122.9 124.9 126.7 126.7
14 Personal interest income .......... 547.9 643.2 680.4 670.5 678.0 685.3 687.9 682.0
15 Transfer payments ............ . .. i it 587.7 636.9 694.8 680.9 686.7 696.4 715.1 745.4
16  Old-age survivors, disability, and health insurance benefits ... 300.5 325.3 350.7 347.2 347.6 351.1 356.8 372.1
17 LEss: Personal contributions for social insurance ............ 194.1 212.8 226.2 2229 224.1 228.6 228.9 237.3
18 EqQuALS: Personalincome ............ooviiiiiiiiiiiiiniiis 4,070.8 4,384.3 4,645.5 4,562.8 4,622.2 4,678.5 4,718.5 4,735.8
19 Lkss: Personal tax and nontax payments .................... 591.6 658.8 699.4 675.1 696.5 709.5 716.6 714.6
20 EquatLs: Disposable personal income 3,479.2 3,725.5 3,946.1 3,887.7 3,925.7 3,969.1 4,001.9 4,021.3
21 LEss: Personal outlays ..........covvviiiiiiiiiiiiiiiie 3,333.6 3,553.7 3,766.0 3,696.4 3,730.6 3,802.6 3,834.4 3,852.5
22 EquaLs: Personal saving ... 145.6 1718 180.1 191.3 195.1 166.5 167.5 168.7
MEemo
Per capita (1982 dollars)
23 Gross national product ..........cco i i 16,302.4 16,549.6 16,535.3 16,576.4 16,552.5 16,562.9 16,449.4 16,293.4
24 Personal consumption expenditures .. 10,578.3 10,678.0 10,665.8 10,692.4 10,671.4 10,711.5 10,588.7 10,523.7
25 Disposable personal income ......... 11,368.0 11,531.0 11,509.0 11,586.0 11,564.0 11,511.0 11,376.0 11,307.0
26 Saving rate (PErCent) .. .......v.uirieiiiieiaineiiiiiiinaes 4.2 4.6 4.6 4.9 5.0 4.2 4.2 4.2
GROss SAVING
27 GrossSAVINE .. ... ... e e 656.1 691.5 657.3 664.8 679.3 665.9 619.2 697.1
28 Gross private SaAVviNg .........covuivnuiiirieirineironinnees 751.3 779.3 787.9 795.0 806.7 772.2 777.8 793.9
29 Personal saving ............. 145.6 171.8 180.1 191.3 195.1 166.5 167.5 168.7
30 Undistributed corporate profits 91.4 53.0 2.2 36.7 40.5 26.5 25.2 33.6
31 Corporate inventory valuation adjustment ..................... =270 ~21.7 -11.4 ~11.4 -5 -19.8 -13.8 8.1
Capital consumption allowances
32 COTPOrate ... ..ioiiiit ittt i e 322.1 346.4 363.0 356.7 359.7 365.5 3703 375.6
33 Noncorporate 192.2 208.0 212.6 210.3 211.4 213.8 214.8 216.0
34 Government surplus, or deficit (—), national income and
product accounts -95.3 —87.8 -130.6 -130.2 -127.3 ~106.4 —158.6 -96.8
35 Federal .................co -141.7 -1343 —-166.0 -168.3 —166.0 —145.7 —184.3 ~-126.9
36 Stateandlocal ........... i 46.5 46.4 354 38.1 38.6 39.3 25.7 30.0
37 Grossinvestment ............. ... i 627.8 674.4 655.6 665.6 676.1 661.0 619.6 705.3
38 Gross private domestic .. .......oiiiiiiiiiii s 747.1 771.2 741.0 747.2 759.0 759.7 698.3 660.0
39 Netforeign ....ooovvieiiiiii i -119.2 -96.8 —85.5 —-81.6 -82.9 -98.7 -78.7 45.3
40 Statistical discrepancy............. ... . ..o -28.2 -17.0 -1.7 7 -3.2 -4.9 4 8.2

1. With inventory valuation and capital consumption adjustments.
2. With capital consumption adjustment.

SOURCE. Survey of Current Business (Department of Commerce).
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3.10 U.S. INTERNATIONAL TRANSACTIONS Summary
Millions of dollars; quarterly data are seasonally adjusted except as noted.'

