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Indexes of the Foreign Exchange Value

of the Dollar

Mico Loretan, of the Board’s Division of Inter-
national Finance, prepared this article. Autria
Mazda and Sarita Subramanian provided research
assistance.

At the end of 1998, the staff of the Federal Reserve
Board introduced a new set of indexes of the foreign
exchange value of the U.S. dollar.! The staff made the
changeover, from indexes that had been used since
the late 1970s, for two reasons. First, five of the ten
currencies in the staff’s previous main index of the
dollar’s foreign exchange value were about to be
replaced by a single new currency, the euro. Second,
developments in international trade since the late
1970s called for a broadening of the scope of the
staff’s dollar indexes and a closer alignment of the
currency weights with U.S. trade patterns.

Exchange rate indexes aggregate and summarize
information contained in a collection of bilateral
foreign exchange rates. Choices concerning the
exchange rates to include, the formula to use in
combining the component exchange rates into a
single number, and the weights to assign the
exchange rates in an index all depend importantly on
the objectives of the index. The main objective of the
staff’s current indexes is to summarize the effects of
dollar appreciation and depreciation against foreign
currencies on the competitiveness of U.S. products
relative to goods produced by important trading part-
ners of the United States. The staff also uses some
of the indexes—those that track the dollar’s moves

1. See Michael P. Leahy (1998), “New Summary Measures of the
Foreign Exchange Value of the Dollar,” Federal Reserve Bulletin,
vol. 84 (October), pp. 811-18. That article, the time series of the
dollar indexes, and the time series of the currency weights are avail-
able on line at the Board’s public website (www.federalreserve.gov).
Values of the dollar indexes for recent months and years also appear
in table 3.28 of the monthly Statistical Supplement to the Federal
Reserve Bulletin and are available through several financial news
services. Barlier Bulletin articles on exchange rate indexes include
B. Dianne Pauls (1987), “Measuring the Foreign Exchange Value of
the Dollar,” vol. 73 (June), pp. 411-22; Peter Hooper and John
Morton (1978), “Summary Measures of the Dollar’s Foreign
Exchange Value,” vol. 64 (October), pp. 783-89; and “Index of the
Weighted-Average Exchange Value of the U.S. Dollar: Revision”
(1978), vol. 64 (August), p. 700.

against only the major foreign currencies—to gauge
financial market pressures on the dollar.

To capture the evolving nature of international
trade patterns, the staff’s current exchange rate
indexes allow changes in the component exchange
rates and their weights. The currency weights in the
dollar indexes are based on annual trade data, vary by
year, and have been updated annually since 1998.
Although the set of exchange rates in the indexes has
remained unchanged so far, the staff will continue to
review whether changes in composition or methodol-
ogy are needed to ensure that the indexes adequately
reflect ongoing developments in international trade
patterns.

Several practical aspects of the design and imple-
mentation of the current indexes—the choice of index
formula, the design of currency weights, and the
selection of currencies—are discussed in this article.
The article also reviews the performance of the
indexes over the past twenty-five years and discusses
the three minor methodological changes that the
indexes have undergone since their introduction.

CHOICE OF INDEX FORMULA

The practice followed by the staff of the Board and
by that of several other central banks, international
organizations, and private-sector financial institutions
is to use exchange rate indexes that are geometrically
weighted averages of bilateral exchange rates.?2 The
Board staff’s nominal dollar exchange rate index at
time ¢, 1, is

N

H(ej,r/ €t — l)wj",

I=1_,x

2. For more information on various index forms and their math-
ematical properties, see W. Erwin Diewert (1987), “Index Numbers,”
in John Eatwell, Murray Milgate, and Peter K. Newman, eds., The
New Palgrave: A Dictionary of Economics, vol. 2 (New York: Stock-
ton), pp. 767-80. For descriptions of the sterling and euro exchange
rate indexes currently used, for example, by the staff of the Bank of
England and the European Central Bank, see Birone Lynch and Simon
Whitaker (2004), “The New Sterling ERL," Bank of England Quar-
terly Review (Winter), pp. 429-41; and “Effective Exchange Rate of
the Euro” (2004), European Central Bank Monthly Bulletin (Septem-
ber), pp. 68-72.
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where 7,_, is the value of the index at time 7~1,
e;, and e;,_, are the prices of the US. dollar in
terms of foreign currency j at times ¢ and -1,
wj, is the weight of currency j in the index at time ¢,
N() is the number of foreign currencies in the

index at time ¢, and ijj', = 1.3 Because the weights

are based on annual data on international trade, they
are constant within a calendar year, as is explained
later in more detail.

The staff chose geometric rather than simple arith-
metic averaging for its exchange rate indexes because
under geometric averaging, proportionately equal
appreciation and depreciation of a currency has the
same numerical effect (though of opposite sign) on
the index. In an arithmetically averaged exchange
rate index, such changes result in an upward bias
in the index for the dollar. The upward bias is less of
a problem if major components move in the same
direction, but this condition is often not met by
bilateral exchange rates.*

If a currency depreciates persistently—for exam-
ple, because of high domestic inflation—an exchange
rate index that includes that currency will increase
markedly even if the currency’s weight is small.’
When inflation experiences abroad differ signifi-
cantly from those in the United States, real rather
than nominal exchange rates are more informative for
measuring changes in trade competitiveness. The
staff’s real exchange rate indexes are obtained by
replacing the nominal exchange rates, ¢;,, with their
real counterparts, e;, - p;[p;,» wWhere p, and pj;, are
consumer price indexes for the United States and
economy j.%

3. The formula allows both the number of exchange rates in the
index and the weights of the exchange rates to vary over time.
Calculating the index is simplified considerably, of course, if the
number of currencies and the currency weights remain unchanged.
In such a case, the index calculations are said to “telescope”——that is,
the net change in the index over a period depends only on the net
changes in the bilateral exchange rates but not on the trajectories of
the rates.

4. The staff has used geometrically averaged exchange rate indexes
since 1978. The Laspeyres and Paasche indexes are examples of
arithmetically averaged indexes.

5. For an illustration of the effects of currency depreciation on a
nominal index, see the later discussion of the evolution of the staff’s
broad nominal dollar index over the past twenty-five years.

6. The set of internationally traded goods may not be well approxi-
mated by the baskets of goods purchased by consumers in various
countries. In general, producer price indexes tend to be better mea-
sures of inflation for gauging changes in real international compe-
titiveness. Unfortunately, producer price indexes are not as widely
available as consumer price indexes. Consumer price indexes have
the important additional advantage of being available at monthly
frequencies and with little delay for most economies of interest,
including all economies whose currencies are in the exchange rate
indexes.

DESIGN OF CURRENCY WEIGHTS

To create an operational exchange rate index, one
must not only choose a formula for aggregating bilat-
eral exchange rates into a single number but also
devise methods for calculating the weights of those
currencies and for selecting the currencies to be
included in the index. Because the staff’s exchange
rate indexes are intended primarily to measure the
competitiveness of U.S. goods in international trade,
the exchange rates in the indexes are those of econo-
mies that figure importantly in international trade
with the United States. These economies can be
important either because the United States imports
substantial amounts of goods from them or because
the United States exports products that compete with
goods produced in those economies. Exchange rates
influence competitiveness because they affect the
relative prices of goods as perceived by sellers and
buyers. The weights associated with each of the
currencies are designed to reflect the importance of
the respective economies for trade competition.”

Competition in traded goods occurs in both domes-
tic and foreign markets. In U.S. markets, goods that
are produced abroad and are imported to the United
States compete with domestically produced goods.
To capture this form of trade competition, economy
J's share of total U.S. merchandise imports is chosen
as that economy’s bilateral import weight during
period ¢:

N

Mus,js = M, us.j.r/ ZMus,j.n

J=1

where M, ;, represents the merchandise imports from
economy j to the United States in year 1.8 Because
trade patterns generally move little over short periods
of time, the staff chose to base the import weights
(and the other measures of trade competition intro-
duced in the next two paragraphs) on annual rather

7. The staff’s system of currency weights is based on a stylized
model of international trade in differentiated products. For an over-
view of that model, see Leahy, “New Summary Measures”; for a full
exposition, see Anne K. McGuirk (1986), “Measuring Price Competi-
tiveness for Industrial Country Trade in Manufactures,” IMF Working
Paper WP/87/34 (Washington: International Monetary Fund). This
trade model suggests that only trade in differentiated products is
affected by exchange rate fluctuations, and it also implies that all

- international trade in undifferentiated products (and hence in most

primary commodities) should be excluded to obtain the appropriate
currency weights.

8. Unfortunately, data limitations make the consistent exclusion of
most commodities from bilateral merchandise trade statistics imprac-
tical. However, the calculations exclude imports of crude oil to the
United States.
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than higher-frequency trade data to simplify the index
calculations. Therefore, the weights are constant
within a calendar year.

Tradable goods produced in the United States com-
pete with those from economy j in two additional
ways. First, economy j may be a direct purchaser
of U.S. products. This form of trade competition is
measured by that economy’s U.S. bilateral export
share:

N©

Eus.js = Xus, j,x/ Exus, i

J=1

where X ;, represents the merchandise exports from
the United States to economy j in year ¢.°

Second, U.S.-produced goods may also compete
with goods produced in economy j if the United
States and economy j both export goods to buyers
in third-market economies. To measure this form of
competition, the staff calculates third-market com-
petitiveness weights. These weights are defined as

N

Tus,ju = Z Euss * M, j.l/(l - Pk.us.r)’

kej kzUS

where i ;, is the fraction of economy &’s merchan-
dise imports from country j in year t and where k # j.
The multiplicative factor 1/(1 -, ,,) ensures that
the weights sum to 1.10 The U.S. third-market com-
petitiveness weight of economy j is a weighted aver-
age of the third-market economies’ U.S. bilateral
export shares, where the weights are given by j’s
bilateral shares of those economies’ imports.!! Hence,
the U.S. third-market competitiveness weight of econ-
omy j is large if economy j figures prominently in the
imports of those economies for which the United
States has large bilateral export weights.

The overall, or combined, weights of the curren-
cies in the dollar indexes are calculated as the follow-

9. The computations of the bilateral export weights exclude U.S.
exports of gold and military goods. For the first few years after the
current indexes were introduced, the computations also excluded U.S.
agricultural exports, but the staff decided in 2002 to drop that exclu-
sion. This methodological change is discussed in more detail later in
this article.

10. In principle, the bilateral import weights y ;, for k # US should
exclude oil imports (and, ideally, other primary commodities) to
ensure symmetric treatment with the U.S. bilateral import weights.
However, data limitations make this adjustment infeasible for several
countries that are major U.S. trading partners. Therefore, the bilateral
import weights used by the staff in its calculations of U.S. third-market
competitiveness weights include oil imports.

11. The U.S. third-market competitiveness weight of economy j
can also be interpreted as a weighted average of j’s bilateral shares of
the third-market economies’ imports, where the weights are given by
those economies' U.S. bilateral export shares.

ing linear combination of the three submeasures of
the degree of trade competition:

1 1/1 1
Wi, = 5Hus,je + i(isus. ju t3%us, j,x)-

The coefficients of the three submeasures were
chosen to give equal importance to competition from
imports in U.S. markets and to competition from
U.S. exports in foreign markets.!? In addition, equal
importance is given to the bilateral export weights
and to the weights that summarize competition in
third markets.!3

SELECTION OF CURRENCIES

The staff selected currencies for inclusion in three
indexes: the broad index, the major currencies index,
and the other important trading partners (OITP)
index. The following sections describe these indexes
and the associated processes of currency selection,

The Broad Index

The currencies chosen for inclusion in the broad
dollar index in 1998 were determined pragmatically
as those of economies whose bilateral shares of U.S.
imports or exports exceeded 2 percent in 1997, the
latest year for which complete annual trade data were
then available. On the basis of this criterion, the staff
selected twenty-six currencies. Anticipating the adop-
tion of the euro at the end of 1998 by eleven mem-
ber countries of the European Union (EU), the staff
designed the index so that a single weight for the
euro could capture the influence of the dollar—euro
exchange rate on trade competition between the
United States and the euro area.'4

12. This choice is somewhat arbitrary. Changing the relative impor-
tance of the three submeasures of the degree of trade competition
obviously affects the overall currency weights and hence may affect
the exchange rate indexes. Although varying the relative importance
of the three submeasures would have affected the trajectories of the
dollar indexes somewhat during the 1970s and the early 1980s, such
variations mattered fairly little from about 1985 on, at least when
some appreciable weight is given to each of the three submeasures.
The staff therefore chose to maintain its current set of weights on the
three submeasures.

13. Empirical work done in 1998 with the staff’s trade model
showed that an equal weighting of the two measures of export
competitiveness performed well in explaining U.S. core exports, and
this performance provided a rationale for giving equal importance to
these two measures. Core exports are merchandise exports other than
agricultural goods, computers, and semiconductors.

14. The shares of the eleven initial euro-area countries in U.S.
imports and exports were summed to obtain the bilateral import and
export weights of the aggregate euro-area economy for the years
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1. Share of U.S. imports, by economy, 1997 and 2003

Percent except as noted

2. Share of U.S. exports, by economy, 1997 and 2003

Percent except as noted

Change Change
Economy 1997 2003 (percentage Economy 1997 2003 (percentage
points) points)
Canada 19.55 17.78 -1.77 Canada .........co0onvenen 23.28 23.90 62
Euro area 14.18 16.22 2.04 Euro area .........o0iueen 14.57 15.52 95
China 7.77 13.53 5.76 Mexico ..oovviniiiiiininns 10.69 1371 3.02
Mexico 9.70 10.90 1.20 Japan ....o..eiiiiiiiinens 8.78 7.12 -1.66
Japan 15.21 1049 -4.72 United Kingdom .......... 542 448 -94
United Kingdom 3.82 331 -5t China ......oooviieiinannns 1.81 4.00 2.19
orea 2.88 327 39 Korea.......coovvvnvennnns 352 3.28 -24
Taiwan 4.08 2.80 -1.28 Taiwan ......oocveennnn. 2.68 2.40 -28
Malaysia 223 224 .01 Singapore ...........c000ll 2.80 2.28 -52
Brazil 1.18 141 .23 Hong Kong ............v.t 2.14 1.91 -23
Thailand 1.58 1.35 -23 Australia ........c.o0ennee 1.88 1.79 -.09
Singapore 2.50 1.34 -1.16 Brazil ..o 248 1.57 =91
India 91 1.14 .23 Malaysia ............o0e0 1.60 1.53 =07
Israel .......occiiiininn, 92 1.13 21 Philippines ................ 1.06 112 .06
Switzerland ............... 1.06 97 -09 Israel .........ccovienieens 75 86 A1
Sweden .........coeveienns 90 96 06 Switzerland ............... 78 84 .06
Philippines ................ 131 89 -42 Thailand ...........c.o000s 1.05 79 -.26
Indonesia .............o... 1.09 81 -.28 India .............co0eis 56 69 13
Hong Kong ............... 1.29 79 -50 Saudi Arabia .............. 1.04 60 -44
Australia ............00neel .53 54 01 Colombia ................. 5 52 -23
Russia .......cocovvviinnes 53 A7 -06 Sweden ............oeeneie 50 44 -.06
Colombia ...........oo0uet 33 32 -0l Venezuela ................. 97 .39 ~58
Chile .....oovvvininnnnnn 29 32 .03 Chile .......covvvviiinnnns 69 .38 =31
Venezuela ............oove 21 17 -.04 Indonesia .........cc.uuvus 61 35 -26
Argentina ................. 21 .16 -05 Russia ........cooeeennni. .35 34 -01
Saudi Arabia .............. 07 07 00 Argentind .............o00s .88 34 ~54
Total .........cvvvnninnnns 94.33 93.38 -95 Total .........coconvvnnens 91.64 91.18 -46

NoTe. Imports exclude oil. Here and in the following tables, components
may not sum to totals because of rounding.

Sourcke. International Monetary Fund (various years), Direction of Trade
Statistics (Washington: IMF); Census and Statistics Department (various years),
Annual Review of Hong Kong External Trade (Hong Kong: CSD); Director-
ate General of Budget, Accounting, and Statistics (various years), Statistical
Yearbook of the Republic of China (Taipei: DGBAS), Directorate General of
Customs (various years), Monthly Statistics of Exports: Taiwan District, the
Republic of China, December Issue, Part 2 (Taipei: DGC); Directorate Gen-
eral of Customs (various years), Monthly Statistics of Imports: Taiwan District,
the Republic of China, D ber Issue (Taipei: DGC).

Trade with the twenty-six economies represented
in the broad index accounted for well over 90 percent
of total U.S. imports and exports in 1997 (tables 1
and 2). Although the U.S. import and export weights
of several of these economies have shifted in the
intervening years, in some cases considerably, these
twenty-six economies still accounted for more than
90 percent of U.S. trade in 2003. Changes in U.S.
trading patterns are also reflected in changes in
some of the U.S. bilateral import and export shares.
For example, between 1997 and 2003, the largest

before and after the creation of the euro. Because trade among the
euro-area countries does not affect the competitiveness of euro-area
and U.S. products in third markets, the staff chose in 1998 to exclude
trade among the economies of the EU when calculating the U.S.
third-market competitiveness weights, again for the years before and
after the creation of the euro. This methodology was modified in 2003,
as is described later, For the years before the creation of the euro, the
broad index is based on dollar exchange rates for thirty-five curren-
cies, and index calculations for those years use separate currency
weights for the ten precursor currencies that merged into the euro at
the end of 1998, The currency weights for the ten precursor currencies
can be summed to obtain an implied weight for the eleven-country
euro area, (Belgium and Luxembourg used the same currency before
both countries adopted the euro.)

Note. Exports exclude gold and military items.
SOURCE. See table 1.

increases in U.S. bilateral import shares were
recorded by China (5% percentage points) and the
euro area (2 percentage points) (table 1). In contrast,
Japan’s share of U.S. imports dropped 4% percentage
points, and the U.S. import shares of Canada, Taiwan,
and Singapore decreased 1-1% percentage points.
Meanwhile, the largest increases in U.S. bilateral
export shares were recorded by Mexico (3 percentage
points) and China (nearly 24 percentage points), and
the largest decreases were registered by Japan, the
United Kingdom, and Brazil, whose export shares
declined 1-1% percentage points (table 2).

In 2003, no economies excluded from the broad
dollar index had shares of total U.S. imports or
exports that exceeded Y2 percent.!S For example,
none of the U.S. bilateral import and export shares of
the ten countries (located mainly in central and east-
ern Europe) that were admitted to membership in the
EU in 2004 reached Y4 percent. Hence, the staff chose
not to augment its indexes with additional currencies
at this time.¢

15. A second, necessary condition for including a currency in the
staff’s dollar indexes is ready availability of consumer price data for
the economy in question.

16, When an additional EU member country adopts the euro as its
currency, the staff will factor its trade into the calculation of the euro’s
weights in the dollar indexes. This treatment is analogous to the way
the staff factored in Greece's trade flows when Greece adopted the
euro as its currency in 2001, For more details on this action, see the
discussion later in this article.
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3. Currency weights in the broad dollar index,
1997 and 2003

Percent except as noted

Change
Economy 19971 2003 (percentage
points)
17.49 18.80 1.31
16.92 16.43 —-49
6.58 11.35 4.77
14.27 10.58 -~3.69
8.50 10.04 1.55
5.73 5.17 -.56
3.68 3.86 18
3.77 2.87 -90
2.65 2.33 -32
2.25 2.24 -01
2.87 2,12 -75
1.82 1.79 -.03
1.43 1.44 .01
Thailand .... 1.59 143 -.16
Australia? 1.31 1.25 -.06
Sweden? | . 1.22 1.16 -.06
India ....... s 88 1.14 26
Philippines ................ 1.18 1.06 -.12
Israel ....ooiiiiiiiiiinn 84 1.00 .16
Indonesia 1.25 95 -30
Russia ..........0 8 T4 -04
Saudi Arabia . .80 .61 -19
Chile ....... . 53 49 -.05
Argentina ... . 61 44 ~.18
Colombia ... . 49 41 -.08
Venezuela .......oooiveen .58 .30 -27
Total .........cvvivivnnnnn, 100 100 0
Memo: Major currencies
subtotal .......0000.l 58.37 54.84 -3.54

1. Weights are different from those given in table ! of Michael P. Leahy
(1998), “New Summary Measures of the Foreign Exchange Value of the
Dollar,” Federal Reserve Bulletin, vol. 84 (October), pp. 811-18. The differ-
ences are due both to updated data for 1997 and to a change in methodology,
which is discussed in this article.

2. Currency is in the major currencies index.

SOURCE. See table 1.

Some of the combined currency weights—the lin-
ear combinations of bilateral import weights, bilateral
export weights, and third-market competitiveness
weights—of the twenty-six currencies in the broad
dollar index underwent substantial changes between
1997 and 2003 (table 3). Reflecting the changes in
U.S. bilateral import and export shares discussed ear-
lier, the largest increases in currency weights were
recorded by China (4% percentage points), Mexico
(1% percentage points), and the euro area (slightly
more than 1% percentage points), whereas the cur-
rency weight of Japan fell almost 3% percentage
points and the currency weights of Taiwan and Sin-
gapore declined ¥%-1 percentage point. The euro and
the Canadian dollar remain the currencies with the
largest weights in the broad dollar index, whereas
the currencies of China, Japan, and Mexico now have
roughly equal weights at a slightly lower but still
substantial level. In 2003, the sum of the currency
weights of these five economies exceeded 67 percent.

The broad-index weights of these top five cur-
rencies evolved in different ways between 1980 and

1. Selected currency weights in the broad dollar index,
1980-2004

Percent

20

15

10

LT e e e ey
1980 1984 1988 1992 1996 2000 2004

Note. Weights vary by year.

2004 (figure 1).? The weight of the Japanese yen
rose in the early 1980s but declined significantly
throughout much of the 1990s, whereas the weights
of the euro and the Canadian dollar, while fluctuating
somewhat from year to year, changed little on bal-
ance. The weights of the Mexican peso and espe-
cially the Chinese renminbi increased steadily over
time. Indeed, according to the latest available annual
trade data, the weight of the renminbi in the broad
index now exceeds that of the yen and the peso.
Taken together, these fluctuations illustrate the impor-
tance of regularly updating currency weights if an
exchange rate index is to capture the implications of
changing patterns of trade for the competitiveness of
U.S. products in international trade.

The Major Currencies Index and the
OITP Index

Seven of the twenty-six currencies in the broad
index—the euro, Canadian dollar, Japanese yen, Brit-
ish pound, Swiss franc, Australian dollar, and Swed-
ish krona—trade widely in currency markets outside
their respective home areas, and these currencies
(along with the U.S. dollar) are referred to by the
Board’s staff as “major” currencies. The remaining
nineteen currencies in the broad index are those of
what the staff refers to as the “other important trad-
ing partners” (OITP) of the United States. On the
basis of these distinctions, the staff created two subin-
dexes of the broad dollar index that correspond to

17. For now, the weights in 2003 and 2004 are the same because
they are both based on annual trade data for 2003, The weights for
2004 will be revised after trade data for that year become available.
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these two groups of currencies. The two subindexes,
termed the major currencies index and the OITP
index, track the trade-weighted exchange value of the
dollar against the corresponding subsets of curren-
cies. The weights of the currencies in the two subin-
dexes are derived by rescaling the currencies’ respec-
tive weights in the broad index so that they sum to !
in each subindex. The share of the seven major
currencies in the broad dollar index declined moder-
ately between 1997 and 2003, from 58.4 percent to
54.8 percent, largely because of the growing relative
importance of China and Mexico in U.S. international
trade and the diminishing relative importance of
Japan,

Because the major currencies generally trade in
liquid financial markets, the major currencies index
can be used to gauge financial market pressures on
the dollar. In this role, the major currencies index is
the successor to the staff’s previous main dollar
index, the so-called G-10 index, which the staff no
longer maintains. A comparison of the performance
of these two indexes and an examination of the
causes of their different volatilities over certain time
periods are provided in the following section.

Because most currencies are traded essentially con-
tinuously, the values of the nominal broad, major
currencies, and OITP indexes can be computed on a
daily basis or, if desired, at even higher frequencies.
The highest frequency feasible for the correspond-
ing real indexes, however, is monthly because these
indexes require consumer price index data that are
available only on a monthly basis.

PERFORMANCE OF THE EXCHANGE RATE
INDEXES, 1980-2004

The staff’s dollar indexes have been successful in
summarizing major long-term fluctuations in the
dollar’s exchange value, as the major fluctuations in
the real broad, major currencies, and OITP indexes
over the past quarter-century correspond to identifi-
able events (some lasting several years) in foreign
exchange markets (figure 2). The period of dollar
appreciation in the early and mid-1980s and the
subsequent prolonged period of dollar depreciation
are tracked by the rise and subsequent fall of the
real major currencies and real broad dollar indexes.
The dollar’s real appreciation against several Latin
American currencies during the debt crisis of the
early and mid-1980s is reflected in the sustained
increase in the real OITP index over that period. The
sharp real appreciation of the dollar (and of other
major currencies) against the currencies of several

2. Real (price-adjusted) indexes of the foreign exchange
value of the U.S. dollar, 1980-2004
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Asian emerging-market economies in the wake of the
Asian crisis of 1997-98 is reflected in the run-up of
the real OITP index during that time.!8 The period of
broad-based dollar appreciation, which began in the
late 1990s, and the recent period of sustained dollar
depreciation, which began in early 2002 and has been
especially pronounced against the major foreign
currencies, are clearly visible in the fluctuations in
the real major currencies index. The relative stability
of the OITP index over the past-three years con-
trasts markedly with the drop in the major currencies
index and is due, at least in part, to the fact that the
exchange values of several currencies with large
weights in the OITP index are tied closely to the
dollar.