AS53

1990 1991
Item credits or debits 1988 1989 1990
Q2 Q3 Q4 QrIr Q>
1 Balance On Current acCOUNt . ........ouurevreinrinainnennen —126,267 | —106,305 -92,123 -22,178 —23,881 —23,402 10,501 2,965
2 Not seasonally adjusted oy T I . —20,653 -29,112 25,136 15,507 4,508
3 Merchandise trade balance —126,986 1 —115,917 | —108,115 —24,090 —28,760 —27,728 -18,394 —-15,624
4 Merchandise exports . . 320,337 361,451 389,550 97,088 96,638 100,580 , 104,108
5 Merchandise imports .. —447,323 | —477,368 | —497,665 | —121,178 | -125,398 | —128,308 | —119,294 | —119,732
6  Military transactions, net ............o.covieiiiiia —5,743 -6,203 -~7,219 -1,558 —-1,683 2,243 -2,329 -1,675
7  Investment inCOME, NEL...........cvvireriririenineinnnn 5,353 2,688 11,945 7 2,802 6,133 4,883 2,464
8  Other service transactions, Net ...........c..ovvuiviianenn 16,082 28,618 33,595 8,156 8,086 9,716 9,402 9,640
9  Remittances, pensions, and other transfers ............... —4,437 —-4,420 ~4,843 —1,123 -1,302 -1,201 —1,316 —1,300
10 U.S. government grants (excluding military) .............. -10,506 -11,071 ~17,486 -3,570 —3,024 -8,079 18,255 9,460
11 Change in U.S. government assets, other than official
reserve assets, net (increase, —}. ...l 2,966 1,320 2,976 ~800 —314 4,759 1,422 —560
12 Change in U.S. official reserve assets (increase, —).......... -3,912 -25,293 ~2,158 371 1,739 —1,091 —353 1,014
13 Go%d .................................................. 0 0 0 0 0 0 0
14 Special drawing rights (SDRS).........c.cooviviiiiiinnos 127 —-535 -192 -216 363 -93 31 -19%0
15 Reserve position in International Monetary Fund.......... 1,025 471 731 493 8 -4 —341 e
16 FOreign Currencies . .......c.ovvuii v o i —5,064 —-25,229 ~2,697 94 1,368 —995 ~43 1,132
17 Change in U.S. private jussets abroad (increase, =) .......... —85,111 —104,637 —58,524 —33,033 —28,114 —38,370 -1,992 -27,125%
18  Bank-re; ortecrclaims .................................. —56,322 -51,255 5,333 -17,255 —9,984 -24,513 20,598 —11,248
19 Nonbank-reported claims ............ -3,064 2,581 ~1,944 -1,760 676 -2,509 -1,308 | .........
20 U.S. purchase of foreign securities, net -7,846 -22,575 —28,476 —11,160 ~1,014 7,546 -9,430 —13,235
21 U.S. direct investments abroad, net. .. —-17,880 —33,388 —33,437 -2,858 -17,792 ~3,802 —11,852 —2,642
22 Chang in foreign official assets in United States (increase, +) ... 39,657 8,624 32,425 5,805 13,341 20,301 6,631 -3,650
23 U.S. Treasury securities........... o 41,741 149 28,643 2,461 11,849 20,119 2,381 -1,888
24 Other U.S, government obligatioys . , 1,383 667 346 134 708 -29 -219
25 Other U.S. government liabilities® ......... 5 —568 281 1,703 1,141 —248 1,102 1,012 196
26 Other U.S, liabilities reponfd by U.S. banks =319 4,976 2,998 2,131 1,871 -707 2,501 —1,881
27  Other foreign official assets”. .............oooovviieiuen ~2,506 1,835 ~1,586 -274 —~265 -921 766 142
28 Change in foreign private assets i? United States (increase, +)... 181,877 207,925 53,879 25,452 35,754 18,732 -7,361 5,806
29 Ur.‘g. bank-reported liabilities® .................. ... ... 70,235 63,382 9,975 8,980 26,968 17,261 18,795 —26,687
30 U.S. nonbank-reported fiabilities ........................ 5,626 5,454 3,779 699 4,260 ~-1,840 —-1,616 [ .........
31  Foreign private purchases of U,S. Treasury securities, net . 20,239 29,618 1,131 4,287 24 -2,029 3,409 13,905
32 Foreign purchases of other U.S. securities, net............ 26,353 38,920 1,781 2,140 ~2,558 802 5,306 15,312
33  Foreign direct investments in United States, net........... 59,424 70,551 37,213 9,346 7,060 4,538 4,336 3,276
34 Allocation of SDRs 0 0 0 0 0 0
35 Discrepancy..........oouviiniiin, -9,240 18,366 63,526 24,383 1,475 19,072 -8,849 21,550
36 Owing to seasonal adjustments , . ................ooeie e b [ e 105 —6,473 2,007 3,995 193
37  Statistical discrepancy in recorded data before seasonal
AdJUSIMENL ... ot -9,240 18,366 63,526 24,278 7,948 17,066 -12,844 21,357
MEemo
Changes in official assets
38 U.S. official reserve assets (increase, —).......v.ovivins -3,912 —25,293 ~2,158 371 1,739 -1,091 -353 1,014
39 Foreign official assets in United States excluding line 25
(ACTBASE, +) .\ vt ettt iraieriiaaanas 40,225 8,343 30,722 4,664 13,589 19,199 5,619 ~3,846
40 Change in Organization of Petroleum Exporting Coun
official assets in United States (part of line 22) —2,996 10,738 2,163 193 —1,699 575 988 —2,680

1. Seasonal factors are not calculated for lines 6, 10, 12-16, 18-20, 22-34, and
38-40.

2. Data are on an international accounts (I1A) basis, The data differ from the
Census basis data, shown in table 3.11, for reasons of coverage and timing.
Military exports are excluded from merchandise data and are included in line 6.

3. Reporting banks include all kinds of depository institutions besides commer-
cial banﬁs. as well as some brokers and dealers.