In December 2004, the real broad and real major
currencies indexes were about 8 percent above and
4 percent below their respective levels in January
1980 and were about 4 percent below and 11 percent
below their respective twenty-five-year averages. The
real broad and real major currencies indexes do not
appear to show any identifiable long-term trends.!® In

18. Currencies of Asian and Latin American emerging-market
economies make up the bulk of the OITP index.

19. The staff’s exchange rate indexes have the property (shared by
most chain-weighted indexes) that if the weights change over time but
eventually return to their initial values and if all exchange rates also
return to their initial values, the indexes will generally not return
to their respective initial values. This potentially undesirable property
can complicate the evaluation of longer-term changes in the indexes.
To examine the empirical relevance of this potential difficulty for
evaluating the apparent lack of a significant net change in the real
broad and real major currencies indexes over the past twenty-five
years, the staff considered alternative index formulas, such as those of
fixed-weight indexes, which do not share this potential difficulty (but
which, in turn, may have other potentially undesirable properties, such
as an inability to reflect the changing patterns of trade flows). The staff
found that the apparent lack of drift in the real broad and real major
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3. Nominal broad and OITP indexes of the foreign
exchange value of the U.S. dollar, 1980-2004

4. Nominal major currencies and G-10 indexes of the
foreign exchange value of the U.S. dollar, 1980-2004
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contrast, at the end of 2004, the real OITP index was
nearly 40 percent above its level in January 1980.
The net increase appears mainly to reflect the sus-
tained gain experienced during the 1980s, which was
not fully reversed even as the real major currencies
index declined substantially during the second half
of the 1980s and in the early 1990s. Over the past
twenty years, the real OITP index has changed little
on balance.?0

In contrast to the evolution of the real dollar
indexes, the nominal broad index and especially the
nominal OITP index have trended strongly upward
since 1980 (figure 3). (Note that the vertical scales in
figure 3 differ by a factor of ten.) The main reason for
the sustained increase is that several of the currencies
in the OITP index (and hence also in the broad index)
have depreciated sharply in nominal terms, usually
because of high inflation in the respective economies.
The nearly fortyfold net increase in the nominal
OITP index over this period stands in stark contrast
to the net increase of about 40 percent in the real

currencies indexes over the past quarter-century was also a feature of
the alternative indexes, an indication that the lack of drift is not an
artifact of chained weights.

20. The failure of the real OITP index to exhibit noticeable long-
term downward drift over the past two decades is somewhat puzzling
because the currencies of emerging-market economies may be
expected to experience secular real appreciation against the dollar and
other major currencies. Balassa (1964) and Samuelson (1964) argued
that because technological progress tends to be concentrated in the
production of internationally tradable goods, economies that experi-
ence sustained rapid technological progress, such as many emerging-
market economies, should exhibit a long-term rising real exchange
rate in terms of price indexes, such as consumer price indexes, that
include nontradables. See Bela Balassa (1964), “The Purchasing-
Power Parity Doctrine: A Reappraisal,” Journal of Political Economy,
vol. 72 (December), pp. 584-96; and Paul A, Samuelson (1964),
“Theoretical Notes on Trade Problems,” Review of Economics and
Statistics, vol. 46 (May), pp. 145-54.

Norte. Data are monthly averages of daily values.

OITP index that was noted earlier. This difference
illustrates dramatically that nominal exchange rate
indexes are poor measures of trade competitiveness
when inflation rates abroad differ widely from those
in the United States.

Two dollar indexes, the major currencies index and
its precursor, the G-10 index, cover currencies of
economies that experienced inflation rates roughly
similar to those in the United States during the past
three decades. Thus, even without adjustments for
prices, the evolution of these indexes can be informa-
tive regarding long-term trends in the competitive-
ness of U.S. goods relative to those of other industrial
economies (figure 4).2! The G-10 dollar index, cre-
ated in the late 1970s, was based on ten major curren-
cies, including five European currencies that later
merged into the euro. With the adoption of the euro
by Germany, France, Italy, the Netherlands, Belgium,
and Luxembourg at the beginning of 1999, this index
effectively became a six-currency index. The major
currencies index includes the same six currencies
as the G-10 index—the euro, Canadian dollar, Japa-
nese yen, British pound, Swiss franc, and Swedish
krona—and also the Australian dollar. The main dif-
ference between the two indexes is that the major
currencies index gives considerably less weight to the
euro and more weight to the Canadian dollar than
does the G-10 index.22 A second important difference
is in the updating of the currency weights: The major
currencies index uses weights that vary by year,

21. Although no longer maintained by the Board’s staff, the
G-10 index is still followed in the financial community, in part
because it forms the basis of certain exchange-traded futures
contracts.

22. The currency weights in the G-10 index are multilateral
weights, which are defined as the share of total trade (exports plus
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whereas the currency weights of the G-10 index are
fixed.

Even though these two nominal indexes have
evolved roughly similarly on balance over the past
twenty-five years, the G-10 index has witnessed fluc-
tuations of a greater amplitude during certain sub-
periods, especially from 1980 to 1988 and again from
1999 to the present. These two subperiods were char-
acterized by greater volatility of the dollar against
the European currencies than against several other
currencies, especially the Canadian dollar. The large
weight of the euro (and of its precursor currencies) in
the G-10 index, together with the fact that the swings
in the dollar’s exchange value against the euro were
large over the two subperiods, explains most of the
higher amplitude of the swings in the G-10 index.
The staff views the major currencies index as a better
indicator of the evolution of the competitiveness of
U.S. products against those made in the other major-
currency economies, especially over the period since
the euro was introduced as a traded currency.

REVISION OF CURRENCY WEIGHTS AND
IMPLEMENTATION OF METHODOLOGICAL
CHANGES

Because the currency weights of the staff’s dollar
indexes are based on annual data on international
trade, these weights will change as new trade data are
received. For example, during most of 2003, index
calculations for days or months in 2003 were based
on annual trade data for 2001, the latest year for
which such data were then available. In late 2003,
after annual trade data for 2002 were published, the
currency weights for 2003 were updated, and that
revision led to an update of the indexes as well. After
2003 trade data became available late in 2004, the
indexes for dates in 2003 were updated yet again. In
addition, past international trade data are occasion-
ally re-benchmarked and revised to incorporate new
information on trade flows and to correct previous
errors and omissions. Such changes may lead to
further revisions of the trade-based currency
weights.?

imports) of the foreign economies in the index. Largely because the
trade figures underlying these multilateral trade weights included
trade among the six countries that eventually became part of the euro
area, the weight of the euro in the G-10 index (obtained by summing
the individual currency weights for Germany, France, Italy, the
Netherlands, and Belgium/Luxembourg) is larger than its weight in
the major currencies index.

23. Such revisions are usually minor for years that precede the
immediately previous year.

Another source.of occasional revisions stems from
methodological changes. Three such changes have
been implemented since the current set of dollar
indexes was introduced in late 1998. First, after
Greece adopted the euro in January 2001, trade data
for Greece were included to compute the euro’s
weights in the dollar indexes.2* Because Greece is a
relatively small economy and much of its interna-
tional trade occurs with other euro-area countries, its
inclusion in the euro-area aggregate raised the euro’s
combined weight in the broad dollar index less than
0.1 percentage point. Second, starting with the annual
revision published in January 2002, agricultural
exports are no longer subtracted from U.S. exports in
the computations of the weights, either for the current
period or for past periods. This change was moti-
vated, in part, by the increasing level of processing
incorporated in U.S. agricultural exports, which
makes them less like pure commodities and more like
differentiated products. This modification simplified
the calculation of the bilateral export weights without
changing them significantly.

Prompted in part by Sweden’s referendum in Sep-
tember 2003, in which voters decided not to adopt the
euro as their national currency, the staff made a third
methodological change. It revised its practice regard-
ing the treatment of intra-EU trade in the calcu-
lation of the third-market competitiveness weights.
Although trade among euro-area countries continues
to be excluded from these calculations, starting with
the annual revision of weights published in Decem-
ber 2003, trade between the euro-area countries and
both Sweden and the United Kingdom, as well as
trade between Sweden and the United Kingdom, is
now included for the current year and for past years.
Because these three economies have important trade
ties with each other and because they are also impor-
tant trading partners of the United States, this meth-
odological change resulted in some fairly substantial
increases in the third-market competitiveness weights
and hence also in the combined weights of the euro,
the British pound, and the Swedish krona for the
entire sample period.

These methodological changes were announced on
the Board’s website when they were introduced. The
staff will continue to announce these and other revi-
sions, including changes in index weights caused by
shifting patterns of international trade and changes in
component currencies, as they are implemented. [

24. Because the drachma was not in the broad dollar index before
2001, the total number of currencies in that index remained unchanged
at twenty-six.



Industrial Production and Capacity Utilization:
The 2004 Annual Revision

Charles Gilbert and Kimberly Bayard, of the Board’s
Division of Research and Statistics, prepared this
article. Vanessa Haleco provided research assistance.

On December 22, 2004, the Board of Governors of
the Federal Reserve issued revisions to its index of
industrial production (IP) and the related measures
of capacity and capacity utilization for the period
from January 1972 to November 2004. Overall, the
changes to total industrial production were small
and almost entirely in the period from 2002 onward
(chart 1).! The levels, but not the rates of change, for
years before 1972 were also revised.

NortE. Charles Gilbert directed the 2004 revision and, with Kim-
berly Bayard, David Byrne, William Cleveland, Paul Lengermann,
Maria Otoo, Dixon Tranum, and Daniel Vine, prepared the revised
estimates of industrial production, Norman Morin, John Stevens, and
Daniel Vine prepared the revised estimates of capacity and capacity
utilization.

1. The production and capacity indexes and the utilization rates
referred to in the text and shown in table 1 are based on the data as

Measured from the fourth quarter of 2002 to the
third quarter of 2004, industrial output is reported to
have increased a little less than shown previously.
Production expanded more slowly in 2000 than ear-
lier estimates indicated, whereas the contraction in
2001 was a little less steep. The rise in output in 2002
was slightly stronger than reported earlier.

Although the level of IP was a bit lower in the third
quarter of 2004 than previously reported, the rate of
industrial capacity utilization—the ratio of produc-
tion to capacity—was revised upward. At 78.2 per-
cent, the utilization rate for total industry was 0.9 per-
centage point higher than previously reported but still
2.9 percentage points below its 1972-2003 average.
The current figures place the operating rate in manu-
facturing for the fourth quarter of 2003 and the third
quarter of 2004 about Y4 percentage point above their

published on January 14, 2005, Statements about previously reported
estimates refer to the data published in the December 14, 2004,
monthly G.17 release.

1. Total industrial production and capacity utilization, 1998-2004
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Norte. The shaded areas are periods of business recession as defined by the
National Bureau of Economic Research.

The lines that are labeled “revised” correspond to the data that extend to
December 2004 as published on January 14, 2005. The lines that are labeled

“earlier” reflect the data as published prior to the December 22, 2004, annual
revision. The “earlier” line for capacity extends through the end of 2004
because the capacity indexes are based on annual projections that are
converted to a monthly basis.
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1.

Revised rates of change in industrial production and capacity and the revised rate of capacity utilization, 2000-2004

Revised rates of change

Difference between revised
and earlier rates of change

Item pmz:i)o:i on (percent) (percentage points)
2000 | 2001 [ 2002 I 2003 I 2004 2000 I 2001 { 2002 I 2003 l 2004
Production
Total industry ............covvvvnnnns 100.0 1.9 -5.1 1.5 1.2 4.2 -4 2 1 -3 -1
Manufecturing ... 82.3 1.5 ~5.4 13 1.5 5.0 -5 2 2 -3 -9
Excluding high-tech industries ...| 77.4 ~1.9 4.9 7 4 4.1 -5 3 8 -2 -9
High-tech industries ........... 4.9 7.6 -10.1 8.1 18.7 18.6 -6 -~1.6 1.2 -26 -1.5
Mining and utilities .............. 177 42 ~3.3 2.7 -4 6 1 2 -3 -2 3
Capacity
Total industry ............covvinnnee 100.0 43 2.7 5 -2 1.2 2. 4 -1.2 -13 -4
Manufacturing ...........cooeninn 84.9 5.0 2.6 .0 -1 1.1 1 4 -1.1 -1.1 -5
Excluding high-tech industries ... 78.9 1.7 5 -4 -6 1 4 1 -2 -4 -1
High-tech industries ........... 6.1 38.8 274 8.0 8.4 134 3.4 25 7 -34 -71.3
Mining and utilities .............. 15.1 1.7 3.0 2.6 1.1 1.0 5 -1 -1.2 -13 A1
Capacity utilization (percent)
Total industry ..........cooviiiunns 100.0 80.7 74.6 75.4 76.5 78.8 -7 -8 2 1.0 9
Manufacturing ...........ooveeen 84.9 78.8 72.6 73.5 74.8 71.6 -8 -9 B 6 4
Excluding high-tech industries ...|  78.9 78.0 73.8 74.6 754 78.4 -1.0 =1 0 2 -2
High-tech industries ........... 6.1 86.1 60.8 60.9 66.7 69.7 3 22 -9 -3 1.8
Mining and utilities .............. 15.1 92.5 86.8 87.0 85.7 85.3 -2 .0 .8 1.7 1.9

utilization for 2004 refers to 2004:Q3.

NotE. The rates of change for years are calculated from the fourth quarter
of the previous year to the fourth quarter of the year specified. The capacity
utilization rates are for the last quarter of the year.
The difference between the revised and earlier rates of change for IP for 2004
is calculated for the period 2003:Q4 to 2004:Q3. The difference in capacity

earlier estimates. Excluding selected high-technology
industries, capacity utilization in manufacturing in
2003 and 2004 was little revised on balance (chart 2).
Capacity utilization rates at mines and utilities for the
third quarter of 2004 were about 2 percentage points

higher than reported earlier.

increase than the earlier estimates did.

The revision indicated that industrial capacity
expanded at a slower rate in 2002 and 2004 than
estimated previously. Capacity is reported to have
declined a bit in 2003; previously, a small increase
had been reported. The current figures for capacity
in 2000 and 2001 indicate a slightly stronger rate of

The updated IP and capacity measures incorporate
newly available and more-comprehensive source
data. Also, the revision introduced improved methods
for compiling sixteen monthly production series and
one new capacity series. The annual source data were
generally for 2002 and 2003, and the modified meth-
ods affected indexes largely from 1972 forward.
The main data source introduced in this annual IP
revision was the U.S. Census Bureau’s recently issued
2002 Census of Manufactures. Data introduced from
other Census Bureau publications included the 2002
Census of Services and the 2003 Services Annual
Survey (for publishing) and selected 2003 Current
Industrial Reports. Additional government source
data included annual data on minerals for 2002 and
2003 from the U.S. Geological Survey (USGS) and
updated deflators from the Bureau of Economic
Analysis. Also, the new monthly production esti-

High-tech industries include the manufacturers of semiconductors and related
electronic components, computers and peripheral equipment, and communica-
tions equipment.

mates reflect updated seasonal factors and include
monthly source data that became available (or were
revised) after the closing of the regular four-month
reporting window,

The capacity indexes and capacity utilization rates
were calculated using the revised production indexes;
results from the Census Bureau’s 2003 Survey of
Plant Capacity for the fourth quarter of the year; and
newly available data on industrial capacity from the
USGS, the Energy Information Agency of the De-
partment of Energy, and other organizations.

RESULTS OF THE REVISION

For the third quarter of 2004, total industrial pro-
duction was reported to be 115.9 percent of output
in 1997 (appendix table A.1), and capacity stood at
148.2 percent of output in 1997 (appendix table A.2);
both indexes are lower than reported previously.
However, because the downward revision to capacity
was larger than that to production, the utilization rate
for total industry in the third quarter of 2004 was
higher than earlier reports suggested.

Appendix tables A.3 and A.4 show the revised
rates of change of industrial production for market
groups, industry groups, special aggregates, and
selected detail for the years 2000 through 2004.
Appendix tables A.5, A.6, and A.7 show the revised
figures for capacity utilization, capacity, and electric
power use. Appendix tables A.3, A4, A.6, and A.7
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2. High-technology industrial production and capacity utilization
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Manufacturing comprises those industries included in the NAICS definition
of manufacturing plus those industries-—newspaper, periodical, book, and
directory publishing and logging—that have traditionally been considered to
be a part of manufacturing and are included in the industrial sector.

show the difference between the revised and earlier
rates of change as well. Appendix table A.5 also
shows the difference between the revised and previ-
ous rates of capacity utilization for the final quarter of
the year (the third quarter was used for 2004). Appen-
dix table A.8 shows the annual proportions of market
groups and industry groups in total IP.

Industrial Production

The revision indicated that the overall path of indus-
trial production was much the same as stated earlier.
The most significant feature of this revision—the
incorporation of the 2002 Census of Manufactures—
had little effect on the top-line estimates.

Production by Industry Groups

Relative to earlier reports, the current estimates for
manufacturing IP indicate a more moderate upward

High-technology industries are defined as semiconductors and related
electronic components (NAICS 334412-9), computers and peripheral
equipment (NAICS 3341), and communications equipment (NAICS 3342).

trajectory for 2003 and 2004. Like the revisions to
total industrial production, the revisions to manufac-
turing output in earlier years were minimal.

Across industry groups, the revision path indicates
that the output of durable goods manufacturers fol-
lowed a generally lower trajectory in recent years
than the previous estimates suggested. Industries that
contributed to the downward revision in 2003 and
2004 include the computer and electronic products
industry, the miscellaneous manufacturing industry,
the fabricated metal products industry, the machinery
industry, and the wood products industry.

Overall, the index for nondurable manufacturing
was a little higher than the previous estimates. In
2004, lower indexes for printing and support; chemi-
cals; plastics and rubber products; and apparel and
leather were accompanied by upward revisions to the
indexes for petroleum and coal products; food, bever-
age, and tobacco products; textile and product mills;
and paper.
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The revision indicated lower output in recent years
for the industries that have historically been defined
as manufacturing (namely publishing and logging)
but that are classified elsewhere under the North
American Industry Classification System (NAICS),
The rates of change for 2003 and 2004 are about
4 percentage points lower than previously published.

Regarding a few special aggregates (appendix
table A.4), the output of selected high-technology
industries—computer and peripheral equipment,
communications equipment, and semiconductors and
related electronic components—was lower in recent
years than previously estimated. Production is
reported to have fallen somewhat more steeply in
2001 and to have risen somewhat less in 2002, 2003,
and 2004. Relative to earlier estimates, the output of
computer and peripheral equipment is estimated to
have increased much more slowly in 2002 and 2004
and more quickly in 2003. The index for communica-
tions equipment is reported to have declined at a
faster pace in 2002 than was reported earlier; the
rebound in 2003 is shown to be markedly stronger.
The expansion of semiconductor output is estimated

3. Industrial production by market groups, 1988-2004

to have been much more moderate in 2003 and
somewhat stronger in 2004 than earlier estimates
suggested.

The revision found somewhat stronger output of
motor vehicles and parts in recent years. Relative to
earlier estimates, the index rose more in 2002 and
2003.

Production by Market Groups

Among major market groups, the production index
for final products and nonindustrial supplies is little
changed from earlier estimates for recent years. The
overall path of this index shows a rise in 2000, a
dropback in 2001, and then increasingly large gains
for 2002 through 2004 (chart 3). The revision
strengthened the output of consumer goods for 2001
through 2003; however, the increase in 2004 is esti-
mated to be a little lower. The production of business
equipment is reported to be somewhat weaker in
the 200004 period, on balance, than in the earlier
estimates. Production of defense and space equip-
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ment is reported to have risen a bit less in 2001
than earlier reports suggested, but the overall contour
of the index still shows solid gains since 2001. On
balance, the index for construction supplies is a little
stronger since 2000 than reported earlier. However,
the index for business supplies is weaker over the
same time period. The output of materials was also
weaker in recent years, particularly in 2003 and 2004;
production indexes for both the energy and non-
energy categories were revised downward.

Capacity

The general contour of manufacturing capacity shows
a slightly more rapid acceleration during the second
half of the 1990s and a sharper deceleration since
then. The revisions to the capacity indexes for dura-
ble goods industries were the principal contributors
to the changes in the contour of manufacturing capac-
ity. The estimates for nondurable manufactures over
the same time period are, on balance, little changed
from earlier reports.

Among selected high-technology industries, the
overall picture of rapidly expanding capacity in the
late 1990s followed by more-moderate increases still
remains. However, the revision suggested a slower
path of expansion in the 200004 period than indi-
cated previously. Excluding high-technology indus-
tries, manufacturing capacity contracted slightly in
2002 and 2003; the estimates show a small increase
for 2004 that is about the same as in the earlier
reports.

Capacity at mines decreased in four of the past five
years and has declined, on balance, more than previ-
ously estimated. In contrast, capacity at electric and
gas utilities accelerated sharply from 2000 to 2003,
although the current measures show, on balance, a
slower rate of expansion than previous estimates. For
2004, the increase in capacity at utilities moderated a
bit from the pace seen over the preceding four years.

The revisions to the capacity estimates for stage-of-
process groups occurred across all groups but were
most pronounced in the category for primary and
semifinished goods. For 2002 through 2004, the cur-
rent capacity measures exhibit lower rates of change
than previously reported for each stage-of-process
group.

Capacity Utilization

The revised rates of capacity utilization are some-
what higher than the previous estimates for recent

years, mainly because of downward revisions to
capacity. For the fourth quarter of 2003 and the third
quarter of 2004, the revised utilization rates for total
industry are about 1 percentage point higher than
the earlier estimates. Utilization rates were revised
upward for the three major industrial sectors—
manufacturing, mining, and electric and gas
utilitiecs—with the revisions concentrated in a few
industries in each sector.

Capacity utilization for total industry was 78.8 per-
cent in the fourth quarter of 2004, a level that is
2.3 percentage points below its 1972-2003 average.
At 85.6 percent in the fourth quarter, the operating
rate for industries in the crude stage of processing
was less than 1 percentage point below its long-run
average (chart 4). The utilization rates for industries
in the primary and semifinished processing group and
in the finished processing group for the fourth quarter
of 2004 were about 2 percentage points below their
respective long-run averages.

Operating rates in manufacturing industries were
revised up about Y4 percentage point in 2003 and in
2004; those changes accounted for about one-half of
the upward revisions to total industry capacity utili-
zation in each year. In both 2003 and 2004, some of

4. Capacity utilization by stage of process, 1967-2004
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5. Capacity utilization for selected high-technology
industries, 1995-2004

Capacity utilization Percent of capacity
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Note. The shaded areas are periods of business recession as defined by the
National Bureau of Economic Research.

the upward revision to manufacturing operating rates
was attributable to a lower aggregation weight being
accorded to high-technology industries; during this
time period, the high-technology industries had rela-
tively low utilization rates, but the downward revi-
sion to their weight reduced their drag on the overall
operating rate. In 2004, the upward revision to manu-
facturing operating rates was also, in part, attribut-
able to utilization rates in the selected high-
technology industries that were not as low as
previously published.

The operating rate for the selected high-technology
industries was 69.9 percent in the third quarter of
2004—1.8 percentage points above the previously
reported level and 11.6 percentage points above its
trough in the second quarter of 2002 (chart 5). On
balance for recent years, the revision placed utiliza-
tion in the semiconductors and related electronic
components industry at a higher rate than reported
earlier but indicated a lower rate for communica-
tions equipment. Operating rates in the computer
and peripheral equipment industry were not much
changed.

Outside the high-technology industries, manufac-
turing operating rates in recent years were, on bal-
ance, revised little. The current estimates for non-
durable goods manufacturers and for durable goods
manufacturers excluding the high-technology indus-
tries are little changed in 2003 and 2004. Over the
same period, particularly for 2004, the utilization
rates for other (non-NAICS) manufacturers are lower
than earlier estimates suggested.

Outside of manufacturing, the revision placed the
utilization rates for mines and for electric and gas
utilities at higher levels than reported earlier. The
upward revisions to the utilization rates for utilities
reflect a significant downward revision to the data on
electricity generation capacity. Less capacity at coal
mines and an upward revision to drilling activity
yielded higher operating rates in these industries that
more than offset downward revisions to utilization
rates elsewhere in mining. For the third quarter of
2004, the utilization rate at mines was 86.3 percent,
and the utilization rate at gas and electric utilities was
83.7 percent. Both measures are still below their
1972-2003 averages but roughly 2 percentage points
above their previous estimates.

TECHNICAL ASPECTS OF THE REVISION

The revision incorporated updated comprehensive
annual data and revised monthly source data used in
the estimation of production, capacity, and utiliza-
tion. As noted earlier, the revision included informa-
tion drawn from the recently released 2002 Census
of Manufactures. Additionally, this revision incorpo-
rated the 2003 Survey of Plant Capacity, other annual
industry reports, recent information on prices, and
revised monthly source data measuring physical out-
put and labor and electricity inputs to production.
Along with the individual production series and sea-
sonal factors, the annual value-added weights used
in aggregating the indexes to market and industry
groups were also updated.

Changes to Benchmark Indexes

The benchmark indexes for manufacturing—defined
for each six-digit NAICS industry as nominal gross
output divided by a price index—were modified in
the revision. The principal change to the indexes was
the inclusion of new information from the 2002 Cen-
sus of Manufactures and revisions to the information
in the 2001 Annual Survey of Manufactures. In addi-
tion, the benchmark indexes incorporated newly
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available price indexes on a NAICS basis from the
Bureau of Economic Analysis (BEA). The new price
data were not significantly different from the esti-
mates that had been used previously. The calculation
of nominal gross output for the benchmark indexes
was also revised for 1997 to the present. Previously,
nominal gross output for an industry was defined to
equal cost of materials plus value added. The updated
methodology subtracts from that figure the cost of
resold goods (those goods purchased by a manu-
facturer and then resold without any material
transformation).

Changes to Individual Production Series

With the revision, the monthly production indicators
for some series have changed. The source data for
eleven industries were switched from electric power
use to production-worker hours. These industries,
which constituted 6.6 percent of IP in 2003, are the
following:

other animal food (NAICS 311119)
soft drink and ice (31211)
wood container and pallet (32192)
paving, roofing, and other petroleum and coal
products (32412,9)
5. pesticide and other agricultural chemicals
(32532)
6. concrete and product (32732-9)
7. forging and stamping (3321)
8. coating, engraving, heat treating, and allied
activities (3328)
9. motor vehicle metal stamping (33637)
10. household and institutional furniture and kitchen
cabinet (3371)
11. medical equipment and supplies (3391)

Ealh o e

The decision to switch the monthly indicators for
these industries resulted from a deterioration in the
sample of utilities that report for these industries as
well as from a review of the historical annual rela-
tionships between the output benchmarks and the two
corresponding inputs to production.

The revision also incorporated new physical prod-
uct indicators for five industries, which made up
1.4 percent of IP in 2003:

aluminum foundries (NAICS 331521,4)
machine tools (333512,3)

engine manufacturing (333618)
mattress manufacturing (33791)

book publishing (51113)

Aol Sl

Previously, these industries were combined with other
industries in single IP indexes and then estimated
from production-worker hours. Although not pub-
lished, the additional series raised the total number of
individual output indexes that make up industrial
production to 300.

The aluminum foundries industry (NAICS
331521,4) was formerly grouped with other nonfer-
rous foundries in a single IP index based on
production-worker hours. For 1992 and forward, this
revision established separate indexes for aluminum
foundries and for other nonferrous foundries. The
production indicator for the new index for aluminum
foundries is a value-weighted aggregate of quarterly
shipments of dies, permanent molds, sand castings,
and other castings, for which the underlying data are
obtained from the Aluminum Association. In 2003,
dies made up 56.5 percent of the total product value
of this industry, sand castings made up 21.4 percent,
permanent molds made up 21.9 percent, and the other
castings made up the very small remainder. These
data are available from 1994 forward; the indexes for
1992 and 1993 were estimated based on production-
worker hours. The separate index for other nonfer-
rous foundries (331522,5,8) is based on production-
worker hours.

The machine tools industry (metal cutting and
forming machinery, NAICS 333512,3) was formerly
grouped with other metalworking machinery in a
single IP index based on production-worker hours.
For 1992 and forward, the revision introduced a new
index for the machine tool industry that is based on
quarterly shipments data from the Census Bureau.
Other metalworking machinery (333511,4,5,6,8) is
now a separate index based on production-worker
hours. The Census Burean’s Current Industrial
Report on Metalworking Machinery (MQ333W)
provides data on shipments for a variety of machine
tools, including boring and drilling machines; gear-
cutting machines; grinding and polishing machines;
lathes; milling machines; machining centers; punch-
ing, shearing, bending, and forming machines; and
presses. Both unit and revenue measures for ship-
ments are used to construct a Fisher index of real
shipments. A model-based estimate of the change in
inventories (see box “The Estimation of Inventories
for the Machine Tool Industry”) is then added to the
shipments index to compute a production index.

Engine manufacturing (NAICS 333618) was for-
merly grouped with power transmission equipment
in a single IP index based on production-worker
hours. For 1992 and forward, engines and power
transmission equipment are separate indexes. The
NAICS industry 333618 comprises manufacturers of
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The Estimation of Inventories
for the Machine Tools Industry

-In the inventory model used in the estimation of machine
tool production, manufacturers are assumed to want to
--hold.-inventories proportional to their expected ship-
. ments, The estimate of inventory change is computed as
the sum of three components: a trend rate of stockbuild-
[ing, a ‘portion of the adjustment to inventories that a
“manufacturer would need to make in order to reach a
* desired inventory level, and the impact on stocks of a
‘de\_'muon of shipments from expectations. Three param-
eters are required for the model: (1) a target for the ratio
.of ‘inventories to expected sales, (2) a parameter that
 indicates-how quickly manufacturers try to make up the
~ deviation from their target inventory level at the end of
--the’ pnevxous quarter, and (3) a parameter that indicates
the degree to which surprises in shipments are offset by
. changes.in actual production in the same quarter. The
_parameters values were chosen by examining industries
for which shipments data exist and either production or
mventory data exist. The primary criterion for the selec-
tion ‘of parameter values was to maximize the R? statistic
"attained‘ when regressing the period-to-period rate of
change for the seasonally adjusted production series on
‘_{the rate of change for the output estimate from the model
~(which is equal to shipments plus the model’s estimate of
.the change in inventories). In addition to just maximizing
‘;‘the average R? statistic over all of the industries exam-
‘ined; it was also undesirable for the R? statistic to
_decrease rapidly as a result of small perturbations in the
. parameter values. The parameters that resulted from this
" estimation procedure seemed plausible. The target for the
ratio of inventories to expected shipments was selected to
be 0.3 quarter, or equivalently one month, of supply.
Surpnses in shipments were estimated to be mostly offset
by production changes within a quarter—only 20 percent
of the surprise feeds through to inventories by the end of
‘- the quarter. Last, it was estimated that during a quarter,
- manufacturers try to close about 40 percent of any gap
, bctween actual and target inventory levels that existed at
the, begmnmg of the quarter.

internal combustion engines except those who pro-
duce automotive gasoline engines or aircraft engines.
Monthly diesel engine assemblies from Stark Com-
munications, Inc., provide the production indi-
cator for the new index for engines. The remainder of
the previous grouping—speed changers, drives,
gears, and power transmission equipment (NAICS
333612,3)—is now a separate index and is still based
on production-worker hours.

The output of mattresses (NAICS 33791) was for-
merly grouped with the output of blinds and shades
(NAICS 33792) in a single IP index called “Other

furniture related product,” and the estimates were
based on production-worker hours. Under the revi-
sion, mattress production for 1987 and forward is
based on monthly unit sales data for mattresses and
foundations from the International Sleep Products
Association (ISPA). The blinds and shades index
continues to be based on production-worker hours.

The ISPA data come from a monthly survey of
leading producers of mattresses and foundations.
According to the ISPA, survey respondents in 2003
represented more than 60 percent of industry unit
shipments and nearly 75 percent of wholesale dollar
sales. In addition to providing information from
survey respondents, the organization estimates ship-
ments and sales for the industry as a whole. The ISPA
issues information separately for mattresses and for
foundations; however, currently not enough history
exists for the two components to be independently
weighted.

Previously, the output of the book publishing
industry (NAICS 51113) was grouped with the output
of other publishing operations except newspapers
(51112,4,9) into a single index called “Periodical,
book, and other publishers” and was based on
production-worker hours. The revision introduced a
new index for book publishing that begins in 1987
and is estimated separately from the other publishing
operations. The new index for periodicals and other
publishers is based on production-worker hours.

The new index for the book publishing industry is
based on gross sales listed in the monthly reports
issued by the Association of American Publishers. A
Fisher index of real sales is constructed from sixteen
separate categories of books and is used as the indica-
tor for the book publishing series. The underlying
gross revenue data are deflated by detailed producer
price indexes from the Bureau of Labor Statistics.
Because of the volatility of the sales data, the
monthly production index is a three-month centered
moving average in which the data for the second
month are more heavily weighted than are the data
for the first or third month.

The new book publishing index will continue to be
published as part of the aggregate index for “Periodi-
cal, book, and other publishers” (NAICS 51112-9).
Book publishing comprises approximately 20 percent
of the aggregate index and about 1 percent of total IP.

Table 2 shows the 2003 value-added proportion
of data by type available in each month of the four-
month IP publication window. The first estimate of
output for a month is preliminary and is subject to
revision in each of the subsequent three months as
new source data become available. As the table indi-
cates, by the third revision (the fourth month of
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2. Proportion of industrial production data
by type in reporting window, 2003

3. U.S.LAN equipment, 1997-2003

Value of
Percent Period Production Price production
. index index (millions
Month of estimate of dollars)
Type of source data
Ist l 2nd I 3rd I 4th Annual estimates
(11;;97=mo)
Physical produet ................. 2.1 408 499 501 7., 100.0 1000 129354
Pmducﬁomrker hours ......... M7 347 347 347 722 143295
Electric power use . 0 11.7 1.7 117 59.1 17,138.9
Received ..... ggg 872 964 935.2 25 207327
Estimated . ... ) 36 . : 205,
3 128 28 156351
Total industrial production ..... 1000 1000 1000 1000 254 13549,
Quarterly estimates
(1199997=100)
i ical- i 7.Q1 .... 7.7 1080 107672
an estimate), the physical-product content of IP is P - n g0 T
50.1 percent. Q... ool 1092 g;.g i:;%gg
The revision incorporated refined methods for a Qb v 1243 : e
few series. The coverage was broadened for some of 1908 wovorersseerernennnes 136 02 141206
the motor vehicles parts series to include more infor- 1607 676 14002
mation for engines, brakes, transmissions, and axles. ' ‘ T
This revision also included new methods for the 2124 §8 0%
production indicator for electronic computers; the 4 28 110868
new estimates incorporate a refined concordance s6rs sa 18'692'5
between trade data from the Census Burean and the 3044 49:2 %?:322:‘
3229 53. 7517
source data for computer sales. e 27 s
391.3 81 222534
; 3368 422 933.4
LAN Equipment 3403 a6 177417
363.4 380 17,9384
The 2000 revision introduced a new IP series for the 353.9 34.5 16,381.3
production of local area network (LAN) equip- : 3 1o
ment (routers, switches, and hubs). The series is not 3702 302 14,438.5
published in the monthly statistical release, but it is 3143 265 135145
included in the broader IP aggregate for communica- 4345 22 139939
tions equipment and updated on an ongoing basis.? 4407 217 123361

Table 3 updates the results for LAN equipment.

Changes to Individual Capacity Series

The revision to the capacity indexes used updated
information for the publishing industry, for which
there had been a gap in the collection of operating
rates. Through 1998, the Survey of Plant Capacity
(SPC), which covers the manufacturing sector, was
conducted under the Standard Industrial Classi-
fication (SIC) system. The SIC system included
the publishing industry in the manufacturing sector.
In 1999, the SPC began to be conducted under
NAICS, which excludes the publishing industry from
the manufacturing sector. In 2002, the Census Bureau
recommenced collection of publishing industry data
under the SPC. The release of the 2003 SPC provided

2. Carol Corrado, “Industrial Production and Capacity Utilization:
The 2000 Annual Revision,’ Federal Reserve Bulletin, vol, 87
(March 2001), pp. 132-48, (www.federalreserve.gov/pubs/bulletin/
2001/0301scnd.pdf).

the Federal Reserve Board with two consecutive data
points for the publishing industry and enabled the
interpolation of industry information for the missing
years 1999-2001.

The revisions to the capacity indexes also incor-
porated the BEA’s capital flow table for 1997. This
table provided a detailed breakdown of the asset
composition of industry investment. The Federal
Reserve used the capital flow table to estimate annual
asset-by-industry investment flows—which is the first
step in constructing measures of industry capital
input. Before the current revision, the Federal
Reserve used data for thirty-five asset categories; this
revision added a thirty-sixth, software investment.

Finally, the capacity series for semiconductors was
split into two components. One covers microproces-
sor units (MPUs), and the other covers non-MPU
semiconductors, such as memory, logic, and other
integrated circuit chips. Neither component will be
published.
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Weights for Aggregation

The IP index is an annually weighted Fisher index.
This revision used information from the Census
of Manufactures to obtain updated estimates of the
industry value-added weights for the aggregation of
IP indexes and capacity utilization rates. The Federal
Reserve derives estimates of value added for the
electric and gas utility industries from annual revenue
and expense data issued by other organizations.

The weights for aggregation, expressed as unit
value added, were estimated using the latest data
on producer prices. Appendix table A.8 shows the
annual value-added proportions incorporated in the
IP index from 1996 through 2004.

Revised Monthly Data

The revision incorporated product data that became
available after the regular four-month reporting win-
dow for monthly IP had closed. One example is the
data on wine and tobacco issued by the Department
of the Treasury’s Alcohol and Tobacco Tax and Trade

Bureau. These data were released with too great a
lag to be incorporated in the monthly IP estimates;
however, the data were available for inclusion in the
annual revision.

Revised Seasonal Factors

Seasonal factors for all series were reestimated using
data that extend into 2004. Factors for production-
worker hours, which adjust for timing, holiday, and
monthly seasonal patterns, were updated with data
through September 2004 and were prorated to corre-
spond with the seasonal factors for hours aggregated
to the three-digit NAICS level. Factors for the elec-
tric power series were reestimated using data through
June 2004. The updated factors for the physical prod-
uct series, which include adjustments for holiday and
workday patterns, used data through at least Septem-
ber 2004. Seasonal factors for unit motor vehicle
assemblies have been updated, and projections
through June 2005 are on the Board’s website at
www .federalreserve.gov/releases/g17/mvsf.htm.

Appendix tables start on page 19
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APPENDIX A: TABLES BASED ON THE G.17 RELEASE, JANUARY 14, 2005

A.1. Revised data for industrial production for total industry
Seasonally adjusted data except as noted

Quarter Annual
Year Jan, | Feb. | Mar. | Apr. | 'May { June | July | Aug. | Sept. | Oct. | Nov. | Dec. Py
g

TERERE

Industrial production (percent change)

24 9 8 1.0 0 3 A 1.3 8 13 11 1.2 178 19 5.7 14.6 9.6
6 1.5 0 -2 N 1 4 ~1 9 6 5 -3 117 32 37 5.8 8.2
-7 -3 0 -1 .6 -1 1 -9 1 -4 -33 -35 -38 4 =17 -149 -4
-13 -24 -10 0 -1 N 1.1 9 L3 4 3 13 =239 55 107 88 -89
14 9 .0 N 4 .0 6 7 2 .1 15 1.0 125 52 5.1 78 7.8
-6 1.5 1.2 9 8 N 3 d 5 3 1 A 84 125 5.1 3.2 77
-14 5 1.9 1.9 4 N 0 4 3 8 8 6 -15 163 3.6 7.3 55
-7 6 3 -10 N .0 -2 -7 Aq 5 -1 2 1.8 ~3 ~15 14 3.0
4 0 ~4 =20 =25 -13 -6 3 1.6 1.2 1.7 6 1.5 -159 62 159 -26
-5 -5 5 -4 N 5 N 0 -7 -7 =Ll -1l 9 14 42 86 1.3
-1.9 1.9 -7 -8 =7 -4 -4 -8 -4 -8 -4 -8 ~75 -50 -60 -76 51
19 -6 9 1.2 N 6 1.6 1.1 1.6 8 3 5 44 94 148 109 2.6
21 4 .5 6 5 4 3 B -2 -1 4 1 12.5 6.2 29 5 9.0
-3 4 B -2 .1 .0 -7 5 4 -4 3 1.0 1.1 5 -7 26 13
5 -8 -6 0 2 -3 6 -2 2 4 5 9 24 26 1.6 4.6 1.0
-3 1.3 B! 6 N S5 6 N 2 1.5 5 5 5.5 70 7.0 9.8 5.1
0 4 3 5 -1 2 2 5 -3 6 2 4 34 33 2.1 32 5.0
3 -5 K] -1 -7 0 -9 1.0 -3 0 3 Ni 15 -19 =25 20 9
-6 9 5 0 .1 3 -2 3 2 -7 -12 -1 26 29 1.3 =59 9
-5 -6 -5 2 1.0 1.0 0 B! 8 -2 -1 -3 15 2.6 5.6 9 -15
-6 N 8 N 5 .0 8 -4 2 N 4 .0 -3 7.1 2.7 39 2.8
5 4 0 3 -4 2 3 q 4 Ni 5 5 37 1.1 22 6.3 33
4 0 1.0 5 6 N 2 5 2 9 6 11 52 1.5 5.2 8.1 54
3 Ki) 1 0 2 3 ~4 1.4 4 -2 2 5 52 1.0 3.8 3.7 4.8
-9 1.5 -2 9 N 9 =1 N 6 A 9 N 1.7 8.3 5.5 64 43
3 1.2 5 2 4 5 6 1.0 9 8 6 4 8.6 5.7 8.6 9.5 73
5 2 2 6 5 -4 -2 19 -3 8 -2 2 4.6 43 34 4.5 58
6 4 4 2 N .0 6 6 -3 1.2 5 1.0 4.4 43 4.7 74 45
-1 4 6 a 6 0 -5 -3 4 -5 -1 -2 4.7 67 -~14 =20 43
2001 ........ -1.0 ~6 -3 -2 ] -6 -4 -1 -5 -4 -5 0 67 46 47 -42 -36
2002 ........ N -2 .6 4 2 N -1 0 0 -5 1 -4 2.3 4.4 1.7 23 -3
2003 ........ 2 B -4 -9 q 3 6 -1 Ni 2 1.0 2 -7 40 4.1 57 0
2004 ........ 3 1.1 -3 5 a -4 N 1 -3 8 2 8 5.6 43 27 4.1 4.1

Industrial production (1997 = 100)

504 508 513 513 515 515 522 526 533 539 545 504 514 521 539 519

557 557 555 559 560 562 562 566 S70 573 571 554 S58° 563 571 562

565 565 565 568 567 568 562 563 561 542 523 566 567 564 542 560

504 498 498 498 501 506 511 518 520 521 528 506 499 512 523 510

540 540 544 546 546 549 553 554 555 563 569 538 545 552 563 550

5§74 581 587 591 595 597 598 601 603 603 . 604 574 591 599 603 592

598 609 621 624 628 628 630 632 637 642 646 601 624 630 641 624

645 647 640 645 645 644 639 640 643 643 644 644 643 641 643 643

647 644 632 616 608 604 606 616 623 634 637 646 618 609 631 626

63.1 634 631 636 639 643 643 639 634 627 621 633 635 642 627 634

621 616 611 607 605 602 597 595 590 587 582 615 607 598 586 602

500 595 602 607 610 620 627 636 642 643 647 593 606 628 644 618

663 666 670 673 676 678 619 677 617 680 680 663 673 678 619 673

68.1 682 681 682 682 677 681 684 681 683 690 681 682 681 685 682

689 684 684 686 683 688 686 688 69.1 694 700 689 684 687 695 689

707 708 712 717 720 725 730 731 742 746 749 704 716 729 746 724

752 754 758 757 759 760 764 762 766 768 771 752 758 762 768 760

79 771 711 765 766 159 766 763 763 765 770 711 767 763 166 767

772 716 716 776 719 117 779 WY M5 166 61 171 77T 719 167 7114

752 749 750 758 765 765 766 713 771 7710 768 753 757 768 770 762

769 715 780 784 783 789 786 787 793 196 796 769 782 788 795 784

804 804 806 803 805 808 808 812 8.7 8.1 86 803 8.5 89 822 809

830 837 842 847 853 855 859 861 8.8 874 883 832 847 858 875 853

886 887 886 888 891 887 899 903 902 94 909 886 888 8.7 9035 894

914 9L1 920 926 934 933 939 945 946 955 962 908 927 939 954 932

X 976 981 983 987 992 998 1008 101.7 1025 1032 103.6 974 987 1008 1031 100.0

1998 ........ 1041 1042 1045 1052 1057 1053 1051 1070 1067 1075 1073 1075 -1043 1054 1063 1074 1058

1999........ 1082 1086 1090 1093 1100 1100 1107 1114 1110 1123 1128 1139 1086 1098 1110 113.0 1106

2000 ........ 1138 1143 1149 1157 1164 1164 1159 1155 1159 1154 1152 1150 1143 1162 1158 1152 1154

2001 ........ 1138 1131 1127 1125 1119 1113 1108 1107 1101 1097 1092 1092 1132 1119 1106 1094 1113

2002 ........ 1099 1097 1103 1107 1110 1118 1117 1116 1116 1111 1112 1107 " 1100 1112 1116 1110 1110

2003 ........ 1109 1110 1106 1095 1096 1099 1106 1105 1113 1116 - 1127 1129, 1108 1097 . 1108 1124 1109

2004 ........ 1132 1144 1141 1147 1155 1151 1159 1160 1157 1166 1168 1178 1139 1151 1159 1171 1155
NoTe. Monthly percent change figures show the change from the previous Estimates from October 2004 through December 2004 are subject to further

month; quarterly figures show the change from the previous quarter at a revision in the upcoming monthly releases.

compound annual rate of growth. Production and capacity indexes are expressed 1. Annual averages of industrial production are calculated from not season-

as percentages of output in 1997. ally adjusted indexes.



20 Federal Reserve Bulletin [0 Winter 2005

A.2. Revised data for capacity and utilization for total industry
Seasonally adjusted data

Quarter A i

Year Jan. | Feb, | Mar. | Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. naua

avg.

1 I 2 l 3 I 4
Capacity (percent of 1997 output)

615 617 618 620 622 624 608 612 617 622 615
638 640 642 644 646 648 627 633 640 646 637
660 662 664 665 666 668 652 657 662 666 659
676 677 619 680 681 682 610 674 677 681 676
692 694 695 697 699 700 685 690 694 699 69.2
712 714 716 718 720 722 703 708 714 720 712
736 738 740 742 744 746 726 732 7138 744 735
757 759 761 762 764 765 749 754 759 764 756
775 716 718 779 781 783 768 772 776 781 714
795 797 799 8.1 803 8.5 786 791 797 803 794
81.7 818 820 8.1 82 83 8.8 814 818 822 816
826 827 827 828 829 829 824 826 827 829 826
837 839 841 842 844 846 831 835 839 844 837
859 8.0 862 84 8.5 867 849 855 860 865 857
875 816 817 878 879 881 869 872 876 879 874
801 892 894 895 896 897 883 888 892 896 890
90.2 903 90.3 904 905 90.6 89.9 90.1 90.3 90.5 90.2
917 919 921 923 925 927 909 914 919 925 917
940 942 944 945 947 948 931 937 942 947 939
957 959 960 961 963 9.4 951 955 959 963 957
977 979 980 982 984 ggg 967 973 979 984 976

1023 1026 1029 1033 1036 1040 1005 1017 1026 103.6 1022

141.0 1414 1419 1423 1428 1432 1385 140.0 1414 1427 1407
1456 1459 146.1 1464 1466 1468 1439 1450 1459 1466 1453
1475 1475 1474 1474 1473 1472 1472 1475 1475 1473 1474
1467 1468 1468 1469 1469 1470 1470 1468 1468 1469 1469
148.1 1482 1484 1485 1487 1488 1473 147.8 1482 1487 148.0

Utilization (percent)

6 850 859 866 874 829 839 844 867
8§ 883 885 887 882 883 81 881 885
9 848 843 814 783 868 862 852 813
5 763 764 765 713 755 740 155 767
7 797 796 807 813 786 791 796 - 805
. . X R 7 839 839 838 836 816 834 838 838
824 837 8.1 852 B5S5 8.2 853 83 89 863 866 827 852 853 863

00 00 QO 00 ~J ~J 0O GO a0
99529’)95"52?":“
WOV ARLODNL

861 862 851 855 853 850 842 842 844 842 841 860 853 845 842
842 838 819 797 786 779 780 792 800 811 814 841 801 784 808
8.3 805 8.0 803 805 8.9 8.7 8.0 792 782 772 805 803 805 782 799
768 760 752 746 741 737 730 726 719 715 708 761 746 731 714 7138
716 721 730 735 739 750 758 769 715 777 780 719 734 159 717 747
798 801 804 807 809 810 809 806 804 8.5 804 798 807 808 804 804

802 802 799 797 796 789 791 793 789 790 797 80.1 797 791 7192 795
792 786 785 786 782 786 784 784 787 789 195 793 785 785 790 188
800 800 803 807 810 813 818 818 829 83 85 797 807 816 832 813

837 839 842 841 842 843 847 844 848 848 851 837 842 845 849 843
846 847 845 838 836 827 833 829 827 827 8.1 848 840 829 828 836
830 832 830 829 830 827 87 828 80 809 8.2 89 89 8.7 B8lLl 824
791 786 786 794 800 799 799 B80S 802 800 796 792 794 801 799 796
795 800 804 806 804 808 8.3 803 8.7 809 8.8 795 804 805 808 803
813 811 813 809 809 811 8.0 812 817 819 82 812 810 8.1 819 813
822 828 830 833 836 836 837 836 841 843 849 825 833 836 844 835
845 843 839 837 8.6 829 837 837 832 830 8.0 845 837 834 8.0 837
827 821 85 827 8.1 86 88 829 826 830 832 822 828 828 829 827
837 837 835 834 834 835 838 B4l 843 843 841 835 834 838 842 837
836 833 834 833 85 819 831 824 827 821 820 837 831 85 83 829
821 821 819 8.2 819 821 83 B8L7 83 84 89 821 80 80 85 8.2
825 827 829 832 829 82 8.7 8.7 8.1 807 803 8.6 8.0 819 8.7 820
786 781 T8 772 766 761 759 754 150 745 744 787 772 758 746  76.6
746 749 751 153 758 757 757 157 754 7155 752 747 154 757 754 7153
755 752 746 747 749 754 753 758 760 767 768 754 747 755 765 755
7 114 777 782 7718 T8 783 780 785 786 792 713 719 782 788 780

NotE. See also general note to table A.1.
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A.3. Rates of change in industrial production, by market and industry group, 2000-2004!