4, Associated primarily with military sales contracts and other transactions

arranged with or through foreign official agencies.

5. Consists of investments in U.S. corporate stocks and in debt securities of

private corporations and state and local governments.

Source. Data are from Bureau of Economic Analysis, Survey of Current

Business (Department of Commerce).
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3.11 U.S. FOREIGN TRADE!

Millions of dollars; exports, F.A.S. value; imports, Customs value; monthly data are seasonally adjusted.

1991
Item 1988 1989 1990
Jan. Feb. Mar. Apr. May June® July?

1 Exports of domestic and foreign

merchandise excluding grant-aid

shipments, f.a.s. value............. 322,426 363,812 393,592 34,144 33,599 34,031 35,632 35,271 34,975 35,266
2 General imports including merchandise

for immediate consumption plus

entries into bonded warehouses .. .. 440,952 473,211 495,311 41,520 39,103 38,100 40,139 40,062 38,764 41,162
3 Trade balance ............ Cereevaene o) —118,526 | ~109,399 | —101,718 | —7,376 —5,504 —4,070 —4,507 —4,790 -3,789 -5,896

1. The Census basis data differ from merchandise trade data shown in table
3.10, U.S. International Transactions Summary, because of coverage and timing.
On the export side, the largest adjustment is the exclusion of military sales (which
are combined with other military transactions and reported separately in the
“‘service account’’ in table 3.10, line 6). On the import side, additions are made for
gold, ship purchases, imports of electricity from Canada, and other transactions;

3.12 U.S. RESERVE ASSETS
Millions of dollars, end of period

military payments are excluded and shown separately as indicated above. As of
Jan. 1, 1987 census data are released forty-five days after the end of the month; the
grevious month is revised to reflect late documents. Total exports and the trade
alance reflect adjustments for undocumented exports to Canada.
Source. FT900, Summary of U.S. Export and Import Merchandise Trade
(Department of Commerce, Bureau of the Census).

1991
Type 1988 1989 1990

Feb. Mar. Apr. May June July Aug.?

T Total ....oovniiniiiii s 47,802 74,609 83,316 82,797 78,297 78,297 78,263 74,940 74,816 73,514
2 Gold stock, including l?xchangc

Stabilization Fund’,............... 11,057 11,059 11,058 11,058 11,058 11,058 11,057 11,062 11,062 11,062

3 Special drawing rights A 9,637 9,951 10,989 10,958 10,368 10,325 10,515 10,309 10,360 10,479
4 Reserve position in !nternational

Monetary Fund® .................. 9,745 9,048 9,076 9,556 8,910 8,806 8,854 8,629 8,730 8,726

5 Foreign currencies® ................... 17,363 44,551 52,193 51,225 47,666 48,108 47,837 44,940 44,664 43,247

1. Gold held under earmark at Federal Reserve Banks for foreign and interna-
tional accounts is not included in the gold stock of the United States; see table
3.13. Gold stock is valued at $42.22 per fine troy ounce.

2. Beginning July 1974, the International Monetary Fund (IMF) adopted a
technique for valuing the special drawing right (SDR) based on a weighted average
of exchange rates for the currencies of member countries, From July 1974 through
December 1980, 16 currencies were used; from January 1981, 5 currencies have

been used. The U.S. SDR holdings and reserve positions in the IMF also are
valued on this basis b‘eginm’nﬁ July 1974,

3. Includes allocations by the International Monetary Fund of SDRs as follows:
$867 million on Jan, 1, 1970; $717 million on Jan, 1, 1971; $710 million on Jan, 1,
1972; $1,139 million on Jan. 1, 1979; $1,152 million on Jan. t, 1980; and $1,093
million on Jan. 1, 1981; plus transactions in SDRs.

4. Valued at current market exchange rates.

3.13 FOREIGN OFFICIAL ASSETS HELD AT FEDERAL RESERVE BANKS!

Millions of dollars, end of period

1991
Assets 1988 1989 1990
Feb. Mar, Apr. May June July Aug.?
1 Deposits . ....coovvevrni e 347 589 369 329 228 292 196 223 314 256
Assets held in custody
2 U.S. Treasury s;curitiesz ............... 232,547 224,911 278,499 286,471 272,505 271,779 279,695 273,893 274,514 279,394
3 Barmarked gold’...............o0hnints 13,636 13,436 13,387 13,382 13,374 13,363 13,358 13,354 13,330 13,330

1. Excludes deposits and U.S. Treasury securities held for international and
regional organizations.

2. Marketable U.S. Treasury bills, notes, and bonds; and nonmarketable U.S.
Treasury securities payable in dollars and in foreign currencies at face value,

3. Earmarked gold and the gold stock are valued at $42.22 per fine troy ounce.
Earmarked gold is gold held for foreign and international accounts and is not
included in the gold stock of the United States.



3.14 FOREIGN BRANCHES OF U.S. BANKS Balance Sheet Data'

Millions of dollars, end of period

Summary Statistics

ASS

1990
Asset account 1988 1989 1990
Jan. Feb. Mar. Apr. May June' July
All foreign countries

1 Total, all correncies .