. Difference between rates of change:
NAICS Rev1mc(!preart§cztt')change revised minus earlier
Item code? (percentage points)
2000 | 2001 l 2002 l 2003 { 2004 2000 ‘ 2001 l 2002 l 2003 l 20042
Total industry .............c.coevvvviens e 1.9 -51 1.5 1.2 4.2 -4 2 1 -3 -7
MARKET GROUP
Final products and nonindustrial supplies . . 2.0 -4.7 6 17 4.5 -4 3 Bl 5 -7
Consumer g00dS .........c.cvevveernnns 9 ~-1.5 1.6 1.3 2.7 -1 N 6 8 -6
Durable ..........coooiiiviiiiiiinn -2.1 -1.3 6.4 33 1.6 2 1.6 4 3 -7
Automotive products .............. 4.5 23 10.1 52 1.3 5 1.2 2 3 =23
Home electronics ................. 137 5.8 -4.0 34.8 =17 -2.0 16.1 -84 9.8 -2.2
Mpphances, furniture, carpeting -9 -34 1.8 1.4 2.8 -3 -14 0 4 26
ellancous goods -1.5 .6 4.3 -3.5 3.0 ~-1.2 1.5 1.9 -13 .8
Nondurable ..... 20 ~-1.6 ~2 4 3.1 0 3 5 8 -5
Non-energy 8 -8 -2.3 8 39 -2 3 5 8 -8
Foods and tobacco ............. 1.2 -1.2 -3.6 24 4.1 5 -6 2 4.0 13
Clothing ...............ocvuns ~1.7 -20.8 -9.7 ~-14.9 -4.8 -2.2 -5.6 -1.3 -1.7 ~2.6
Chemical products ............. 38 7.0 9 6 36 -6 4.0 2.7 -2.9 =3.0
Paper products ................. -2.0 -2.7 -8 6 6.3 -9 6 B! 4.9 -4.3
ENeIBY «vvvvvvneiniiiinniininions 79 =52 10.1 ~1.4 -3 8 6 1.3 6 4
Business equipment ................... 6.2 -13.3 -2.6 47 9.9 -6 -5 -1.2 1.9 -1.3
Transit .....ooovvveeen.ns -11.7 -3.5 ~12.6 2 11.6 -5 2.5 2.5 35 24
Information processing ... 19.8 -17.4 37 16.3 10.1 6 4.6 -9.2 7.9 -4.0
Industrial and other ................. 36 -13.7 2.1 -5 9.3 -1.3 14 3.0 -1.8 -8
Defense and space equipment .......... -4.3 8.0 38 53 6.9 -13 -44 2 a -4
Construction supplies .................. =11 -5.0 1 6 4.3 ~9 1.5 -4 -5 1.5
Business supplies ...........coo0ii00nn 23 =55 14 0 4.3 -6 R 1 -14 =21
Materials .....oovviierie e 1.9 -5.6 2.8 5 3.7 -4 1 2 -14 =1
NON-ENEIZY +vvvvvvvrerseeiraneineiians 1.8 6.5 35 8 5.3 -6 B! 5 -1.6 -9
Durable ........ 4.9 -7.2 4.6 2.2 6.9 -7 -1 3 ~2.0 -9
Consumer parts ~-8.5 =79 7.1 27 2.1 -14 -8 4 N A
Equlpment parts 222 =79 6.2 5.8 157 -8 -5 3 ~-5.9 Bl
..... -4.3 .2 1.9 -9 2.7 -4 6 4 -4 -1.6
Nondurable cees -3.9 -5.2 1.7 ~1.3 2.6 -2 A 8 -8 -8
Textile .o -10.2 ~9.5 2.0 -13.0 =5.1 -4 2.2 3.0 =27 1.5
Paper ........oooiiiiiiiiee, 4.1 -6.3 2.1 —43 32 6 -2 6 2 -1.0
Chemical ..................c00un -4.4 -4.6 21 2.0 4.2 -5 5 4 =7 -9
ERergy .ooovvviviiieiiiiiiiiiiiiia, 1.9 -2.8 4 -3 -4 2 0 -6 -8 -1
INDUSTRY GROUP
Manufacturing® .......... L5 ~54 13 1.5 5.0 -5 2 2 -3 -9
Manufacturing (NAICS) .. 1.7 =53 1.6 1.6 5.0 -5 2 3 -1 -7
Durable manufacturing . 4.1 -12 32 33 6.7 -7 A 2 -4 -8
Wood products ..............eele -6.9 -1.6 0 3.2 5 -4 6 1.8 -6 =11
Nonmetallic mineral products ..... 327 -34 -2.5 3 1.7 4.3 -18 3.1 ~1.8 5 39
Primarymetal ...............co.ee 331 -10.2 -8.7 7.1 6 4.8 -1.0 2.0 36 1.2 -28
Fabricated metal products ......... 33 0 -8.6 -2 -29 32 0 -2 -1 -1.1 -1.0
Machinery .............coeeiiian 333 1.8 -16.7 1.3 6 122 -6 3 2.2 ~2.2 -6
Computer and electronic products ..| 334 29.0 -9.0 5.6 14.5 14.9 -4 -14 ~5.2 -1.2 -9
Electrical equipment, appliances,
and components ............. 335 2.5 ~14.7 =3.2 11 4.7 2 ~-1.9 -3.0 0 =7
Motor vehicles and parts .......... 3361-3 -9.7 =21 11.3 4.8 25 -6 7 14 1.0 -9
Aerospace and miscellaneous
transportation equipment ..... 3364-9 -4.8 4.7 ~15 .8 58 -9 -2 2.3 3 -4
Furniture and related products ..... 337 =7 -6.3 42 -1.8 2.0 -13 1.2 4.6 9 =7
Miscellaneous ..........covnueeen 339 29 -1.5 74 22 4.5 ~-3.2 13 38 -1.0 -9
Nondurable manufacturing .......... ~1.5 -29 -4 -4 29 -1 .3 5 3 -6
Food, beverage, and tobacco
TOAUCES . .ovvveviernrnenenns 311,2 1.0 -8 -2.9 2.1 3.6 5 -4 NI 33 7
Textile and product mills .......... 3134 -6.7 -9.5 4 -85 -2.5 -3 N 1.7 -1.6 1.6
Apparel and leather ............... 315,6 =15 -21.0 -9.3 -14.3 -4.3 =21 =5.6 -73 -1.9 -2.6
Paper ............... .| 322 —4.7 -5.7 4.1 =33 37 1 3 1.2 -6 1
Printing and support . 323 ~13 8.1 -3.2 =35 8 0 -14 -1.5 2.0 -39
Petroleum and coal produc!s .| 324 ~-1.1 8 4.1 1.2 3.9 6 33 29 -1.3 34
Chemical ...........ccovevnunenne 325 -6 2 1.0 1.2 37 -4 1.5 1.1 -1.8 -2.6
Plastics and rubber products ....... 326 —4.0 -4.4 24 -2.2 1.6 -8 1.3 2 ~1.8 -8
Other manufacturing (non-NAICS) ..... 1133,5111 -1.9 -6.3 -39 3 4.6 -4 0 -1.7 -4.0 -3.6
Mining.....oociiiiiiiiiiiiii 21 1.3 ~6 -3.8 2 -1.5 3 4 ~1.5 -1 .6
UtHEES ..ovvviiiniiiniiiiinnnnees 2211,2 6.1 -5.1 7.1 -6 2.3 0 1 .5 .0 0
Electric .ooovvvvvniiiiniiniiiiiinnnns 2211 4.9 =37 57 ] 35 .0 .0 2 -1 4
Natural Bas ...vvuvvviivnierivninneeriss 2212 13.2 -12.8 154 -6.2 -3.6 3 0 2.0 -3 -1.9
Norte. Estimates for the fourth quarter of 2004 are subject to further revision 4. Manufacturing comprises those industries included in the NAICS defini-
in the upcoming monthly releases. tion of manufacturing plus those industries—newspaper, periodical, book, and
1. Rates of change are calculated as the percent change in the seasonally directory publishing and logging—that have traditionally been considered to be
adjusted index from the fourth quarter of the previous year to the fourth quarter a part of manufacturing and are included in the industrial sector.
of the year specified in the column heading. . . . Not applicable.

2. North American Industry Classification System.
3. For 2004, the calculation of “revised minus earlier” is based on annual-
ized rates of change from the fourth quarter of 2003 to the third quarter of 2004.
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A4, Rates of change in industrial production, special aggregates and selected detail, 2000~2004"

; Difference between rates of change:
NAICS Revnsed(perartcee:{)change reviged minus earlier
Ttem 2 (percentage points)
code
2000 l 2001 | 2002 l 2003 l 2004 2000 i 2001 l 2002 l 2003 ‘ 2004
Total fndustry ..........ooovvviiiennnnns e 1.9 -51 15 1.2 4.2 ~4 2 Jd -3 -7
ENergy ...covvvieniiniinniioiin., cene e 4.3 -3.3 29 -3 6 4 3 .0 -3 R
Consumer ptoducts 7.9 -52 10.1 -1.4 -3 8 6 1.3 6 4
Commercial products . 6.2 -13 4.7 1 54 2 3 12 -1.3 -8
0il and gas well drilling 34.8 -81 -155 21.0 8.6 55 2.8 =7 17.0 12.9
Converted fuel .... 55 ~8.1 4.0 0 17 .1 -2 3 ~1.0 2
Primary materials 0 0 -1.5 -4 -14 3 2 -1.0 -7 -4
NOR-BNOIZY ..ovvvvievieinineeiarinienias e 1.5 ~5.4 12 1.5 5.0 -5 2 2 -3 -9
Selected high-technology industries .. ... . 376  -10.1 8.1 18.7 18.6 ~6 -1.6 =72 -2.6 =15
Computers and pcrlp?;ml equipment .| 3341 18.6 -3.6 9 21.8 7.6 ~6 21 -23.0 77  -151
Communications equipment ......... 3342 286 ~303 -143 22.5 9.6 1.0 =15 -8.8 16.7 -1
Semiconductors and related
electronic components .......... 334412-9 512 1.7 252 16.2 29.2 ~1.6 9 3 -18.2 6.0
Excluding selected high-technology
industries .......oiiiieeiiiiiienn e =20 ~5.0 N 4 4.1 ~5 3 7 -2 -9
Motor vehicles and parts ............ 3361-3 -9.7 -2.1 113 4.8 25 ~6 N 14 1.0 -9
Motor vehicles ...........vuuene 3361 -11.8 2.5 111 6.7 22 3 9 -5 3.0 -4
Motor vehicleparts ............... 3363 -7.1 -5.0 10.8 27 13 ~1.4 3 3.0 -3 -1.0
Excluding motor vehicles and parts ... s -12 -5.2 -4 0 4.3 -5 3 6 -3 -8
Consumer goods ...............vus 4 -1.7 =12 N 35 -3 3 N 5 -4
Business equipment . , .. 29 =100 =22 1 94 -9 14 24 -9 -8
Construction supplies .. -14 -4.8 2 6 42 -9 1.6 -2 ~5 14
Business supplies .. .. . e -1.5 -6.4 -2 -9 3.1 -8 1 -2 ~1.1 =27
Materials ....... PN R -3.2 =12 7 -9 3.8 -3 0 4 -6 -1.0
Me es excluding selected high-
technology industries
Total industry .....ooovvviiniiiiiniennes Ce -1.0 —4.6 1.0 3 35 -4 3 6 -2 -6
Manufacturing ¢ Ces -19 -4.9 N 4 4.1 -5 3 8 -2 -9
Durable ......c.cocoviniiiiiniiinies ces -2.3 —6.5 23 1.2 5.1 -7 4 13 -1 -7
Measures excluding motor vehicles
parts
Total industry .........coovvinviiinenens 28 =52 8 9 43 -4 2 0 -4 -6
Manufacturing* ..... 2.5 -5.6 4 12 5.2 -5 2 Bl -5 -8
Durable ..........cociiiiiiiiinn 6.5 ~1.9 1.6 29 15 -8 0 -1 -7 -1
M es excluding selected high-
technology industries and
motor vehicles and parts .
Totalindustry ......oovveviinieiiieniinns R -2 —4.8 3 -1 3.6 -3 3 5 -3 -6
Manufacturing® ..........cooveeiiinn e -1.2 ~52 -3 .0 43 -4 3 6 -3 -8
Measures of non-energy material inputs to
Finished processors ...........cocvvveeess e 7.4 1.1 5.5 1.9 8.2 -7 -3 5 2.9 -4
Primary and semifinished processors =37 ~53 1.7 0 29 -4 5 5 -1 -13
Stage-of-process groups
Crude .o.ovvvviiniiiiieiiiiias e ~2.8 =29 -1.0 -1.4 3 0 -1 -2 -7 ~4
Primary and semifinished ................ N 23 -5.9 34 J 4.2 -4 4 4 -1.5 -6
Finished ...........ooooviiiiiiiiniianns A 2.7 -4.4 -4 33 3 -4 0 -1 1.5 -8
NortE. Estimates for the fourth quarter of 2004 are subject to further revision 2. North American Industry Classification System.
in the upcoming monthly releases. 3. For 2004, the calculation of “revised minus earlier” is based on annual-
1. Rates of change are calculated as the percent change in the seasonally ized rates of change from the fourth quarter of 2003 to the third quarter of 2004.
adjusted index from the fourth quarter of the previous year to the fourth quarter 4. See footnote 4 to table A3,

of the year specified in the column heading. . . . Not applicable.
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A.5. Capacity utilization rates, by industry group, 1972-2004"

: Difference between rates:
Revised rate + . i
h . revised minus earlier
tem N, ﬁczs (percent of capacity, scasonally adjusted) (percentage points)
code
1972-2003 | 1988-89 | 1990-91 . ’ , . . .
avg. high Tow 2002:Q4 | 2003:Q4 | 2004:Q4 | 2002:Q4 | 2003:Q4 | 2004:Q3°
Total industry .............coovvveeneiinnns . 81.1 85.1 78.6 754 76.5 788 2 1.0 9
Manufacturing® ............oooiiiiniiiinn, e 79.9 85.6 71.2 73.5 74.8 71.6 1 6 4
Manufacturing (NAICS) .... 31-33 79.7 85.5 710 73.2 743 77.1 0 7 N
Durable manufacturing ... . . 78.1 84.5 734 70.7 721 752 2 N 1.0
Wood products .........o..eeens ] 321 80.1 88.9 73.1 744 74 78.2 9 8 6
Nonmetallic mineral products .........| 327 79.2 84.9 72.0 76.8 78.0 80.7 -1.1 -8 14
Primary metal .................. ...| 331 80.5 94.3 74.6 78.6 79.3 83.8 14 2.8 N
Fabricated metal products 332 76.9 80.2 71.6 69.4 677 70.0 -3 -4 -1
Machinery .......oooiiiiniien 333 789 84.8 73.0 67.9 69.9 78.6 1.1 6 5
Computer and electronic produc 334 79.0 81.7 76.6 62.7 67.7 71.0 -4 9 24
Electrical equipment, appliances,
and cCOMPONents ...........oeueus 335 82.8 87.5 75.1 72.6 74.8 79.3 -1.5 ~.8 -5
Motor vehicles and parts .............. 3361-3 716 90.3 56.0 80.9 819 822 -3 1 2
Aerospace and miscellaneous
transportation equipment ......... 3364-9 727 88.7 82.1 63.2 63.2 66.4 ~1.1 -1.5 =2.1
Furniture and related products ......... 337 78.8 83.6 69.4 72.6 711 733 15 1.9 2.2
Miscellaneous .............ooviiiinees 339 76.5 81.7 7.7 759 74.1 714 8 -1.6 -2.4
Nondurable manufacturing .............. Ve 819 87.1 81.7 76.6 713 79.7 -2 5 .0
Food, beverage, and tobacco products ..} 311,2 81.9 85.6 81.0 76.6 787 814 -1 1.7 14
Textile and product mills .............. 3134 834 91.5 71.2 76.8 734 74.6 19 1.3 2.5
Apparel and leather ................... 315,6 79.6 84.2 713 66.7 64.9 70.8 -4 8 22
Paper ......cooinieiiiiiii 322 88.2 93.7 85.2 84.8 83.5 86.9 -1 -1 -3
Printing and support .................. 323 84.1 91.6 82.7 73.0 717 72.1 -1.3 S5 -2.8
Petroleum and coal products ........... 324 86.0 88.9 82,9 87.0 88.9 91.2 ~-1.1 -2 1.2
Chemical .....vviviiiienieiiiiinnns 325 78.5 85.7 80.9 73.5 74.1 76.2 6 -2 =11
Plastics and rubber products ........... 326 83.7 91.1 771 81.1 81.2 83.4 1.5 3 A
Other manufacturing (non-NAICS) ......... 1133,5111 848 90.5 80.4 80.7 833 87.0 1.8 -1 -2.8
Mining ... 21 87.1 85.8 83.5 854 87.1 86.1 .8 1.8 2.4
Utilities .. 2211,2 86.9 92. 84.2 879 84.8 85.1 7 1.7 1.7
Selected high-technology industries ........... N 78.6 81.0 74.3 60.9 66.7 69.7 -9 -3 1.8
Computers and peripheral equipment ....... 3341 78.6 80.2 67.5 70.9 74.1 76.4 -7 N -7
Communications equipment ................ 3342 76.6 80.8 734 42.8 528 58.8 =5, 21 27
Semiconductors and related electronic
COMPONEALS «oviiisnunneeaesreasannass 3344129 81.2 82.8 7.3 69.8 748 752 32 -1 4.3
M es excluding selected
high-technology industries
Total industry .......oovvviviinirienenrienns R 81.2 85.5 78.8 76.4 77.1 79.6 1 6 3
Manufacturing4 .........oooiiiiiiiiiiien, e 80.0 86.0 71.3 74.6 754 784 .0 2 -2
Stage-of-process groups
61 e 86.4 88.9 84.8 83.5 84.9 85.6 4 11 1.2
Primary and semifinished .................... Ce 82.2 86.5 71.5 78.0 784 80.1 5 8 N
Finished .........ccoovvviiiiiiiiiiiaiinn, e 78.0 83.1 77.2 70.8 724 75.9 -3 8 6
NoTtk. Estimates for the fourth quarter of 2004 are subject to further revision 3. See footnote 3 to table A.3.
in the upcoming monthly releases. 4. See footnote 4 to table A.3.
1. See footnote 1 to table A.3. . . . Not applicable.

2. North American Industry Classification System.
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A.6. Rates of change in capacity, by industry group, 2000-2004'

. Difference between rates of change:
Reww(i rate o{)change revised minus earlier
Industry group pereet (percentage points)
2000 I 2001 l 2002i 2003 ! 2004 2000 l 2001 I 2002 I 2003 I 2004
Total industry .............ocoviieirnniin, 43 27 5 ~2 - 12 2 4 -1.2 -13 -4
Manufactufing? .........ccoveeviiiiiiinnns 50 26 0 -1 11 A 4 -1.1 -1.1 -5
Manufacturing (NAICS) ............. . 53 2.8 2 [ | 1.2 1 4 -1.1 -1.0 -6
8 i 85 49 N 1.3 22 2 2 =20 -1.2 -14
Nondurable .......ooovviieniionnine, . 1.0 2 -5 -1.3 -2 B 6 -1 -6 .3
Other manufacturing (non-NAICS) ......... N -13 2.5 -2.9 B! 1.0 -3 -9 ~1.5 N
MINING ovevvniiiiieieiiieiir i ~-1.0 20 -6 -1.7 -4 2 -7 -9 -1.2 -4
UGHEES .. oovvvevennnieeinniiiinniiinsiennnes 32 39 4.6 3.0 1.9 7 2 -4 -13 4
Selected high-technology industries 38.8 274 8.0 84 134 -34 25 9.7 -34 -13
Manufacturing except selected
high-technology industries? .............. 17 S5 -4 -6 Bl 4 .1 -2 -4 -1
Stage-of-process groups
Crude ....oovvvverieereiiieriiiiiiiisonaees -9 9 -8 =22 -2 4 -3 -4 ~1.1 ~1
Primary and semifinished . 5.1 30 8 -2 20 0 2 -1.0 ~2.0 ~3
Finished .........coviiiiiiiiiiiiiininn 4.7 24 3 6 3 4 6 -14 -2 ~17
1. Rates of change are calculated as the percent change in the seasonally 2. See footnote 4 to table A.3.
adjusted index from the fourth quarter of the previous year to the fourth quarter
of the year specified in the column heading.
A.7. Rates of change in electric power use, by industry group, 2000-2004!
. Difference between rates of change:
R oy une . revised minus earlier
Industry group percel (percentage points)
2000 I 2001 | 2002 i 2003 | 2004 2000 l 2001 | 2002 I 2003 l 2004

Total industry ................. [P 1.0 -6.4 -3 -1.3 8 9 13 -8 14 -8
MBnUTACERING? +..evevevevereeeereeessrennns 12 67 1 -12 g 0 14 -8 1.6 -9
Durable ..... . =1 -1.0 1.5 -2.5 2.6 0 1.2 -7 12 -2
Nondurable ..........cc.ooveeen.. 24 6.4 -1.0 =2 -9 0 1.5 -9 1.9 -1.3
Other manufacturing (non-NAICS) . -5 -6.8 23 2 ~1.1 0 0 .0 -6 -1.3
Mining ..c.voviiniiniieeiiiiiiiiiieiin, -7 -3.1 =50 =34 2.8 0 q -4 -~1.0 3
Total excluding nuclear nondefense ........... 2 ~5.4 -4 ~-1.1 8 0 1.3 -8 14 -5
Utility sales to industry 6 -14 -3 -1.5 8 0 1.2 =7 1.5 -6
Industrial generation ...........oiiiiiiiiniien 9.1 28 N 9 7 0 26 -1.4 -1 N
Note. Estimates for the third quarter of 2004 are subject to further revision of the year specified in the column heading. For 2004, the rates are calculated
in the upcoming monthly releases. from the fourth quarter of 2003 to the third quarter of 2004 and are annualized.
1. Rates of change are calculated as the percent change in the seasonally 2. See footnote 4 to table A.3.

adjusted index from the fourth quarter of the previous year to the fourth quarter
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A.8. Annual proportion in industrial production, by market groups and industry groups, 1996-2004

Item oS | 1996 | 1997 | 1998 | 1999 | 2000 | 2000 | 2002 | 2003 | 2004
Totalindustry ..............ocoivivvvnnnnnns . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1000 100.0
MARKET GROUPS ’
Final products and nonindustrial supplies .. 56.4 56.9 58.1 577 57.6 .59.1 588 584 58.0
Consumer goods ............c..eet . 217 27.6 28.0 282 285 30.1 309 309 30.3
Durable ...........coce0vneees .. 7.8 7.9 179 8.0 18 8.1 .89 88 84
Automotive products ......... PP I 3.6 3.7 37 39 3.7 4.0 46 4.7 4.5
Home electronics .............coeeeni e 4 4 4 4 4 4 3 4 3
.. 14 1.4 14 14 14 14 Ly 14 14
e 24 24 24 24 23 23 2.4 23 23
. 199 19.7 20.1 20.2 20.7 20 220 ~221 21.8
. 163 16.3 16.9 16.7 169 18.1 “181 179 117
. 8.7 8.7 9.2 9.1 9.3 100 - 9.7 9.7 9.7
. 1.8 1.6 1.5 1.3 1.2 1.1 9. 8 N
. 37 37 3.8 38 39 4.5 4.9 49 4.8
. 1.7 1.8 19 1.9 20 20 20 20 20
. 37 34 33 35 38 38 239 4.2 ‘4,1
Business equipment ............coceniiini 112 11.8 12.3 11.9 1.7 11,2 10.3 9.9 10.0
Transit ....oovviiieniinninns e 1.8 2.1 25 23 20 20. 1.9 17 1.8
Information processing ...........c.ovuns 37 40 40 4.1 4.1 38 30 31 29
Industrial and other ........... 57 58 5.8 55 56 - 54 - 530 . 51 53
Defense and space equipment 20 19 19 1.8 L5 1.8 18 20 2.0
Construction supplies .........c...ooiivvvns 4.1 4.1 4.3 43 43 4.3 43 43 44
Business supplies ............c.oe0iiill. 11.0 11.1 11.2 112 112 113 112 110 10.9
Materials ...c.ooiieniiiniiiiinn PN . 43.6 43.1 419 423 424 40.9 412 . 416 420
NORENCTEY +ovvvviinniiniiiernrernannnsns . 334 338 333 331 323 30.8 309 - 302 30.1
Durgble ........ccoiviiiiiiiiieee, . 214 21.7 214 214 209 19.6 193 18.7 18.8
ConsSumer pams ............oeeeveenns, . 4.1 42 42 44 4.1 38 4.1 4.1 ‘40
Equipmentpans ............cccoonennn 8.1 8.3 8.2 8.1 8.1 73 6.7 62 - 6.2
Other ........... F 9.2 9.2 9.1 89 8.6 84 8.5 84 8.6
Nondurable ............civiieinnennen 12.1 121 119 117 114 11.3 -11,6 115 113
Textile ..ovoviiniiiiiiiiiii 1.1 1.1 1.0 1.0 9 8 " YA 6
Paper ....occvvviiiiiiiiiiiiiians . 30 29 28 -29 2.8 28 27 “2.6
Chemical ..........ccoovviveeiiinans 4.8 4.9 4.6 4.5 .43 4.2 A5 ‘4.5
ENergy ..oovtvrvniiniiiniinieineiieeinans 10.2 9.3 8.6 9.2 101 10.0 114 119
INDUSTRY GROUPS ) .
Manufactaring? .....oooiineeiiiniiiieiaiea 84.4 85.7 86.5 858 84.5 84.1 83.3 82.5 819
Manufacturing (NAICS) 80.3 81.2 81.8 81.0 79.6 792 790 - 111 712
Durable manufacturing . 455 46.5 471 46.6 45.5 44.2 43.7 422 4238
Wood products ... 1.5 1.5 L5 1.6 14 14 1500 18 e
Nonmetallic mineral products ......... 327 22 2.2 23 23 22 2.3 223 2.2 22
Primary metal ..............oooiennne 331 30 3.1 29 2.8 25 23 24 - 25 28
Fabricated metal products 332 6.0 6.0 6.1 6.0 6.1 59 5856 - 33
Machinery ............ 333 6.2 6.2 6.2 5.8 59 5.6 54 - 52 5.5
Computer and electronic products . 334 10.0 10.4 10.3 10.3 103 9.2 79 . 7:6 74
Electrical equipment, appliances, : ; :
and components ............ ...] 335 26 2.6 26 2.5 2.5 24 2L Al
Motor vehicles and parts .... ..+{ 3361-3 6.5 6.7 6.6 7.0 6.6 6.5 14 ... 15 72
Aerospace and miscellaneous i co o
transportation equipment . 3364-9 3.2 35 4.1 38 33 3.8 36 35 3.6
Furniture and related products . 337 1.5 1.6 1.7 1.7 L7 - 17 187 1.7 LT
Miscellaneous .............. 339 28 28 28 2.8 29 il 33 .32 31
Nondurable manufacturing .............. Q. 34.7 34.7 347 344 3.1 350 0 353:°.7350 .0 344
Food, beverage, and tobacco products ..| 311,2 10.1 10.1 10.6 104 107 - M4 0 JE3SEE g 114
Textile and product mills . 17 1.7 1.6 1.5 14 1.3 o130 1.2 1l
Apparel and leather .... 19 1.8 1.6 14 13 | S R B I 8. 7
PADEL. civvvunenninninn, 33 32 32 32 32 31 3 3 3.0
Printing-and support ...... 2.7 2.6 26 2:6 ‘26 262803 2.2
Petroleum and coal products . 324 16 1.6 1.5 17 1.9 L7 160, 19 2.0
B 9.9 10.1 99 © 96 94 98 10607 1067 - 105
36 37 37 38 3.7 37 0380 3T 36
4.1 4.4 4.7 4.8 49 5.0 48 4.8 4.7
6.0 54 48 55 6.5 6.4 64 16 83
9.6 2.0 8.7 8.6 9.0 9.5 79T 1 99, 9.8
8.1 1.1 1.5 7.4 7.6 81 83 8.2 8.1
14 13 12 12 - 14 14 BB AT K 1.6
Note. The IP proportion data are estimates of the industries’ relative contri- 1. North American Industry Classification System.
butions to the overall IP change between the reference year and the following 2, See footnote 4 to table A.3.
year. For example, a 1 percent increase in durable goods manufacturing between . . . Not applicable.

2004 and 2005 would account for a 0.428 percent increase in total IP.
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Fair Value Accounting

Adapted from remarks by Susan Schmidt Bies,
Member, Board of Governors of the Federal Reserve
System, to the International Association of Credit
Portfolio Managers General Meeting, November 18,
2004.

Good morning. I appreciate the opportunity to partici-
pate in your Fall General Meeting. As my colleagues
at the Financial Accounting Standards Board (FASB)
and the International Accounting Standards Board
(IASB) will agree, fair value accounting poses
many challenges and has sparked significant industry
debate.

The subject of fair value accounting has been dis-
cussed in the United States for well over a decade.
Advocates of fair value accounting believe that fair
value is the most relevant measure for financial
reporting. Others, however, believe that historical
cost provides a more useful measure because it more
clearly represents the economics of business perfor-
mance and because fair value estimates may not be
reliable or verifiable.

So, which is more appropriate—{fair value or his-
torical cost? Let me share with you the Federal
Reserve’s long-standing position on this issue. As
a supervisor of the U.S. banking system, we want
to ensure that financial institutions follow sound
accounting policies and practices. We continue to
support improved transparency and enhanced finan-
cial disclosures, which promote market discipline
and provide useful information to decisionmakers.
We also support fair value accounting for assets and
liabilities used in the business of short-term trading
for profit, such as the trading account for banks. And
we support enhanced disclosures of fair-value-based
information as part of broader descriptions of risk
exposures and risk management. However, we
believe that the accounting industry should be very
careful before moving toward a more comprehensive
fair value approach, where all financial assets and
liabilities are recorded on the balance sheet at fair
value and changes in fair value are recorded in earn-
ings, whether realized or not.

The FASB recently issued a proposed standard on
fair value measurements that provides a general
framework for valuing assets and liabilities that are

currently measured or disclosed at fair value.! At this
time, it does not expand the use of fair values in the
primary financial statements. I would like to summa-
rize and share with you the Federal Reserve’s views
on the proposed standard, which were provided to
FASB in a comment letter as part of the exposure
process.2 We see the proposal as a good first step
toward enhancing measurement guidance in this area.
However, as I will discuss in a moment, a number
of important issues warrant further consideration,
especially before dramatic moves are made toward
increased fair value accounting.

But before discussing these specific issues, allow
me to emphasize one important point. As a bank
supervisor, the Federal Reserve believes that innova-
tions in risk management are very important to the
continued improvement of our financial system. New
methods and financial instruments allow banking
organizations to improve their risk-management prac-
tices by selecting target levels of risk exposures and
shedding or limiting unwanted positions. Accounting
frameworks should improve transparency around
business decisions and outcomes without providing a
disincentive to better management of risk.

FAIR VALUE MEASUREMENT ISSUES THAT
WARRANT FURTHER CONSIDERATION

Reliability and Measurement

If markets were liquid and transparent for all assets
and liabilities, fair value accounting clearly would be
reliable information useful in the decisionmaking
process. However, because many assets and liabilities
do not have an active market, the inputs and methods
for estimating their fair value are more subjective
and, therefore, the valuations less reliable.

Research by Federal Reserve staff shows that fair
value estimates for bank loans can vary greatly,

1. The Financial Accounting Standards Board is considering pos-
sible changes to the proposed Fair Value Measurements Standard. The
final standard is scheduled to be issued in the second quarter of 2005.

2. A copy of the Federl Reserve’s comment letter can be found
on the Financial Accounting Standards Board’s web site at
www.fasb.org/ocl/1201-100/31186.pdf.
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depending on the valuation inputs and methodology
used. For example, observed market rates for cor-
porate bonds and syndicated loans within lower-
rated categories have varied by as much as 200 to
500 basis points. Such wide ranges occur even in the
case of senior bonds and loans when obligors are
matched.

The FASB statement on the proposed fair value
standard suggests that reliability can be significantly
enhanced if market inputs are used in valuation.
However, because management uses significant judg-
ment in selecting market inputs when market prices
are not available, reliability will continue to be an
issue.

The proposal identifies three levels of estimates,
with the lowest priority given to level-3 estimates.
These estimates are not based on quoted prices in
active markets for either identical or similar assets
or liabilities, but rather on mark-to-model esti-
mates. The proposal suggests that the use of multi-
ple approaches, such as the market, income, and
replacement-cost methods, will improve reliability of
these estimates. However, the number of approaches
adds little to reliability if all the methods are based on
the same underlying information, as would often be
the case for financial instruments.

In our role as a bank supervisor, we have observed
that minor changes in a number of assumptions in a
pricing model can have a substantial effect. Gener-
ally, we are comfortable with the fair value measure-
ment process for liquid trading instruments that
financial institutions have had significant experience
in valuing. However, we believe that for less-liquid
assets and liabilities, reliability is a significant
concern.

Management Bias

The fact that management uses significant judgment
in the valuation process, particularly for level-3
estimates, adds to our concerns about reliability.
Management bias, whether intentional or uninten-
tional, may result in inappropriate fair value measure-
ments and misstatements of earnings and equity capi-
tal. This was the case in the overvaluation of certain
residual tranches in securitizations in recent years,
when there was no active market for these assets.
Significant write-downs of overstated asset valua-
tions have resulted in the failure of a number of
finance companies and depository institutions. Simi-
lar problems have occurred due to overvaluations in
nonbank trading portfolios that resulted in overstate-
ments of income and equity.

The possibility for management bias exists today.
We continue to see news stories about charges of
earnings manipulation, even under the historical cost
accounting framework. We believe that, without reli-
able fair value estimates, the potential for misstate-
ments in financial statements prepared using fair
value measurements will be even greater.

Verification

As the variety and complexity of financial instru-
ments increases, so does the need for independent
verification of fair value estimates. However, verifi-
cation of valuations that are not based on observable
market prices is very challenging. Many of the values
will be based on inputs and methods selected by
management. Estimates based on these judgments
will likely be difficult to verify. Both auditors and
users of financial statements, including credit port-
folio managers, will need to place greater emphasis
on understanding how assets and liabilities are mea-
sured and how reliable these valuations are when
making decisions based on them.

Compound Values and Revenue Recognition

The value of a financial instrument may, in some
cases, be coupled with an intangible value. For exam-
ple, a servicing asset can be considered to refiect two
values: a financial instrument that is similar to an
interest-only strip and an intangible value reflecting
the contractual right to perform services over time
in exchange for a fee. The current accounting frame-
work often requires different accounting and disclo-
sure treatments for financial and nonfinancial compo-
nents. However, the accounting literature offers little
guidance on when these assets should be separated
and how to determine the separate valuations. This
lack of guidance may in some cases result in ques-
tionable or inappropriate practices, such as including
projected income from cross-marketing activities
in the valuation of financial instruments. Additional
guidance to address these issues is warranted.

Also, consideration must be given to revenue-
recognition issues in a fair value regime. We must
ensure that unearned revenue is not recognized up
front, as it inappropriately was by certain high-tech
companies not so long ago.

Disclosures

Fair values reflect point estimates and by themselves
do not result in transparent financial statements.
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Additional disclosures are necessary to bring mean-
ing to these fair value estimates. FASB’s pro-
posal takes a first step toward enhancing fair value
disclosures related to the reliability of fair value
estimates. I believe that additional types of dis-
closures should be considered to give users of
financial statements a better understanding of the
relative reliability of fair value estimates. These
disclosures might include key drivers affecting
valuations, fair-value-range estimates, and confidence
levels.

Another important disclosure consideration relates
to changes in fair value amounts. For example,
changes in fair values of securities portfolios can
arise from movements in interest rates, foreign-
currency rates, and credit quality, as well as pur-
chases and sales from the portfolio. For users to
understand fair value estimates, I believe that they
must be given adequate disclosures about what fac-
tors caused the changes in fair value.

CONSIDERATIONS FOR CREDIT PORTFOLIO
MANAGEMENT

Fair value estimates affect the information you use
as credit portfolio managers. Today’s financial state-
ments are based on a mixed-attribute accounting
model. This means that an entity’s balance sheet may
include certain values reported at historical cost and
certain values reported at fair value.

Fair values may be used as an analytic tool in the
lending process and are compared with historical cost
values. This historical cost information, along with
associated disclosures, contains reliable information
that provides insights into a firm’s expected cash
flows. As the industry moves toward expanded use of
fair value, I believe disclosure of certain historical
cost information will remain essential.

As indicated above, the reliability of the valua-
tions and the transparency of the methods and
inputs used to calculate the values are critically
important. Clearly, fair valuations will have an
impact on leverage ratios, capital ratios, and other
ratios used in the lending and credit-management
process. Credit portfolio managers will need to iden-
tify and understand the impact of changes in fair
value estimates that result from changes in specific
factors, economic conditions, management judgment,
modeling techniques, and so forth and distinguish
these mark to model factors from realized gains or
losses.

ACCOUNTING TREATMENT FOR CREDIT
DERIVATIVES

Under U.S. generally accepted accounting principles,
credit derivatives are generally required to be recog-
nized as an asset or liability and measured at fair
value, and the gain or loss resulting from the change
in fair value must be recorded in earnings. Most
credit derivatives do not qualify for hedge accounting
treatment, which would permit the gain or loss on the
credit derivative to be reported in the same period as
the gain or loss on the position being hedged, assum-
ing the hedge is effective. Therefore, the use of credit
derivatives can result in earnings volatility.

Consider a credit derivative that hedges credit risk
of a loan, for example. As the loan’s credit quality
deteriorates, the value of the credit derivative
improves. Since the loan is recorded at historical
cost, and the credit derivative is marked to fair value,
a gain from the change in value of the derivative
is recognized in earnings. Conversely, if the loan’s
credit quality improves, the value of the credit deriva-
tive declines, resulting in a reported loss. These gains
and losses may be offset by the level of provisions
that are established for estimated credit losses on the
loan, but this would likely result in only a partial
offset.

As management attempts to reduce this earnings
volatility, we may see changes in risk-management
practices. Unfortunately, some managers might use
fewer credit derivatives to reduce credit risk due to
this potential earnings volatility. Accordingly, setters
of accounting standards need to consider improve-
ments to the accounting treatment that do not result
in a disincentive to those who prudently use credit
derivatives for risk-management purposes.

Is fair value accounting the answer to this volatility
issue? If the hedged asset were measured at fair
value, the changes in values of the hedged item and
the credit derivative may offset each other, reducing
the volatility that arises when only the derivative is
marked to market and not the hedged item. Of course,
the degree of the earnings volatility under a full fair
value accounting approach would depend on the
effectiveness of the hedge.

The IASB developed the new “fair value option”
under International Accounting Standard (IAS) 39.
Using this option, companies that use international
accounting standards will be permitted to apply fair
value accounting to certain financial instruments that
they designate at the time of purchase or origination.
Accordingly, firms using the fair value option could



Fair Value Accounting 29

mark to market both the credit derivative and the
hedged position and report changes in their fair
values in current earnings.

While at first glance the fair value option might be
viewed as the solution to addressing the problems of
the mixed-attribute model, it also raises a number of
concerns. Many of these concerns, as well as recom-
mendations to address them, were included in a com-
ment letter to the IASB from the Basel Committee
on Banking Supervision (Basel Committee) issued on
July 30.3

Many of the Basel Committee’s concerns are simi-
lar to those I described above and can be summarized
as follows. Addressing reliability and verifiability
issues, the committee suggested that, without observ-
able market prices and sound valuation approaches,
fair value measurements are difficult to determine,
verify, and audit. It also suggested that reporting will
become more complex and less comparable.

The Basel Committee comment letter also dis-
cussed the own credit risk issue. If an entity’s credit-
worthiness deteriorates, financial liabilities would be
marked down to fair value and a gain would be
recorded in the entity’s profit and loss statement. In
the most dramatic case, an insolvent entity might
appear solvent as a result of marking to market its
own deteriorated credit risk.

To address these concerns, the Basel Committee
recommended certain restrictions on the fair value
option, such as disallowing the marking to market of
credit risk of the institution’s own outstanding debt
and prohibiting the fair value option for illiquid finan-
cial instruments. It also suggested that the fair value
option be limited to transactions that seek to econom-
ically hedge risk exposures and to situations in which
accounting volatility associated with the mixed-
attribute model can be reduced. Lastly, it recom-
mended enhanced disclosures related to the fair value
option.

3. A copy of the Basel Committee’s comment letter can be found
on the Bank for International Settlements web site at www.bis.org/
bebs/commentletters/iasb14.pdf.

Representatives of the Basel Committee continue
to work constructively with the IASB on these issues,

and I believe this dialogue can lead to a more-
balanced approach to the fair value option that
supports transparent accounting and sound risk-
management policies in a manner consistent with
safe and sound banking practices.

As banking organizations using IASB standards
consider how to use the fair value option for their
own financial reporting purposes, additional issues
should be considered. For example, if loans are
accounted for under the fair value option, what im-
pact would that have on loan loss allowances, which
under risk-based capital standards are a component of
regulatory capital? Would changes in loan-loss provi-
sioning practices due to the fair value option reduce
regulatory capital, and, if so, how would this capital
be replaced? How would the fair value option affect
important asset-quality measures, such as nonper-
forming assets? From an earnings perspective, how
would net interest margin be affected? As you can
see, a number of important practical issues need to be
addressed.

CONCLUSION

FASB’s fair value measurement standard is a good
first step toward developing enhanced guidance for
the estimation of fair values. However, much more
work needs to be done before fair value estimates are
reliable, verifiable, and auditable. Credit portfolio
managers will need to be aware of these movements
to fair value accounting and how they will affect your
understanding of companies you evaluate.

Credit derivatives can be a useful tool in managing
credit risk. However, they raise thorny accounting
issues. While IASB’s fair value option is one pos-
sible approach to addressing these problems, further
development of this alternative accounting method
should move forward in a balanced fashion to ensure
that it results in an actual improvement in accounting
practices. d
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Report on the Condition of the U.S. Banking
Industry: Third Quarter, 2004

Total assets of reporting bank holding companies
rose $245 billion (2.5 percent), to just less than
$9.9 trillion, in a third quarter that was characterized
by continuing merger activity among banking organi-
zations, reactions to changes in the interest rate envi-
ronment, and tepid financial markets. More than half
of the increase in assets ($144 billion) was accounted
for by loans, primarily those secured by commercial
real estate and those extended under home equity
lines of credit and credit cards. The quarter’s growth
in commercial real estate loans was about evenly
divided between construction lending and mortgage
loans to finance existing nonfarm business properties.
A significant portion of the growth in credit card
loans was unrelated to the quarter’s lending activity,
reflecting instead a reclassification of credit-card-
backed assets to loans from the securities portfolio
at one large bank holding company as it merged with
another company during the quarter. Commercial and
industrial loans rose only modestly, primarily in the
small-business and middle-market segments.

Other earning assets grew $49 billion (1.4 percent),
primarily in assets held for trading purposes but also
in short-term and interbank money market instru-
ments. Total holdings of investment securities
declined slightly. Securities and money market hold-
ings rose more rapidly at the fifty large companies
than at “all other reporting companies” (1.4 percent,
compared with 0.6 percent). These holdings have
consistently represented a greater share of assets at
the fifty large companies (38.0 percent of assets) than
at “all other” companies (27.9 percent), a difference
that has been attributable to the sizable trading port-
folios maintained by the largest institutions.

Deposits grew $166 billion (1.2 percent), with
more rapid growth occurring at “all other” compa-
nies (2.2 percent, compared with 0.8 percent at the
fifty large bank holding companies). Because depos-
its did not keep pace with growth in total assets,
nondeposit borrowings rose $97 billion (or 3.3 per-
cent) overall, chiefly at the fifty large companies.

Equity rose sharply in the quarter ($79 billion,
or 10.3 percent), principally because of increases in
the unrealized valuation gains on securities, assets
denominated in foreign currencies, and certain
derivatives holdings that hedge risks of longer-
term loans and servicing assets. A lesser influence
was revaluation of the assets of banks or other enti-
ties acquired during the quarter, accompanied by
increases in intangible assets. Accordingly, regula-
tory capital ratios—which exclude both unrealized
valuation changes and capital increases associated
with acquisition-related intangible assets—remained
largely steady for the quarter,

Net income rebounded to $27.8 billion, an increase
of $2.9 billion, or 11.6 percent, from a second quarter
that had included large nonrecurring, litigation-
related expenses at two of the largest bank holding
companies. This significant decline in non-interest
expense ($13.0 billion, or 13.0 percent) primarily
reflected the presence of the large nonrecurring
charges in the second quarter, although the third
quarter included some notable nonrecurring expenses
at bank holding companies that had recently com-
pleted major acquisitions. Non-interest income also
fell sharply ($7.0 billion, or 10.0 percent), reflect-
ing weakness in market-sensitive business lines (such
as trading, investment banking, venture capital, and
asset management) and a continuing slowdown in
mortgage banking revenues. Earnings were damped a
bit by a modest narrowing of net interest margins
(down 0.08 percent, to 3.39 percent of earning assets)
attributable to higher short-term interest rates, a
less-steep yield curve, and reduced holdings of
longer-term (and thus higher-yielding) mortgage
pass-through securities. Provisions for credit losses
remained modest, as already low nonperforming asset
and net charge-off ratios fell further during the quar-
ter. Nonetheless, reporting bank holding companies
increased their provisions slightly for the quarter and
thus, for the first time in several quarters, their earn-
ings did not benefit from lower credit costs.

Tables start on page 31.
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1. Financial characteristics of all reporting bank holding companies in the United States

Millions of dollars except as noted, not seasonally adjusted

2003 2004
Account or ratioh 2 1999 2000 2001 2002 2003
Ql Q2 Q3 o2 Ql Q2 Q3

Balance sheet
Total assefs . .............ccovvnes 6,233,038 6,726,947 7,458,768 7,953,470 8,834,162 8,190,176 8,685,673 8,707,637 8,834,162 9,298,924 9,649,224 9,893,922
Loans ....oovvivneniineniiniinnns 3,393,034 3,713,457 3,811,632 4,052,705 4,403,012 4,121,366 4,274,266 4,345,701 4,403,012 4,573.448 4,758,146 4,901,751
Securities and money market ......... 2,085,532 2,194,431 2,562,784 2,857,949 3,290,307 3,011,737 3,219,158 3,176,827 3,290,307 3,577,494 3,613,859 3,662,762
Allowance for loan losses ... .| 55289 59,849 -67,993 73,170 72,343  -72,864 -73,131 -72456 -12,343 -75348 -75,188  ~74,632
Other ...coovvivnvinnnns 809,762 878,909 1,152.346 1,115987 1,213,186 1,129.936 1,265,380 1,257,565 1,213,186 1,223,330 1,352,408 1,404,042
Total liabilities .................... 5,766,238 6,211,048 6,876,420 7,317,349 8,137,200 7,539,661 8,011,048 8,025999 8,137,200 8,561,387 8,882,687 9,048,739
Deposits ...ovvvvvvininniininanns, 3,763,370 4,012,930 4339919 4,682,627 4,434,185 4,579,874 4,584,608 4,682,627 4,822,452 4,978,928 5,037,590
Borrowings 1,984,686 2,064,538 2232500 2,615,355 2,320,727 2,513,618 2,558226 2,615,355 2,852,001 2,901,847 2,998,907
Otherd ...ooiviiiiiiiiininiiins 462,992 798,952 744930 839,218 784,748 917,556 83,166 839,218 886,935 1,001,912 1,012,243
Total equity ...............cco.0u. 466,800 515899 582,348 636,121 696962 650,516 674,625 681,638 696,962 737,537 766,537 845183
Off-balance-sheet
Unused commitments to lend*........ 3,093,729 3,297,511 3,481,744 3,650,669 4,097,531 3,714,160 3,756486 3,887,356 4,097,531 4,350,933 4,420,737 4,569,901
Securitizations outstanding$ . ......... n.a. na. 276,717 95,001 298,348 284429 285,286 90,328 298,348 308,543 314,258 313436
Derivatives (notional value, billions)$ .. 37925 43,600 48,261 57.865 72,878 64,116 68,330 69,418 72,878 79,234 83,071 84,691
Income statement
Netincome? .........ovvvvninenn, 77,054 72,698 65,868 84,831 106,819 24817 26,389 27,306 28,414 30,368 24,945 27,850

Net interest income ............... 187,535 196.1 222,78 243,329 254,752 62,383 63,268 ,999 65,287 68,050 71,764 71,536

Provisions for loan losses . ......... 20,056 26,886 39,637 42,957 31,557 8,579 8,433 7,120 7427 6,933 6,513 6,712

Non-interest income .............. 174,855 197,838 214,556 216,065 245226 57,479 61,757 61,445 64,578 66,566 70,367 63,332

Non-interest expense ............. 225,584 255,066 298,083 292,379 311473 74,315 77,647 78,111 81,466 83,037 99,590 86,605

Security gains or losses ........ o 3,122 —606 4,338 4,521 5,782 1,856 2,684 587 666 1,987 1,019 1,983
Ratios (percent)
Return on average equity ............ 17.44 15.15 11.8) 14.05 16.24 15.65 16.13 16.42 16.73 17.02 13.13 13.53
Return on average assets . 1.30 112 91 1.10 1.26 122 1.25 1.26 130 1,33 1,03 113
Net interest mm;gin8 e 3.7 3.56 3.59 72 349 3.58 3.50 343 347 345 347 3.39
Efficiency ratio? ...........c0veeens 61.40 62,67 66.04 62.62 61.71 61.95 62.50 62.08 62.52 61.79 62.32 63.86
Nonperforming assets to loans and

related assets ... ....o.iiuians 85 1.09 145 145 L16 1.43 133 1.23 1.16 1.10 97 90
Net charge-offs to average loans ...... 54 .65 .89 1.01 .80 .84 .80 75 83 70 64 .58
Loans to deposits .................. 96.77 98.67 94.98 93.38 94,03 9295 9333 94,79 94,03 94.84 95.57 97.30
Regulatory capital ratios
Tier | risk-based . .........oovvenn, 8.80 8.83 891 9.21 9.55 9.33 9,29 9.51 9.55 9.49 933 9.35
Total risk-based . .. 1173 11.80 11.91 12.28 12.58 1242 12.29 12.52 12.58 12.45 12.24 12.25
Leverage ......ooovvvinenieninaens 7.00 6.80 6.66 6.70 6.84 6.73 6.76 6.74 6.84 6.84 6.63 6.71
Number of reporting bank holding
COMPANIES ... .ovrenerienannsis 1,647 1,727 1,842 1,979 2,134 2,036 2,064 2,120 2,134 2,192 2,210 2,239

Footnotes appear on p. 34.
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2. Financial characteristics of fifty large bank holding companies in the United States
Millions of dollars except as noted, not seasonally adjusted

2003 2004
Account or ratio? ® 1999 2000 2001 2002 2003
Q Q I Q3 Q4 Q1 Q2 Q1
Balance sheet
Total assets ,..................c.0n 5,099,836 5,477,515 5,839,170 6,187,672 6,832,129 6,359,053 6,746,975 6,758,788 6,832,129 7,263,707 7,450,254 7,644,504
8 (e 2,678,006 2,914,611 2925840 3,100479 3,338,672 3,148,109 13,254,017 3,307,831 13,338,672 3,490,674 3,622,295 3,725,856
Securities and money market ......... 1,757,559 1,841,370 2,041,939 2,268,185 2,610,066 2,382,270 2,548,039 2,513,575 2,610,066 2,882,756 2,865,953 2,905,381
Allowance for loan losses ........... —45328 -48578 -55578 -59,340 57,596 -58,631 -58507 -57,624 57,596 227 -59.875 59,267
A Chrervesenes 709,599 770,112 926969 878,349 940,987 887,305 1,003,426 995006 940,987 950,504 1,021,882 1,072,534
Total Uabllities .................... 4,729,467 5,069,521 5,395,194 5,707,108 6,310,076 5,869,841 6,241,733 6246408 6,310,076 6,705,660 6,870,009 6,998,052
Deposits . .. . 2,667,386 2,832,602 3,002,488 3,232,630 3,476,108 3,291,933 3,407,659 3,401,269 3476,108 3,591,513 3,719,888 3,751,165
Borrowings . 1,608,456 1,801,495 1,862,392 2,022,527 2335721 2,097,263 2,247,655 2292836 2,335,721 2,584,248 2,608,592 2,705,089
Other? \....oviiiiniiiinnes 453,626 435425 530314 451,950 498,247 430,645 586419 552,303 498,247 529900 541,529 541,798
Totalequity ...............00nvnes 370,369 407,994 443,976 480,564 522,054 489,212 505243 512,380 522,054 558,047 580245 646,453
80’-balanc¢-shul
nused commitments to lend* ........ 2,878,837 3,073,838 3,236,770 3,384,138 3,800,034 3,436,066 3,467,715 3,592,127 3,800,034 4,046,999 4,103,786 4,233,162
Securitizations outstanding? .......... na, n.a. 271825 289,320 292312 278633 279,083 84,134 292312 304,545 307,878 ,
Derivatives (notional value, billions)® .. 37,885 43,534 48,142 57,744 72,683 63,973 68,157 69,239 72,683 78,999 82,799 84,420
Income statement
Net income” ..........cooiivuiinn 64,586 59,815 51,747 67,222 86,248 19,895 21,061 22,186 23,213 24,769 18477 21,653
Net interest income ............... 146,555 151,564 164,525 180,568 188,901 46,282 46,804 47,724 48,277 50,997 52,405 52,783
Provisions for loan losses .......... 17,228 23,245 34,666 37,161 26,976 7483 7,231 5,927 6,336 6,136 5,704 5931
Non-interest income ... 156,838 178,438 169,811 166937 189,973 44,579 47,730 47,652 50,044 52,565 53,187 47,566
Non-interest expense ... 187,837 213,601 220,159 210949 224,063 53,445 55,830 56,599 58,255 ,665 72,854 61,638
Security gains or losses . 2232 -609 4,288 4,894 5,160 1,735 2,323 480 633 1,616 715 1,720
Ratios (percent)
Return on average equity ............ 18.59 15.80 12.15 14.64 1745 16.66 17.20 17.74 i8.19 1831 12.83 13.69
Return on average assets ............ 1.33 1.13 91 112 1.30 1.25 1.29 1.31 1.36 1.38 99 114
Net interest m|r1gin' e 358 342 336 3.53 333 341 3.32 328 330 329 3,25 3.21
Efficiency ratio” ................... 61.04 62.58 63.43 59.79 58.63 59.04 59.39 59.14 59.04 58.86 58.49 60.83
Nonperforming assets to loans and
related assets ... .....iiiiinne 89 118 1.58 1.58 1.23 152 142 131 1.23 115 1.0 92
Net charge-offs to average loans ...... 60 74 1.02 1.18 .93 1.00 94 .86 94 85 .76 70
Loans to deposits .................. 100.40 102.90 9745 9591 96.05 95.63 9549 97.25 96.05 97.19 9738 99.33
Regulatory capital ratios
Tier 1 risk-based ................... 8.11 8.19 8.21 849 8.77 8.59 8.52 8.78 877 8.71 8.55 8.54
Total risk-based . ... e 11.32 1145 11.57 11.94 1215 12.06 11.89 12.15 12,15 12,00 11.81 11.78
Leverage ..... e 6.62 641 6.21 6.22 6.31 624 6.26 6.25 6.31 6.31 6.07 6.16

Footnotes appear on p. 34,
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3. Financial characteristics of all other reporting bank holding companies in the United States
Millions of dollars except as noted, not seasonally adjusted

2003 2004
Account!. ¢ 1999 2000 2001 2002 2003
Ql Q2 Q3 Q4 Ql Q2 Q3
Balance sheet
Total 888618 .. .....oovvuiiiiiiiens 1,104,423 1215909 1,317,791 1,448,084 1,591,924 1,498,582 1,546,740 1,557,164 1,591,924 1,615235 1,662,302 1,704,200
Loans ......cooivinieininiiniiiines 703,746 785,858 837,595 905,028 993814 924,644 952,506 968,204 993,814 1,012,195 1,050,666 1,088,259
Securities and money market . 464, 458,854 464,390 472,987 472,276 475,248

312,036 334,378 369,757 421,328 464,390 450,956 999
-9, -11,062  -12,075 -13418 -14357 -13816 14,118 -14,374 -14,357 -14736 -14971 -15070
98425 106,734 122,514 135,146 148077 136,799 143,352 144480 148,077 144789 154,331 155,762

1,009906 1,110,013 1,199,770 1,315,094 1,446,823 1,360,617 1,404,460 1,415,160 1,446,823 1,466,907 1,514,597 1,546,823
838,076 930,685 1,004,192 1,008359 1,194,262 1,133,011 1,161,193 1,171,761 1,194,262 1,216,958 1,243,241 1,270,158
149,263 153,503 168,676 184,531 217,017 192,795 206,763 208,553 217,017 208,703 232,083 234,951

21,568 25,825 26,901 32,203 35,545 34,811 36,503 34,846 35,545 41,246 39,274 41,715

94,516 105896 118,021 132990 145,102 137,965 142,280 142,004 145102 148328 147,705 157,377

Allowance for loan losses .
Other

Off-balance-sheet

Unused commitments to lend4 ........ 203,564 215,324 235,290 255,183 285,057 266,833 277,061 283,085 285,057 290,551 301,933 319,422

Securitizations outstanding® .......... na, na. 4,567 4,942 4,893 4,994 5,205 5,116 4,893 2,875 3,000 2,757

Derivatives (notional value, billions)é . . 27 53 80 £9 98 100 106 102 98 125 17 128

Income statement

Netincome? .......oovviniininens 12,320 12,864 14,063 16,941 18,299 4,547 4,770 4,650 4,332 4,906 4,913 5,139
Net interest income . .. .. . 40,896 44,548 46,944 51,927 54,153 13,319 13,500 13419 13,915 14,038 14,192 14,757
Provisions for loan losses 2,734 3,499 4,537 5,166 4,365 1,029 1,113 1,073 1,150 832 817 795

Non-interest income .. ..
Non-interest expense ...

16,216 17,468 22,577 24,837 28,066 6,730 7411 7,080 6,844 6,834 6,758 6,671
36,231 39,726 44,808 47,501 52,077 12,488 13,124 12,867 13,598 13,267 13,255 13,445

Security gains or losses . 821 -3 760 708 1,055 296 425 133 201 31 101 140
Ratios (percent)
Return on average equity .. . 13.12 12.95 1232 13.56 13.15 13.43 13.69 13.37 12.13 13.55 13.28 13.49
Return on average assets . 116 111 1.12 1.24 1.20 1.24 1.26 1.21 1.10 124 1.20 1.23
Net intecest margin® . ... 429 427 4.15 4.23 397 4.08 399 389 395 396 3.88 391
Efficlency ratio” ................00s 62,62 62.38 63.51 60.85 62.58 61.66 63.45 62.49 65.39 62.79 62.57 62.66
Nonperforming assets to loans and
related assets ................0 69 Ny 97 1.02 97 1.13 1.09 1.03 97 97 88 86
Net charge-offs to average loans ...... 30 32 A3 46 39 32 37 35 .50 24 .26 22
Loans to deposits .................. 83,87 84.44 8341 82.40 83.22 81.61 82,03 82.63 83,22 83.17 84.51 85.68

Regulatory capital ratios

Tier 1 risk-| 12.39 12.02 12.31 12.51 12.60 12.66 12.60 12.60 12,60 12,58 1245 1242
Total risk-based N 13.83 1349 13.88 14.14 1432 14.32 14.29 14.31 1432 14.28 14,14 14.08
LEVEIBBE o\ ovrvnirernirineraenss 8.68 8.61 8.79 8.89 9.02 8.99 895 8.96 9.02 9.08 9.08 9.1t
Number of other reporting bank holding

COMPANIES <\ vvvvrnvninnnsnnnes 1,564 1,657 1,783 1920 2078 19717 2,008 2,061 2,075 2,134 2,151 2,184

Footnotes appear on p. 34.



34 Federal Reserve Bulletin (0 Winter 2005

4. Nonfinancial characteristics of all reporting bank holding companies in the United States

Millions of dollars except as noted, not seasonally adjusted

2003 2004
Account 1999 2000 2001 2002 2003
Qi Q2 Q3 Q4 Ql Q2 Q3
Bank holding companies that qualify as
financial holding companies "1
Domestic
Number ......ocovvvvnviiivnnens na, 299 388 434 451 437 440 448 451 463 469 475
Total 88618 . .....0c0vivveniineis na, 4494270 5436785 5916859 6,605,565 6,061,696 6,433,736 6,447,130 6,605,565 6,839,976 7,063,960 7,258,996
Foreign-owned 13
na. 9 10 11 12 11 11 11 12 13 14 14
na. 502,506 621,442 616,254 710441 648,017 732,695 729,244 710,441 995454 1,117,732 1,194,645
Total U.S. commercial bank
assets™ ... .. ... oo 5,673,702 6,129,534 6,415,909 6,897,447 7,397,818 7,031,274 7,325,350 7,293,920 7,397.818 7,614,374 7,850,643 8,041,091
By ownership
Reporting bank holding companies . .| 5,226,027 5,657,210 5,942,575 6,429,738 6,940,992 6,577,712 6,863,154 6,842,727 6,940,992 7,165,521 7,409,184 7,599,349
Odl;er bank holding companies ..... 226916 229,274 230464 227,017 219222 222,670 222,998 217,035 219,222 213,193 211,726 208,964
Independent banks ............... 220,759 243,050 242870 240,692 237,604 230,893 239,198 234,157 237,604 235660 229733 232,778
Assets associated with nonbanking
activities 1313
Insurance .........oooohevnennnnns na, na, 426,462 372405 437503 381464 405,297 419575 437,503 468,168 583,073 579,785
Securities broker-dealers ,........... na. na. na. 630,851 656,775 709,839 659,701 686,049 656,775 713,7%4 710,485 756,870
Thrift institutions ..... Ve, 117,699 102,218 91,170 107,422 133,056 126375 124,640 143,578 133,056 139,713 156,033 162,396
Foreign nonbank institutions . L) 787120 132,629 138977 145344 170,600 154,812 160,515 162,789 170,600 195472 226,055 230,066
QOther nonbank institutions ........... 879,793 1,234,714 1,674,267 561,712 686,367 524,709 737,434 736,515 686,367 837,298 861,366 874,295
Number of bank holding mm;mm‘leisIs
gaged in nonbanking activities
Insurance ............. n.a. na. 143 96 102 94 93 102 102 100 102 100
Securities broker-dealers na. na. na. 47 50 48 50 46 50 49 48 46
Thrift institutions ........ 57 50 38 32 27 31 3l 29 27 29 27 25
Foreign nonbank institutions . e 25 25 32 37 41 38 40 39 41 41 40 40
Other nonbank institutions ........... 559 633 743 880 1,042 913 945 992 1,042 1,016 1,038 1,068
Foreign-owned bank holding
companies *
Number .........ooviiiiiinniin, 18 2! 23 26 28 26 27 28 28 28 29 29
Total 858€t8 .. ...vvvvviininirienns 535,024 636,669 764,411 762,901 934,781 799,540 946,847 947,932 934,781 1,146,963 1,272,564 1,351,302
Employees of reporting bank holding
pani &?xll-time equivalent) ..| 1,775,418 1,859,930 1985981 1,992,559 2,034,358 2,000,168 2,019,953 2,031,029 2,034,358 2,099,072 2,085,671 2,133,194
Assets of fifty large bank holding
companies®\?
Fixed panel (from table 2) ........... 5,099,836 5477515 5,839,170 6,187,672 6,832,129 6,359,053 6,746,975 6,758,788 6,832,129 7,263,707 7,450,254 7,644,504
l;ifty Inrg: u: of reporting date ....... 4,809,785 5,319,129 5,732,621 6,032,000 6,666,488 6,203,000 6,587,000 6,602,255 6,666,488 7,045844 7,385,384 7,644,504
ercent of all reporting
bank ho)dlnpgocompanics ......... 77.20 79.10 76.90 75.80 75.50 75.70 75.80 75.80 75.50 75.80 76.50 7730
NoTE. All data are as of the most recent period shown, The historical figures may not 10. Excludes predecessor bank holding that were subsequently merged into

match those in earlier versions of this table b of mergers, signifi acquisitions or
divesti or or to bank holding company financial reports. Data for
the most recent period may not include all late-filing institutions,

1. Covers top-tier bank holding companies except (1) those with consolidated assets of less
than $150 million and with only one subsidiary bank and (2) multibank holding

other bank holding companies in the panel o

f fifty large bank holdi

ng companies. Also

excludes those Lbank holding con)plnknies‘ excluded from the panel of fifty large bank hold-

ing [
cor;slolidawd o]

perations.

8 Op

with consolidated assets of less than $150 million, with no debt outstanding to the general
public and not engaged in certain nonbanking activities.

2. Data for all reporting bank holding companies and the fifty large bank holding com-
panies reflect merger adjustments to the fifty large bank holding companies. Merger adjust-
ments account for mergers, acquisitions, other business combinations and large divestitures
that occurred during the time period covered in the tables so that the historical information on
each of the fifty underlying institutions depicts, to the greatest extent possible, the institu-
tions as they exist in the most recent period. In general, adjustments for mergers among bank
holding companies reflect the combination of historical data from predecessor bank hold-
ing companies.

The data for the fifty large bank holding companies have also been adjusted as neces-
sary to match the historical figures in each company's most recently available financial state-
ment,

In general, the data are not adjusted for changes in g Iy pted g
pﬂncirles.

3. Includes minority interests in consolidated subsidiaries,

4, Includes credit card lines of credit as well as commercial lines of credit.

5. Includes loans sold to securitization vehicles in which bank holding companies retain
some interest, whether through or seller-provided credit ent nts or by servic-
}ng thﬁnderlying assets, Securitization data were first collected on the FR Y-9C report for
une 2001.

6. The notional value of a derivative is the reference amount of an asset on which an inter-
est rate or price differential is calculated. The total ! value of a bank holding

pany’s derivatives holdings is the sum of the notiona! values of each derivative contract
regardless of whether the bank holding company is a payor or recipient of payments under the
cantract. The actual cash flows and fair market values associated with these derivative

lude qualifying i

12. No data
activities were collected on the FR Y-9C report before implementation of the Gramm-—
Leach-Bliley Act in 2000.

13. A bank holding company is considered "foreign-owned" if it is majority-owned by a
foreign entity. Data for foreign-owned companies do not include data for branches and agen-
cies of foreign banks operating in the United States.

14, Total assets of insured commercial banks in the United States as re
mercial bank Call Reggn (FFIEC 031 or 041, Reports of Condition and Income). Excludes

data for a small num

only a small part of their

that are not reporting bank holding companies.
related to financial holding companies and only some data on nonbanking

in the com-

r of commercial banks owned by other commercial banks that file

separate call reports yet are also covered by the reports filed by their parent banks, Also
excludes data for mutual savings banks,

15. Data for thrift, foreign
type of subsidiary as re;

bank, and other

t itutions are total assets of each
rted in the FR Y-9LP report. Data cover those subsidiaries in which

e top-tier bank holding company directly or indirectly owns or controls more than
voting stock and that has been consolidated using generally

50 percent of the outst_am_‘ligg

b 't
assets,

ties_pursuant to the Gramm-Leach-Blile

- ¥

Data for securities broker—dealers are net assets (that is, total

) of broker—dealer subsidiaries engaged in activi-

y Act, as reported on schedule HC-M of the

FR Y-9C report. Data for insurance activities are all insurance-related assets held by the bank
holding company as reported on schedule HC-1 (zf the FR Y-9C report.

Beginning in 2002:Q
o 4 in credi

.

1, ins

urance totals
e

i el

and sub-

or those

ini

agency

gaged 1 2ag! P
activities. Beginning in 2002:Q2, insurance totals include only newly’authoriwd insurance
activities under the Gramm-~Leach-Bliley Act.
16. Aggregate assets of thrift subsidiaries were affected significantly by the conversion of

Charter

periods.

'8 thrift subsidiary (with assets of $37 billion) to a commercial bank in the second

the time-varying panel of fifty large bank hold-
that make up the panel and

are g Iy only a small fraction of the s | value. quarter of 2002 and the acquisition by Citigroup of Golden State Bancorp (a thrift institu-
7. Income btotals for all reporting bank holding compenies and the fifty large tion with assets of $55 billion) in the fourth quarter of 2002.
bank holding i lud i y items, the Jative effects of changes in 17. Chnnges over time in the total assets of
accounting principles, di inued op at the ﬁ&]v large institutions and therefi i p are attributable to (1) changes in the
will not sum to Net income. The efficiency ratio is calcul ding ing income (2) to a small extent, of fi ial reports b
and expenses. n.a. Not available
8. Calculated on a fully-taxable-equivalent basis. SouRce, Federal Reserve Reports FRY-9C and FR Y-9LP, Federal Reserve National
9. In general, the ﬁﬂ{ large bank holding companies are the fifty lur%‘es! bank holding Information Center, and published financial reports.
panies as d by total lid, assets for the latest period shown. Excludes a
few large bank holding panies whose ial banki i for only a

g Op

small portion of assets and earnings.
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Announcements

PASSING OF FORMER GOVERNOR
JOHN P. LAWARE

Former banking executive and Federal Reserve Gov-
ernor John P. LaWare died on December 13, 2004, at
Southeast Georgia Health System hospital in Bruns-
wick, Georgia. LaWare, who was appointed to the
Federal Reserve by President Ronald Reagan in 1988,
retired to Sea Island, Georgia, after resigning in 1995.

Federal Reserve Board Chairman Alan Greenspan,
in a statement released just before the Board’s meet-
ing on December 14, 2004, said of former Governor
LaWare:

“In his service to the Federal Reserve, my good
friend John LaWare contributed keen judgment and a
deep and practical knowledge of the American finan-
cial system, developed during a long career in bank-
ing. His insight was invaluable during the delibera-
tions that led eventually to the Gramm-Leach-Bliley
legislation that modernized the legal structure of
banking and finance. Most of all, he was a gentleman.
I extend my deepest sympathies to his family.”

FEDERAL OPEN MARKET COMMITTEE
STATEMENTS

The Federal Open Market Committee decided on
November 10, 2004, to raise its target for the federal
funds rate 25 basis points, to 2 percent.

The Committee believes that, even after this action,
the stance of monetary policy remains accommo-
dative and, coupled with robust underlying growth
in productivity, is providing ongoing support to eco-
nomic activity. Output appears to be growing at a
moderate pace despite the rise in energy prices, and
labor market conditions have improved. Inflation
and longer-term inflation expectations remain well
contained.

The Committee perceives the upside and downside
risks to the attainment of both sustainable growth and
price stability for the next few quarters to be roughly
equal. With underlying inflation expected to be
relatively low, the Committee believes that policy
accommodation can be removed at a pace that is
likely to be measured. Nonetheless, the Committee
will respond to changes in economic prospects as

needed to fulfill its obligation to maintain price
stability.

Voting for the FOMC monetary policy action were:
Alan Greenspan, Chairman; Timothy E. Geithner,
Vice Chairman; Ben S. Bernanke; Susan S. Bies;
Roger W. Ferguson, Jr; Edward M. Gramlich;
Thomas M. Hoenig; Donald L. Kohn; Cathy E.
Minehan; Mark W. Olson; Sandra Pianalto; and
William Poole.

In a related action, the Board of Governors unani-
mously approved a 25 basis point increase in the
discount rate, to 3 percent. In taking this action, the
Board approved the requests submitted by the
Boards of Directors of the Federal Reserve Banks
of Boston, New York, Philadelphia, Cleveland, Rich-
mond, Atlanta, Chicago, St. Louis, Minneapolis, and
Kansas City.

The Federal Open Market Committee decided on
December 14, 2004, to raise its target for the federal
funds rate 25 basis points, to 2Y4 percent.

The Commiittee believes that, even after this action,
the stance of monetary policy remains accommo-
dative and, coupled with robust underlying growth
in productivity, is providing ongoing support to
economic activity. Output appears to be growing at
a moderate pace despite the earlier rise in energy
prices, and labor market conditions continue to
improve gradually. Inflation and longer-term inflation
expectations remain well contained.

The Committee perceives the upside and downside
risks to the attainment of both sustainable growth and
price stability for the next few quarters to be roughly
equal. With underlying inflation expected to be
relatively low, the Committee believes that policy
accommodation can be removed at a pace that is
likely to be measured. Nonetheless, the Committee
will respond to changes in economic prospects as
needed to fulfill its obligation to maintain price
stability.

Voting for the FOMC monetary policy action were:
Alan Greenspan, Chairman; Timothy F. Geithner,
Vice Chairman; Ben S. Bernanke; Susan S. Bies;
Roger W. Ferguson, Jr., Edward M. Gramlich;
Thomas M. Hoenig; Donald L. Kohn; Cathy E.
Minehan; Mark W. Olson; Sandra Pianalto; and
William Poole.
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In a related action, the Board of Governors unani-
mously approved a 25 basis point increase in the
discount rate, to 34 percent. In taking this action,
the Board approved the requests submitted by the
Boards of Directors of the Federal Reserve Banks
of Boston, New York, Philadelphia, Cleveland, Rich-
mond, Atlanta, Chicago, St. Louis, Minneapolis,
Kansas City, Dallas, and San Francisco.

In addition, the Committee unanimously decided
to expedite the release of its minutes. Beginning with
this meeting, the minutes of regularly scheduled
meetings will be released three weeks after the date
of the policy decision. The first set of expedited
minutes will be released at 2:00 p.m. eastern standard
time on January 4, 2005.

REQUEST FOR COMMENTS ON REVIEW OF
OPEN-END CREDIT RULES, REGULATION Z

The Federal Reserve Board issued for public com-
ment on December 3, 2004, an advance notice of
proposed rulemaking (ANPR) announcing a review
of the open-end (revolving) credit rules of the
Board’s Regulation Z (Truth in Lending), which
implements the Truth in Lending Act.

The Board periodically reviews each of its regula-
tions to update them, if necessary.

Open-end credit generally refers to a revolving
line of credit (such as a credit card account) where
repeated transactions are expected, the available
credit is replenished as unpaid balances are repaid,
and finance charges are assessed on unpaid balances.
The ANPR seeks comment on a variety of specific
issues relating to three broad categories: (1) the for-
mat of open-end credit disclosures; (2) the content of
the disclosures; and (3) the substantive protections
provided under the regulation. The ANPR solicits
comments on the scope of the review, and also
requests commenters to identify other issues that the
Board should consider addressing in the review.

Comments must be received on or before
March 28, 2005.

FEE SCHEDULES FOR FEDERAL RESERVE
PRICED SERVICES FOR 2005

The Federal Reserve Board approved fee schedules
on November 4, 2004, for Federal Reserve Bank
payment services for depository institutions (priced
services), effective January 3, 2005.

The Reserve Banks project that they will recover
100.1 percent of all their priced services costs in

2005 and estimate that they will recover 94.6 percent
of these costs in 2004.

From 1994 to 2003 the Reserve Banks recovered
97.8 percent of priced services costs, including
operating costs, imputed costs, and targeted return
on equity (ROE, or net income), which amounts to
a ten-year total net income of slightly less than
$500 million.

Since the mid-1990s there has been a national
trend away from the use of checks and toward more
efficient electronic payment alternatives. Although
this trend has affected the entire payments industry
and is consistent with the Federal Reserve’s position
of encouraging the use of more efficient electronic
payment alternatives, it has adversely affected the
ability of the Reserve Banks to fully recover their
costs. In response to this national trend, the Reserve
Banks have improved operational efficiencies and
reduced costs with the aim of returning to full cost
recovery in 2005. :

As part of their check restructuring initiative, the
Reserve Banks have reduced the number of Federal
Reserve check-processing locations from forty-five
to thirty-two and have announced plans to further
reduce the number to twenty-three sites by early
2006. In 2005 the Reserve Banks are expected to
realize full-year operational efficiencies and cost sav-
ings associated with the first round of restructurings
in 2003 and 2004, and partial-year savings associated
with the second round of restructurings. The Reserve
Banks have also reduced costs in a variety of support
and overhead areas.

Overall the price level for Federal Reserve priced
services will increase about 7 percent in 2005 from
2004 levels. The increase reflects an approximately
8 percent rise in paper-check service fees combined
with a 2.6 percent increase in fees for the Reserve
Banks’ electronic payment services. Fee schedules
for all priced services are available on the Federal
Reserve Banks’ financial services web site at
www.frbservices.org.

The Board also approved, effective January 6,
2005, changing the earnings credit rate on depository
institutions’ clearing balances at the Reserve Banks
from 90 percent to 80 percent of the three-month
Treasury bill rate.

In addition the Board approved the 2005 private-
sector adjustment factor (PSAF) for Reserve Bank
priced services of $161 million. The PSAF is an
allowance for taxes and other imputed expenses that
would have to be paid and profits that would have to
be earned if the Federal Reserve’s priced services
were provided by a private business, The Monetary
Control Act of 1980 requires the Federal Reserve to
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recover the costs of providing priced services, includ-
ing the PSAF, over the long run, to promote competi-
tion between the Reserve Banks and private-sector
service providers.

REVISED PAYMENTS SYSTEM RISK POLICY

The Federal Reserve Board announced on Novem-
ber 26, 2004, the approval of proposed revisions
to its Policy on Payments System Risk (PSR Policy)
addressing risk management in payments and securi-
ties settlement systems.

The revisions update the policy in light of cur-
rent industry and supervisory risk-management
approaches as well as new international risk-
management standards for payments and securities
settlement systems. In addition they provide further
clarification regarding the policy’s objectives, scope,
and application,

The key revisions include an expansion of the
policy’s scope to include those Federal Reserve Bank
payments and securities settlement systems that meet
the policy’s application criteria, revised general risk-
management expectations for systems subject to the
policy, and the incorporation of both the Core Prin-
ciples for Systemically Important Payment Systems
(Core Principles) and the Recommendations for Secu-
rities Settlement Systems (Recommendations).

Under the revised policy, public- and private-sector
payments and securities settlement systems that
expect to settle a daily aggregate gross value of U.S.
dollar-denominated transactions exceeding $5 bil-
lion on any day during the next twelve months are
expected to implement a sound risk-management
framework. A sound risk-management framework
should: (1) clearly identify risks and set sound risk-
management objectives, (2) establish sound gover-
nance arrangements, (3) establish clear and appro-
priate rules and procedures, and (4) employ the
resources necessary to achieve the system’s risk-
management objectives and implement effectively its
rules and procedures. Systems deemed by the Board
to be systemically important are also required to meet
the Core Principles or Recommendations.

The Core Principles were developed by the Com-
mittee on Payment and Settlement Systems (CPSS)
of the central banks of the Group of Ten countries.
The Recommendations were developed by the CPSS
and the Technical Committee of the International
Organization of Securities Commissions. Both sets of
standards are part of the Financial Stability Forum’s
Compendium of Standards that have been widely
recognized and endorsed by U.S. authorities as inte-
gral to strengthening global financial stability.

REVISED BANK HOLDING COMPANY RATING
SYSTEM

The Federal Reserve issued on December 1, 2004, a
revised bank holding company (BHC) rating system.
The revised system more closely aligns the Federal
Reserve’s rating process with the focus of its current
supervisory practices by placing an increased empha-
sis on risk management, providing a more flexible
and comprehensive framework for evaluating finan-
cial condition, and requiring an explicit determina-
tion of the likelihood that the nondepository entities
of a BHC will have a significant negative effect on
the depository subsidiaries. The revised rating system
became effective January 1, 2005.

Under the revised rating system, each BHC is
assigned a composite rating (C) based on an evalua-
tion and rating of three essential components of an
institution’s financial condition and operations. These
three components are: Risk Management (R); Finan-
cial Condition (F); and potential Impact (I) of the
parent company and nondepository subsidiaries on
the subsidiary depository institutions. A fourth rat-
ing, Depository Institution (D), mirrors the primary
regulator’s assessment of the subsidiary depository
institutions. A simplified version of the rating system
that includes only the R and C components will be
applied to noncomplex bank holding companies with
assets less than $1 billion.

To provide a consistent framework for assessing
risk management, the R component is supported by
four subcomponents that reflect the effectiveness of
the banking organization’s risk management and con-
trols. The F component is supported by four subcom-
ponents reflecting an assessment of the quality of the
banking organization’s Capital; Asset Quality; Earn-
ings; and Liquidity.

The policy also contains guidance on implementa-
tion of the revised rating system based on BHC size
and complexity.

CHANGES TO PUBLIC DISCLOSURE TABLES TO
ADJUST FOR REVISIONS IN REGULATION C

The Federal Reserve Board announced on Decem-
ber 10, 2004, changes to the tables used to publicly
release data collected by lenders under the Home
Mortgage Disclosure Act (HMDA), which is imple-
mented by the Board’s Regulation C (Home Mort-
gage Disclosure).

The formats for some of the existing disclosure
tables have been revised, one set of existing tables
has been deleted, and new tables have been added.
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The changes reflect revisions to Regulation C,
adopted by the Board in 2002, that require lenders to
collect new data beginning January 1, 2004.

These revisions to the public disclosure tables do
not affect the data collection and reporting require-
ments applicable to lenders subject to Regulation C;
the revised disclosure tables merely show the format
that will be used by the federal financial regulatory
agencies for public disclosure of the data collected
and reported by lenders.

The 2002 revisions to Regulation C require lenders
to collect and report data including loan pricing infor-
mation (the rate spread between the annual percent-
age rate on the loan and the yield on Treasury securi-
ties of comparable maturity); whether the loan is
subject to the Home Ownership and Equity Protec-
tion Act; whether manufactured housing is involved,;
whether the loan is secured by a first or subordinate
lien on the property; and certain information about
requests for preapproval. In addition, the race and
ethnicity categories were changed to conform to stan-
dards established by the Office of Management and
Budget.

The first year for which the new data will be
reported is 2004. Data from lenders must be submit-
ted to the federal financial regulatory agencies no
later than March 1, 2005, and will be reflected in the
public disclosures scheduled to be released later in
2005.

ANNUAL NOTICE OF ASSET-SIZE EXEMPTION
THRESHOLD

The Federal Reserve Board published on Decem-
ber 21, 2004, its annual notice of the asset-size
exemption threshold for depository institutions under
Regulation C (Home Mortgage Disclosure), which
implements the Home Mortgage Disclosure Act
(HMDA).

The asset-size exemption for depository institu-
tions will increase $1 million to a level of $34 million
based on the annual percentage change in the Con-
sumer Price Index for Urban Wage Earners and Cleri-
cal Workers for the twelve-month period ending in
November 2004. As a result, depository institutions
with assets of $34 million or less as of December 31,
2004, are exempt from data collection in 2005. An
institution’s exemption from collecting data in 2005
does not affect its responsibility to report the data it
was required to collect in 2004.

The adjustment became effective January 1, 2005.

HMDA and the Board’s Regulation C require most
depository institutions and certain for-profit, nonde-

pository institutions to collect, report, and disclose
data about applications for, and originations and pur-
chases of, home mortgage loans, home improvement
loans, and refinancings. Data reported include the
type, purpose, and amount of the loan; the race,
ethnicity, sex, and income of the loan applicant; and
the location of the property. The purposes of HMDA
include helping to determine whether financial insti-
tutions are serving the housing needs of their commu-
nities and assisting in fair lending enforcement,

APPOINTMENT OF RICHARD W. FISHER AS
PRESIDENT, FEDERAL RESERVE BANK OF
DALLAS

Richard W. Fisher will become president of the Fed-
eral Reserve Bank of Dallas, effective April 4, 2005.
The appointment of Mr. Fisher was announced on
December 21, 2004, by Ray L. Hunt, chairman of the
Bank’s Board of Directors. Mr. Fisher will succeed
Robert D. McTeer, Jr., who resigned November 4,
2004, to become chancellor of the Texas A&M Uni-
versity System.

Mr. Fisher, 55, is currently vice chairman of
Kissinger McLarty Associates, a strategic advisory
firm chaired by Henry Kissinger, the former Secre-
tary of State of the United States of America.

As president of the Federal Reserve Bank of
Dallas, Mr. Fisher will head one of the twelve
regional Reserve Banks, which with the Board of
Governors in Washington, D.C., make up the Federal
Reserve System, the nation’s central bank. He will
participate in meetings of the Federal Open Market
Committee, a principal policymaking body in the
Federal Reserve System, and during 2005, and every
third year following, will be a voting member of the
Committee.

The Dallas Reserve Bank serves the Eleventh Fed-
eral Reserve District, which includes all of Texas,
as well as portions of Louisiana and New Mexico.
The Federal Reserve is responsible for managing
the country’s money supply, supervising banks and
depository institutions, and serving as fiscal agent for
the federal government. The Federal Reserve also
provides services to depository institutions.

Ray Hunt, chairman of the Board of Directors
of the Federal Reserve Bank of Dallas, said the
following.

“We are extremely pleased with the fact that Richard
Fisher will soon be joining us as our new president.
Richard possesses a superb knowledge of the nation’s
economic and monetary system and his direct per-



Announcements 39

sonal involvement in a number of very important
international economic treaties and activities make
him uniquely qualified to provide the very forward-
looking leadership for which the Federal Reserve
Bank of Dallas has become known.”

Mr. Fisher graduated with honors from Harvard
University in economics, earned an MBA from Stan-
ford University, and studied engineering at the U.S.
Naval Academy and Latin American politics at
Oxford University. He began his career as a banker at
the private bank of Brown Brothers Harriman and
Company. At Brown Brothers, Mr. Fisher was assis-
tant to Robert Roosa, a former senior official of the
Federal Reserve and Under Secretary of the Treasury,
who had trained several leading financial officials,
among them Paul Volcker, who became Federal
Reserve Board Chairman before Mr. Greenspan.

In 1977 Mr. Fisher was “loaned out” by Brown
Brothers to serve as Assistant to the Secretary of the
Treasury during the Carter Administration, where he
worked on issues related to the dollar crisis of 1978
and 1979, then returned to Brown Brothers to found
their Texas operations in Dallas. In 1987 he created
Fisher Capital Management, an investment advisory
firm, and a separate funds management firm, Fisher
Ewing Partners, which focused heavily on investing
in distressed banks, savings and loans, and thrift
institutions. He sold his controlling interests in both
firms when he again joined the government in 1997.

From 1997 to 2001 Mr. Fisher served as Deputy
United States Trade Representative with the rank of
Ambassador. Ambassador Fisher oversaw the imple-
mentation of NAFTA, negotiations for the Free Trade
Area of the Americas, and the initiation of the U.S.~
Chile Free Trade Agreement negotiations. He negoti-
ated several major agreements on behalf of the United
States in Asia, including the Bilateral Trade Agree-
ment with Vietnam signed by President Bush, the
U.S.—Korea Auto Agreement of 1998, and the initia-
tion of the Free Trade Agreement with Singapore,
and was a senior member of the team that negotiated
the bilateral accords for China and Taiwan’s acces-
sion to the World Trade Organization (WTO). Under
an agreement struck between President Clinton and
Japanese Prime Minister Hashimoto, Ambassador
Fisher co-chaired the U.S.-Japan Enhanced Initiative
on Competition and Deregulation, which led to sig-
nificant changes in the financial, telecommunica-
tions, commercial, and legal sectors of the Japanese
economy.

Mr. Fisher stated the following:

“I am excited at the prospect of working for the
brilliant staff at the Dallas Fed. This is a homecoming

in more than one way. I started my career at Brown
Brothers as the assistant to Robert Roosa, a legendary
figure in both the Federal Reserve System and the
U.S. Treasury. He and the partners there taught me the
bond, stock, and foreign exchange markets and the
investment trade. It was Mr. Roosa’s ardent wish that
someday I would ‘pay it back’ by joining the Federal
Reserve, which he considered the ‘purest form of
public service, above and beyond the reach of parti-
san politics.” He is probably grinning up in heaven
right now.”

A biographical summary is available on the
Federal Reserve Bank of Dallas’s web site,
www.dallasfed.org/news/releases/2004/nr041221.htm.

FIGURES ON INCOME OF THE FEDERAL
RESERVE BANKS

The Federal Reserve Board released figures on Janu-
ary 7, 2005, that indicate the Federal Reserve Banks
distributed approximately $18.086 billion of their
$23.541 billion total income to the U.S. Treasury
during 2004.

Federal Reserve System income is derived prima-
rily from interest earned on U.S. government securi-
ties that the Federal Reserve has acquired through
open market operations. This income amounted to
$22.344 billion in 2004. Additionally, income from
fees for the provision of priced services to deposi-
tory institutions totaled $867 million. The remaining
income of $330 million includes earnings on foreign
currencies, earnings from loans, and other income.

The operating expenses of the twelve Reserve
Banks totaled $2.116 billion in 2004, including
the System’s net pension credit. In addition, the cost
of earnings credits granted to depository institutions
amounted to $116 million. Assessments against
Reserve Banks for Board expenditures totaled
$272 million and the cost of currency amounted to
$504 million.

Net additions to income amounted to $919 million,
primarily representing unrealized gains on assets
denominated in foreign currencies that are revalued
to reflect current market exchange rates. These gains
were partially offset by interest expense on reverse
repurchase agreements.

Total net income for the Federal Reserve Banks in
2004 amounted to $21.452 billion. Under the Board’s
policy, each Reserve Bank’s net income after the
statatory dividend to member banks and the amount
necessary to equate surplus to paid-in capital is trans-
ferred to the U.S. Treasury. The statutory dividends to
member banks in 2004 were $582 million.
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BASEL II SURVEY DOCUMENTS FINALIZED

The U.S. banking agencies have made available on
November 3, 2004, survey materials for the fourth
Quantitative Impact Study (QIS-4) and a related Loss
Data Collection Exercise (LDCE) in preparation
for the U.S. implementation of the Basel II Capital
Framework,

The Basel Committee on Banking Supervision pro-
posed new international capital standards for banking
organizations in June 2004, and the proposal is being
evaluated by bank supervisory authorities worldwide.
QIS-4 is intended to provide the agencies with a
better understanding of ways that the implementation
of a more risk-sensitive approach for regulatory capi-
tal standards might affect minimum required capital
at the industry, institution, and portfolio levels. The
LDCE is intended to provide insight, based on
detailed loss event data, into the implications of the
proposed Basel II standards regarding the Advanced
Measurement Approaches for evaluating operational
risk.

Materials for the U.S. survey are available on the
Federal Financial Institutions Examination Council’s
web site at www.ffiec.gov/qis4 and www.ffiec.gov/
ldce. Interested parties may review and use these
materials to gain a better understanding of the pos-
sible implications of such new capital standards for
their own institutions.

Approximately thirty U.S. banking organizations
have indicated an interest in participating in the U.S.
version of QIS-4, though fewer are expected to
participate in the LDCE. The agencies requested
responses for the LDCE by late November 2004 and
for the QIS-4 by late January 2005. The information
received should help them prepare, by midyear 2005,
a joint Notice of Proposed Rulemaking for imple-
menting Basel II in the United States.

FEDERAL RESERVE STUDIES CONFIRM
ELECTRONIC PAYMENTS EXCEED CHECK
PAYMENTS

The Financial Services Policy Committee announced
on December 6, 2004, that surveys conducted by the
Federal Reserve confirm that electronic payment
transactions in the United States have exceeded
check payments for the first time. The number of
electronic payment transactions totaled 44.5 billion
in 2003, while the number of checks paid totaled
36.7 billion, according to recent surveys of U.S.
depository financial institutions and electronic pay-
ments organizations.

Previous research by the Federal Reserve found
that the number of checks paid in 2000 was 41.9 bil-
lion transactions, compared with 30.6 billion elec-
tronic payments. Electronic payments consist of
such payment methods as credit cards, debit cards,
and automated clearinghouse (ACH) transactions, for
example, direct debit.

The decline in the number of checks paid from
41.9 billion to 36.7 billion transactions reflects an
annual average rate decline of 4.3 percent from 2000
to 2003. Electronic forms of payment increased from
30.6 billion to 44.5 billion, reflecting an average
annual rate of increase of 13.2 percent for the same
period. “The balance has shifted from check writing
to electronic payments, and we expect this trend to
continue,” said Richard Oliver, senior vice president
of the Federal Reserve Bank of Atlanta and the
Federal Reserve Banks’ product manager for retail
payments.

“Indeed, at current growth rates, credit cards and
debit cards will both surpass checks in terms of total
annual transactions in 2007. Such rapid change pre-
sents opportunities and challenges for an industry
traditionally geared toward paper-based payments.
The value of these surveys is that they quantify this
shift and provide important insight for all industry
participants.”

The 2004 Federal Reserve Payments Study con-
sists of two research efforts commissioned to esti-
mate the annual number, dollar value, and makeup
of payments in the United States, and to estimate the
annual volume of electronic payments. The first sur-
vey, the Depository Institutions Payments Survey,
included responses from more than 1,500 depository
financial institutions (commercial banks, savings
institutions, and credit unions). The second research
effort, the Electronic Payment Instruments Study,
included responses from sixty-eight organizations
involved in originating, switching, or processing elec-
tronic payments.

“The Fed’s 2004 Payments Study is part of an
ongoing effort by the Federal Reserve System to
measure trends in noncash payments in the United
States,” Oliver said.

“This year’s studies repeat critical aspects of the
studies we conducted three years ago to provide a
second series of point-in-time estimates from which
inferences can be drawn about the rate and nature of
change of the U.S. payments system.”

According to the Depository Institutions Payments
Study, the 36.7 billion checks paid in 2003 had a total
value of about $39.3 trillion. These estimates do not
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include checks that are written and subsequently con-
verted to electronic transactions for clearing. Also,
the study found that approximately 77 percent of
checks are interbank checks, which are cleared
between financial institutions, and the remaining
23 percent are so-called on-us checks, or those for
which the financial institution of first deposit is also
the paying institution.

The second survey, the Electronic Payment Instru-
ments Study, revealed that the 44.5 billion elec-
tronic payments had a dollar value of $27.4 trillion.
These payments include consumer, business, and
government-initiated electronic payments. Debit card
transactions, with an estimated annual growth rate of
23.5 percent, are the fastest growing type of elec-
tronic payment. ACH transactions increased 13.4 per-
cent on an annual basis and credit cards grew at a
6.7 percent rate. The relatively slow growth of credit
card transactions is likely owing to its mature status
as a payment option, according to Oliver.

Findings of the Electronic Payment Instruments Study

Annual rate of
Number Value :
Type of payment (billions (trillions decl?ig&;)‘rzgz)%wth
of dollars) of dollars) (percent)
Check ............. 36.7 39.3 —4.3
Electronic ......... 4.5 274 13.2
Debit card 15.6 .6 235
ACH ....... 9.1 25.1 134
Credit card 19.0 1.7 6.7

NOTE. Annual estimates based on survey data.

Complete reports on the 2004 Federal Reserve
Payments Study can be found on the Federal Reserve
Financial Services’s web site at www.frbservices.org.

Fact Sheet Background

The 2004 Federal Reserve Payments Study includes
two research efforts to estimate the annual number,
dollar value, and makeup of noncash payments in the
United States. The study estimated the number and
value of payments by check, automated clearing-
house (ACH), credit card, debit card, and electronic
benefits transfer (EBT).

The Depository Institutions Payments Study is
based on a national survey of approximately 1,500
financial institutions, and estimates the annual num-
ber and value of check and other noncash transac-
tions in the United States. It was conducted as a joint
effort of the Federal Reserve System, Global Con-
cepts, and its subcontractor International Communi-
cations Research.

The Electronic Payment Instruments Study, con-
ducted by Dove Consulting, included statistics for
2003 from sixty-eight payments organizations that
were used to estimate the annual number and value
of electronic payments. Those organizations are
involved in originating, switching, or processing elec-
tronic payments.

PROPOSED CHANGES TO COLLECTION OF
DATA FOR SHARED NATIONAL CREDIT REVIEWS

The federal bank and thrift institution regulatory
agencies requested public comment on December 16,
2004, on proposed changes to the data collection
process that supports the Shared National Credit
review of large syndicated loans.

The program, which has been in place since 1977,
is an interagency examination and supervision effort
designed to evaluate loan commitments aggregating
$20 million or more that are shared by three or
more supervised institutions. The program provides
a process for assigning uniform credit ratings for
shared national credits in addition to collecting and
analyzing data that regulators use to monitor credit
conditions and trends at the nation’s largest banks.

The proposed data collection changes would enable
the agencies to improve the efficiency and effec-
tiveness of credit reviews, support continued risk-
focusing efforts in the program, and provide com-
parative credit risk information to banks and
regulatory supervisors. Under the proposal, the data
collection changes would be implemented with the
2007 review, employing data as of December 31,
2006.

Comments were requested by February 15, 2005.

FINAL RULES REGARDING DISPOSAL OF
CONSUMER INFORMATION

The federal bank and thrift institution regulatory
agencies announced on December 21, 2004, inter-
agency final rules to require financial institutions to
adopt measures for properly disposing consumer
information derived from credit reports.

Current law requires financial institutions to pro-
tect customer information by implementing informa-
tion security programs. The final rules require institu-
tions to make modest adjustments to their information
security programs to include measures for the proper
disposal of consumer information. They also add a
new definition of consumer information.

The agencies’ final rules implement section 216
of the Fair and Accurate Credit Transactions Act
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of 2003 (FACT Act) and include this new statutory
requirement in the Interagency Guidelines Establish-
ing Standards for Safeguarding Customer Informa-
tion (retitled the Interagency Guidelines Establishing
Standards for Information Security), which were
adopted in 2001.

The final rules will take effect on July 1, 2005.

PUBLICATION DATE FOR INDUSTRIAL
PRODUCTION REVISION

The Federal Reserve Board announced on Novem-
ber 19, 2004, that it would publish the annual revi-
sion to the G.17 statistical release, Industrial Pro-
duction and Capacity Utilization, on Wednesday,
December 22, 2004, at 10:00 a.m. eastern standard
time.

The revision is available on the Board’s web site at
www.federalreserve.gov/releases/G17.

NOVEMBER 2004 UPDATE TO THE
COMMERCIAL BANK EXAMINATION MANUAL

The November 2004 update to the Commercial Bank
Examination Manual has been published (supple-
ment no. 22). The new supplement includes super-
visory and examination guidance on the following
subjects:

1. The May 2004 Recommended Practices Document
for the Seamless Supervision of State-Chartered Banks.
The “Examination Strategy and Risk-Focused Examina-
tions” section incorporates this recommended-practices
document, which was promulgated by the interagency
State-Federal Working Group. The working group consists
of state bank commissioners and senior officials from the
Federal Reserve Board and the Federal Deposit Insurance
Corporation. The recommended practices highlight the
importance of communication and coordination between
state and federal banking agencies in the planning and
execution of supervisory activities over state-chartered
banking organizations. The recommended practices are the
common courtesies and practices that examination and
supervisory staff should follow in the implementation and
execution of their agencies’ supervisory activities. The
practices apply to institutions that operate in a single state
or in more than one state. See SR letters 04-12 and 96-33.

2. Uniform Agreement on the Classification of Assets
and Appraisal of Securities Held by Banks and Thrift
Institutions. The “Investment Securities and End-User
Activities” section incorporates this June 15, 2004, revised
Uniform Agreement (the uniform agreement) that was
jointly issued by the federal banking and thrift institution
agencies. The uniform agreement sets forth the definitions
of the classification categories and the specific examination
procedures and information for classifying bank assets,

including securities. The June 2004 revision did not
change the classification of loans in the uniform agree-
ment. The uniform agreement addresses, among other
items, the treatment of rating differences, multiple security
ratings, and split or partially rated securities. It also elimi-
nates the automatic classification for sub-investment-grade
debt securities. See SR letter 04-9. The examination proce-
dures incorporate the supervisory guidance provided in the
uniform agreement.

3. Tying Arrangements. The “Loan Portfolio Manage-
ment” section has been revised to incorporate a detailed
discussion on tying arrangements. Section 106 of the Bank
Holding Company Act Amendments of 1970 generally
prohibits a bank from conditioning the availability or price
of one product or service (the tying product or the desired
product) on a requirement that a customer obtain another
product or service (the tied product) from the bank or an
affiliate of the bank. Section 106 contains several excep-
tions to its general prohibitions, and it authorizes the Board
to grant, by regulation or order, additional exceptions from
the prohibitions when the Board determines an exception
“will not be contrary to the purposes’’ of the statute.

The “Loan Portfolio Management” section also includes
the Board or Board staff interpretations on tying arrange-
ments, including those issued on August 18, 2003, and
February 2, 2004. These two interpretations state that
bank customers that receive securities-based credit can be
required to hold their pledged securities as collateral at an
account of a bank holding company’s or bank’s broker—
dealer affiliate. The section’s examination objectives and
examination procedures also have been revised to further
address tying arrangements.

4. Guidance on Accepting Accounts from Foreign Gov-
ernments, Foreign Embassies, and Foreign Political Fig-
ures. The “Deposit Accounts” section has been revised to
incorporate this June 15, 2004, interagency advisory that
was issued in response to inquiries the agencies received
on whether financial institutions should do business and
establish account relationships with those foreign custom-
ers cited in the advisory. Banking organizations are advised
that the decision to accept or reject such foreign-account
relationships is theirs alone to make. Financial institu-
tions should be aware that there are varying degrees of risk
associated with these accounts, depending on the customer
and the nature of the services provided. Institutions should
take appropriate steps to manage these risks, consistent
with sound practices and applicable anti-money-laundering
laws and regulations. See SR letter 04-10. The exami-
nation objectives, examination procedures, and internal
control questionnaire were also revised to incorporate the
advisory’s supervisory guidance.

5. Risk-Based Capital Requirements for Asset-Backed
Commercial Paper Programs. The “Assessment of Capital
Adequacy” and the “Asset Securitization™ sections have
been updated to discuss the Board’s July 17, 2004,
approval (effective September 30, 2004) of its revisions to
the risk-based capital requirements for asset-backed com-
mercial paper (ABCP) programs. See appendix A of Regu-
lation H (12 CFR 208, appendix A). Under the Board’s
revised risk-based capital rule, a bank that qualifies as a
primary beneficiary and must consolidate an ABCP pro-
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gram that is defined as a variable interest entity under
generally accepted accounting principles (See FIN 46-R)
may exclude the consolidated ABCP program’s assets from
risk-weighted assets provided that the bank is the sponsor
of the ABCP program. Banks must also hold risk-based
capital against eligible ABCP liquidity facilities with an
original maturity of one year or less that provide liquidity
support to ABCP by applying a new 10 percent credit-
conversion factor to such facilities. Eligible ABCP liquid-
ity facilities with an original maturity exceeding one year
remain subject to the rule’s current 50 percent credit-
conversion factor. Ineligible liquidity facilities are treated
as direct-credit substitutes or recourse obligations, which
are subject to a 100 percent credit-conversion factor. When
calculating the bank’s tier 1 and total capital, any associ-
ated minority interests must also be excluded from tier 1
capital. The examination procedures also were revised to
incorporate the revised risk-based capital requirements.

6. Policy on Payments System Risk. The “Payment Sys-
tem Risk and Electronic Funds Transfer Activities™ section
incorporates the Board’s changes to its Policy on Payments
System Risk (the PSR policy). See 69 Federal Register
57917, September 28, 2004, and 69 Federal Register
69926, December 1, 2004. Effective July 20, 2006, the
PSR policy requires Reserve Banks (1) to release inter-
est and redemption payments on securities issued by
government-sponsored enterprises (GSEs) and certain
international organizations (institutions for which the
Reserve Banks act as fiscal agents but whose securities are
not obligations of, or fully guaranteed as to principal and
interest by, the United States) only if the issuer’s Federal
Reserve account contains sufficient funds to cover them
and (2) to align the treatment of the general corporate
account activity of GSEs and certain international organi-
zations with the treatment of the activity of other account
holders that do not have regular access to the discount
window and those account holders not eligible for intraday
credit. The examination procedures have been updated to
incorporate these revisions.

A more detailed summary of changes is included
with the update package. Copies of the new supple-
ment were shipped directly by the publisher to the
Reserve Banks for distribution to examiners and other
System staff members. The public may obtain the
Manual and the updates (including pricing informa-
tion) from Publications Fulfillment, Mail Stop 127,
Board of Governors of the Federal Reserve System,
20th and C Streets, N.W., Washington, DC 20551;
telephone (202) 452-3244; or send facsimile to
(202) 728-5886). The Manual is also available on the
Board’s public web site at www.federalreserve.gov/
boarddocs/supmanual/.

CHANGE IN RELEASE DATE OF FOMC
MINUTES

The Federal Reserve Board announced on Novem-
ber 3, 2004, that it would release the minutes of the

September 21, 2004, Federal Open Market Commit-
tee meeting at 2:00 p.m. eastern standard time on
Friday, November 12, 2004, because of the Veteran’s
Day holiday. The minutes from the September meet-
ing were previously scheduled for release on Thurs-
day, November 11, 2004.

APPROVALS OF INCREASE IN DISCOUNT RATE

The Federal Reserve Board approved on Novem-
ber 10, 2004, an action by the Board of Directors of
the Federal Reserve Bank of San Francisco increas-
ing the discount rate at the Bank from 2% percent to
3 percent, effective immediately.

The Federal Reserve Board approved on Novem-
ber 12, 2004, an action by the Board of Directors of
the Federal Reserve Bank of Dallas increasing the
discount rate at the Bank from 2% percent to 3 per-
cent, effective immediately.

RELEASE OF MINUTES OF THE BOARD’S
DISCOUNT RATE MEETINGS

The Federal Reserve Board released on Novem-
ber 18, 2004, the minutes of its discount rate meet-
ings from August 23, 2004, through September 21,
2004,

On December 21, 2004, the Board released the
minutes of its discount rate meetings from Octo-
ber 12, 2004, through November 10, 2004.

On January 11, 2005, the Board released the min-
utes of its discount rate meetings from November 22,
2004, through December 14, 2004,

APPOINTMENTS OF NEW MEMBERS AND
DESIGNATION OF THE CHAIR AND VICE CHAIR
OF THE THRIFT INSTITUTIONS ADVISORY
COUNCIL

The Federal Reserve Board announced on Novem-
ber 18, 2004, the names of six new members of its
Thrift Institutions Advisory Council (TIAC) and des-
ignated a new president and vice president of the
council for 2005.

The council is an advisory group made up of
twelve representatives from thrift institutions. The
panel was established by the Board in 1980 and
includes members from savings and loans, savings
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banks, and credit unions. The council meets three
times each year with the Board of Governors to
discuss developments relating to thrift institutions,
the housing industry, mortgage finance, and certain
regulatory issues.

The new council president for 2005 is Curtis L.
Hage, chairman and chief executive officer, Home
Federal Bank, Sioux Falls, South Dakota. The new
vice president is Roy M. Whitehead, president and
chief executive officer, Washington Federal Savings,
Seattle, Washington.

These six new members were named for two-year
terms that began on January 1, 2005:

Craig G. Blunden, chairman, president, and CEO, Provi-
dent Savings Bank, FSB, Riverside, California

Alexander R.M. Boyle, vice chairman, Chevy Chase Bank,
Bethesda, Maryland

Robert M. Couch, president and CEO, New South Federal
Savings Bank, Birmingham, Alabama

Jeffrey H. Farver, president and CEO, San Antonio Federal
Credit Union, San Antonio, Texas

George Jeffrey Records, Jr., chairman and CEO, MidFirst
Bank, Oklahoma City, Oklahoma

David Russell Taylor, president and CEQ, Rahway Savings
Institution, Rahway, New Jersey

Other TIAC members whose terms continue
through 2005 are the following:

Eldon R. Arnold, president and CEO, Citizens Equity First
Credit Union (CEFCU), Peoria, Illinois

H. Brent Beesley, chairman and CEO, Heritage Bank,
St. George, Utah

Douglas K. Freeman, chairman and CEO, NetBank,
Alpharetta, Georgia

David H. Hancock, chief executive officer, North Ameri-
can Savings Bank, Grandview, Missouri

APPOINTMENTS OF NEW MEMBERS AND
DESIGNATION OF THE CHAIR AND VICE CHAIR
OF THE CONSUMER ADVISORY COUNCIL

The Federal Reserve Board named on January 7,
2005, eleven new members to its Consumer Advisory
Council for three-year terms and designated a new
chair and vice chair of the council for 2005.

The council advises the Board on the exercise of
its responsibilities under the Consumer Credit Protec-
tion Act and on other matters in the area of consumer

financial services. The council meets three times a
year in Washington, D.C.

Mark Pinsky was designated chair; his term runs
through December 2005. Mr. Pinsky is president and
chief executive officer for the National Community
Capital Association.

Lori Swanson was designated vice chair; her term
on the council ends in December 2006. Lori Swanson
is solicitor general for the Office of the Minnesota
Attorney General.

The eleven new members are the following:

Stella Adams

Durham, North Carolina

Ms. Adams is the executive director of the North Carolina
Fair Housing Center, a nonprofit organization dedicated to
equal housing opportunity and equal access. Her focus has
been on elimination of predatory lending, support for com-
munity reinvestment, and education of communities about
fair housing and fair lending issues. Ms. Adams’s activism
gave impetus to the passage of the North Carolina anti-
predatory lending bill.

Faith Anderson

Fort Worth, Texas

Ms. Anderson is vice president of legal compliance and
general counsel for American Airlines Federal Credit
Union. The credit union’s offerings include savings and
checking accounts, consumer and real estate loans, over-
draft protection, and ATM, debit, and credit cards.
Ms. Anderson is responsible for compliance and imple-
mentation of federal and state laws and regulations.

Carolyn Carter

Boston, Massachusetts

Ms. Carter is a consultant for the National Consumer Law
Center. She has experience with the Truth in Lending Act,
particularly with respect to coverage issues, rescission, and
remedies and defenses. Ms, Carter represents low-income
consumers involving foreclosures, repossession, credit and
usury, bankruptcy, debt collection, and the application of
consumer protection laws to landlord-tenant matters.

Michael Cook

Bentonville, Arkansas

Mr. Cook is vice president and assistant treasurer for
Wal-Mart Stores, Inc., and has responsibility for domestic
payment services and financial operations. His work sup-
ports global strategies for electronic payments and finan-
cial services. Mr. Cook has been instrumental in the forma-
tion of Wal-Mart’s Financial Services Division.

Donald S. Currie

Brownsville, Texas

Mr. Currie is the executive director of the Community
Development Corporation of Brownsville, a nonprofit
affordable housing provider. The organization’s programs
include single-family new construction, housing rehabili-
tation and reconstruction, affordable housing subdivi-
sions, and the Colonia Self Help Center. Mr. Currie helped
organize the Rio Grande Valley Multibank Corporation,
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a stockholder-held Community Development Financial
Institution.

Kurt Eggert

Orange, California

Professor Eggert is an associate professor of law, director
of Clinical Legal Education, and the director of the Alona
Cortese Elder Law Center at Chapman University School
of Law. His specialties are consumer law and elder law,
and he has particular expertise in predatory lending, abu-
sive servicing, home equity fraud prevention, elder abuse,
and consumer fraud.

Deborah Hickok

Ooltewah, Tennessee

Ms. Hickok is the president and chief executive officer of
ACH Commerce, LLC. She is founder of the organization,
which specializes in providing ACH processing services,
software solutions, and consulting to financial institutions.
She trains state banking examiners and consults on issues
affecting ACH processing.

Lisa Sodeika

Prospect Heights, Illinois

Ms. Sodeika is senior vice president of Corporate Affairs
for HSBC North America Holdings, Inc. Her responsibili-
ties include directing community development, the Center
for Consumer Advocacy, public relations, philanthropic
services, and employee communications. She has experi-
ence in subprime lending and servicing, quality assurance
and compliance, and community relations.

Anselmo Villarreal

Waukesha, Wisconsin

Mr. Villarreal is the executive director of La Casa de
Esperanza, Inc. He advocates for fair lending, works
against predatory lending, encourages the use of banking
services among immigrants, and promotes privacy and
security. Mr. Villarreal is the Wisconsin representative of
the Institute of Mexicans Abroad, which addresses issues
related to community reinvestment, consumer protec-
tion regulations, consumer credit, privacy, and electronic
banking.

Kelly K. Walsh

Honolulu, Hawaii

Ms. Walsh is corporate compliance and Community Rein-
vestment Act officer for the Bank of Hawaii. Her responsi-
bilities include oversight of the bank’s compliance with all
consumer laws and regulations. Ms. Walsh coordinates
community development programs for the bank’s service
area, including the state of Hawaii, Guam, American
Samoa, and Saipan. Ms. Walsh speaks before banking
groups, such as the Consumer Bankers Association, and
has authored several articles for the ABA’s Bank Compli-
ance Magazine.

Marva Williams

Chicago, Illinois

Ms. Williams is senior vice president of the Woodstock
Institute, a community lending research and consulting
organization engaged in applied research, policy develop-
ment, and technical assistance to promote community eco-
nomic development. She advocates for the needs of lower-

income individuals and communities and for financial
products and services to meet their needs.

Council members whose terms continue through
2005 are the following:

Susan Bredehoft, senior vice president, compliance risk
management, Commerce Bank, N.A., Cherry Hill,
New Jersey

Dan Dixon, group senior vice president, World Savings
Bank, FSB, Washington, District of Columbia

James Garner, senior vice president and general counsel,
North American Consumer Finance, Citigroup, Balti-
more, Maryland

R. Charles Gatson, vice president and chief operating
officer, Swope Community Builders, Kansas City,
Missouri

W. James King, president and chief executive officer, Com-
munity Redevelopment Group, Cincinnati, Ohio

Elsie Meeks, executive director, First Nations Oweesta
Corporation, Kyle, South Dakota

Benjamin Robinson III, president and chief executive
officer, Innovative Risk Solutions, LLC, Charlotte,
North Carolina

Diane Thompson, supervising attorney, Land of Lincoln
Legal Assistance Foundation, Inc., East St. Louis,
Illinois

Clint Walker, general counsel and chief administrative
officer, Juniper Bank, Wilmington, Delaware

Council members whose terms continue through
2006 are the following:

Dennis L. Algiere, senior vice president, Compliance and
Community Affairs, The Washington Trust Company,
Westerly, Rhode Island

Sheila Canavan, consumer attorney, Law Office of Sheila
Canavan, Moab, Utah

Anne Diedrick, senior vice president, JPMorgan Chase
Bank, New York, New York

Hattie B. Dorsey, president and chief executive officer,
Atlanta Neighborhood Development Partnership,
Atlanta, Georgia

Bruce B. Morgan, chairman, president, and chief executive
officer, Valley State Bank, Roeland Park, Kansas

Mary Jane Seebach, executive vice president and chief
compliance officer, Countrywide Financial Corpora-
tion, Calabasas, California

Paul J. Springman, group executive, Predictive Sciences,
Equifax, Atlanta, Georgia
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Forrest F. Stanley, senior vice president and deputy general
counsel, KeyBank National Association, Cleveland,
Ohio

ENFORCEMENT ACTIONS

The Federal Reserve Board announced on Novem-
ber 15, 2004, the issuance of a consent order of
assessment of a civil money penalty against the
Cumberland Bank, Franklin, Tennessee, a state mem-
ber bank. Cumberland Bank, without admitting to
any allegations, consented to the issuance of the
order in connection with its alleged violations of
the Board’s Regulations implementing the National
Flood Insurance Act.

The order requires Cumberland Bank to pay a civil
money penalty of $3,250, which will be remitted to
the Federal Emergency Management Agency for
deposit into the National Flood Mitigation Fund.

The Federal Reserve Board announced on Novem-
ber 15, 2004, the issuance of a consent order of
assessment of a civil money penalty against the Five
Points Bank, Grand Island, Nebraska, a state member
bank. Five Points Bank, without admitting to any
allegations, consented to the issuance of the order in
connection with its alleged violations of the Board’s
Regulations implementing the National Flood Insur-
ance Act.

The order requires Five Points Bank to pay a civil
money penalty of $10,000, which will be remitted to
the Federal Emergency Management Agency for
deposit into the National Flood Mitigation Fund.

The Federal Reserve Board announced on Novem-
ber 18, 2004, the issuance of a cease and desist order
against Ameribanc Holdings, Inc., Durango, Colo-
rado, a bank holding company, and its subsidiary
bank, the Bank of Durango, Durango, Colorado.

The Federal Reserve Board announced on Decem-
ber 2, 2004, the issuance of a cease and desist order
against Thomas C. Darden, a former institution-
affiliated party of Kenco Bancshares, Inc., Jayton,
Texas.

The Federal Reserve Board also announced the
execution of two written agreements. One agreement
is between William J. Collier and the Federal Reserve
Bank of Dallas, and the other agreement is between
Jesse L. Reese and the Federal Reserve Bank of
Dallas. Both William J. Collier and Jesse L. Reese
are institution-affiliated parties of Kenco Bancshares,
Inc., Jayton, Texas.

The order and the written agreements address con-
duct relating to a commitment made in connection
with an application involving Kenco Bancshares, Inc.

The Federal Reserve Board announced on Janu-
ary 5, 2005, the execution of a written agreement
by and among Prineville Bancorporation, Prineville,
Oregon; the Community First Bank, Prineville
Oregon; the Oregon Division of Financial and Cor-
porate Securities, Salem, Oregon; and the Federal
Reserve Bank of San Francisco.

CHANGES IN BOARD STAFF

Normand Bernard, special assistant to the Board,
retired on November 3, 2004, after more than forty-
two years of service, including more than thirty years
as a member of the Board’s official staff.

The Board of Governors approved the following
officer appointments in the Office of the Inspector
General,

* Elizabeth A. Coleman appointed assistant
inspector general for Communications and Quality
Assurance.

* Laurence A. Froehlich appointed assistant
inspector general for Legal Services.

« William L. Mitchell appointed assistant inspec-
tor general for Audits and Attestations.

Ms. Coleman has oversight responsibilities for the
OIG’s overall reporting and communications, includ-
ing its legislatively mandated semiannual reports to
the Congress; as well as the quality assurance of
OIG products and processes. In addition she will be
responsible for the OIG’s major administrative func-
tions and its information technology operations.
Ms. Coleman joined the Board’s OIG in 1989 as a
senior auditor. She was promoted to program man-
ager in 1999 and to senior program manager in 2001.
Before joining the Board’s staff, she worked on a
variety of topics at the Government Accountability
Office. Ms. Coleman has a BBA in accounting from
James Madison University and is completing her
third year at the Stonier Graduate School of Banking.
She is also a certified information systems auditor.

Mr. Froehlich continues to serve as counsel to
the inspector general, which requires coordinating
interactions with the general counsels at the Board,
the Reserve Banks, and other federal agencies, and
will assume additional supervisory responsibilities.
Mr. Froehlich joined the OIG’s staff in 2001 as
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counsel to the inspector general. He brings to the
Board more than twenty years of service in the OIG
community, most recently as deputy inspector gen-
eral counsel at the Federal Deposit Insurance Corpo-
ration. Mr. Froehlich holds a BA degree from Yale
University, an MS degree from the London School of
Economics, and a JD degree from George Washing-
ton University. He is a member of the D.C, bar.

Mr. Mitchell has oversight responsibility for the
OIG’s financial audits, legislatively mandated work
under the Federal Information Security Management
Act, procurement audits, performance audits, and
attestations. Mr. Mitchell joined the OIG’s staff in
1993 as an auditor, and was promoted to senior
auditor in 1998 and to program manager in 1999. His
most recent promotion to senior program manager

was in 2001. Before joining the Board’s staff,
Mr. Mitchell served in the U.S. Army as an auditor
and an instructor in the Army’s finance school. He
holds BBA and MPA degrees in accounting from the
University of Texas and is a certified government
financial manager. Mr. Mitchell is also a graduate of
the Bank Administration Institute’s Graduate School
of Bank Operations and Technology at Vanderbilt
University and has attended the System’s Trailblazer
program.

Howard Amer, deputy associate director in the
Division of Banking Supervision and Regulation,
retired from the Board on January 30, 2005, after
thirty-two years of service at the Board and the
Federal Reserve Bank of Boston. a
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Legal Developments

ORDERS ISSUED UNDER BANK HOLDING
COMPANY ACT

Orders Issued Under Section 3 of the Bank Holding
Company Act

Barclays PLC
London, England

Barclays Bank PLC
London, England

Barclays Group US Inc.
Wilmington, Delaware

Order Approving the Formation of Bank Holding
Companies and Acquisition of a Bank Holding Company

Barclays PLC (“Barclays™) and its subsidiaries, Barclays
Bank PLC (“Barclays Bank™) and Barclays Group US
Inc. (“Barclays US”) (collectively, “Applicants”), have
requested the Board’s approval under section 3 of the Bank
Holding Company Act (“BHC Act”) to become bank
holding companies and to acquire Juniper Financial
Corp. (“Juniper”) and its subsidiary bank, Juniper Bank
(“‘Juniper Bank”), both in Wilmington, Delaware.!

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(69 Federal Register 56,067 (2004)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 3 of the BHC Act.

Barclays, with total consolidated assets of approxi-
mately $901 billion, is the 11th largest banking organiza-
tion in the world.? Barclays operates branches in New York
and Miami and representative offices in New York,
San Francisco, and Washington, D.C. Juniper Bank, with

1. 12 US.C. §1842. Barclays and Barclays Bank are each treated
as a financial holding company for purposes of the BHC Act. Barclays
US has elected to become a financial holding company on consumma-
tion of the proposal. The Board has determined that its election would
become effective on consummation of the proposal, if on that date,
Juniper Bank remains well capitalized and well managed. On that
date, Juniper Bank must also have received a rating of at least
“satisfactory” at its most recent performance evaluation under the
Community Reinvestment Act (“CRA"). 12 US.C. §2901 et seq.

2. Worldwide asset data are as of June 30, 2004, and worldwide
ranking data are as of December 31, 2003. Asset figures are based on
United Kingdom generally accepted accounting principles.

consolidated assets of approximately $437 million, is the
21st largest depository organization in Delaware, control-
ling $326.8 million in deposits.

Competitive Considerations

Section 3 of the BHC Act prohibits the Board from approv-
ing a proposal that would result in a monopoly or would be
in furtherance of any attempt to monopolize the business of
banking in any relevant banking market. The BHC Act also
prohibits the Board from approving a proposed bank acqui-
sition that would substantially lessen competition in any
relevant banking market, unless the Board finds that the
anticompetitive effects of the proposal are clearly out-
weighed in the public interest by the probable effect of the
proposal in meeting the convenience and needs of the
community to be served.*

Applicants do not currently engage in retail banking
activities in the United States and, therefore, do not com-
pete with Juniper Bank in any relevant banking market.
Accordingly, the Board concludes, based on all the facts of
record, that consummation of the proposal would not have
a significantly adverse effect on competition or on the
concentration of banking resources in any relevant banking
market and that competitive considerations are consistent
with approval.

Financial, Managerial, and Supervisory Factors

Section 3 of the BHC Act requires the Board to consider
the financial and managerial resources and future prospects
of the companies and depository institutions involved in
the proposal and certain other supervisory factors. The
Board has carefully considered these factors in light of all
the facts of record, including confidential supervisory and
examination information from the various U.S. banking
supervisors of the institutions involved, publicly reported
and other financial information, information provided by
Applicants, and public comment on the proposal.’ In addi-

3. Asset, deposit, and ranking data are as of June 30, 2004.
4. 12 US.C. § 1842(c)(1).
S. Using press reports, a commenter expressed concern that:

(1) projects that Barclays financed in Asia have negative envi-
ronmental consequences,

(2) Barclays Bank is a defendant in litigation involving the
apartheid policies of the former government in South Africa,
and
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tion, the Board consulted with the Financial Services
Authority (“FSA”), which is responsible for the supervi-
sion and regulation of financial institutions in the United
Kingdom.

In evaluating financial factors in expansion proposals by
banking organizations, the Board reviews the financial
condition of the organizations involved on both a parent-
only and consolidated basis and the financial condition of
the subsidiary banks and significant nonbanking opera-
tions. In this evaluation, the Board considers a variety of
areas, including capital adequacy, asset quality, and earn-
ings performance. In assessing financial factors, the Board
consistently has considered capital adequacy to be espe-
cially important. The Board also evaluates the financial
condition of the combined organization on consummation,
including its capital position, asset quality, earnings pros-
pects, and the impact of the proposed funding of the
transaction. Based on its review of these factors, the Board
finds that Applicants have sufficient financial resources
to effect the proposal. The capital levels of Barclays Bank
would continue to exceed the minimum levels that would
be required under the Basel Capital Accord and its capital
levels are considered equivalent to the capital levels that
would be required of a U.S. banking organization. Further-
more, Juniper Bank is well capitalized and would remain
so on consummation of the proposal. The proposed transac-
tion is structured as a share purchase, and the consideration
to be received by Juniper's shareholders would be funded
from Applicants’ existing cash resources.

The Board also has considered the managerial resources
of Applicants, Juniper, and Juniper Bank, particularly the
supervisory experience of the other relevant banking super-
visory agencies with the organizations and their records of
compliance with applicable banking laws. The Board has
reviewed assessments by the relevant federal and state
banking supervisory agencies of the organizations’ man-
agement and of the risk-management systems of the Appli-
cants’ U.S. operations and of the operations of Juniper
and Juniper Bank. The Board also has considered Appli-
cants’ plans to integrate Juniper and Juniper Bank and
Applicants’ proposed business plan for, and management
structure of, Juniper Bank.

Based on these and all other facts of record, the Board
concludes that the financial and managerial resources and
future prospects of the organizations involved in the pro-
posal are consistent with approval.

Section 3 of the BHC Act also provides that the Board
may not approve an application involving a foreign bank
unless the bank is subject to comprehensive supervision or
regulation on a consolidated basis by the appropriate

(3) Barclays Bank is increasing its interest in banking organiza-
tions in Zimbabwe and Zambia.

These matters are not within the Board’s jurisdiction to adjudicate
or within the limited statutory factors that the Board is authorized
to consider when reviewing an application under the BHC Act. See
Western Bancshares, Inc. v. Board of Governors, 480 F2d 749
(10th Cir. 1973) (“Western Bancshares™).

authorities in the bank’s home country.¢ The home country
supervisor of the Applicants is the FSA.

In approving applications under the BHC Act and the
International Banking Act (“IBA”),” the Board previously
has determined that various banks in the United Kingdom,
including Barclays Bank, were subject to home country
supervision on a consolidated basis.® In this case, the
Board finds that the FSA continues to supervise Barclays
Bank in substantially the same manner as it supervised
United Kingdom banks at the time of those determinations.
Based on this finding and all the facts of record, the Board
concludes that Barclays Bank continues to be subject to
comprehensive supervision on a consolidated basis by its
home country supervisor.

In addition, section 3 of the BHC Act requires the Board
to determine that a company has provided adequate assur-
ances that it will make available to the Board such informa-
tion on its operations and activities and those of its affili-
ates that the Board deems appropriate to determine and
enforce compliance with the BHC Act.? The Board has
reviewed the restrictions on disclosure in relevant jurisdic-
tions in which Applicants operate and has communicated
with relevant government authorities concerning access to
information. In addition, Applicants previously have com-
mitted to make available to the Board such information on
the operations of Applicants and their affiliates that the
Board deems necessary to determine and enforce compli-
ance with the BHC Act, the IBA, and other applicable
federal law. Applicants have also previously committed to
cooperate with the Board to obtain any waivers or exemp-
tions that may be necessary to enable Applicants and their
affiliates to make such information available to the Board.
In light of these commitments, the Board concludes that
Applicants have provided adequate assurances of access to
any appropriate information that the Board may request.
Based on these and all the facts of record, the Board
concludes that the supervisory factors it is required to
consider are consistent with approval.

Convenience and Needs Considerations

In acting on a proposal under section 3 of the BHC Act, the
Board must consider the effects of the proposal on the

6. 12 US.C. § 1842(c)(3)(B). Under Regulation Y, the Board uses

the standards enumerated in Regulation K to determine whether a
foreign bank is subject to consolidated home country supervision. See
12 CFR 225.13(a)(4). Regulation K provides that a foreign bank will
be considered subject to comprehensive supervision or regulation on a
consolidated basis if the Board determines that the bank is supervised
or regulated in such a manner that its home country supervisor
receives sufficient information on the worldwide operations of the
bank, including its relationship with any affiliates, to assess the bank’s
overall financial condition and its compliance with laws and regula-
tions, See 12 CFR 211.24(c)(1).

7. 12 US.C. §3101 et seq.

8. See, e.g., HBOS Treasury Services pic, 90 Federal Reserve
Bulletin 103 (2004); The Royal Bank of Scotland Group, 90 Federal
Reserve Bulletin 87 (2004); Board letter to Gerald LaRocca, Janu-
ary 16, 2003

9. See 12 US.C. §1842(c)(3)(A).
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convenience and needs of the communities to be served
and take into account the records of the relevant insured
depository institutions under the CRA. The CRA requires
the federal financial supervisory agencies to encourage
financial institutions to help meet the credit needs of the
local communities in which they operate, consistent with
their safe and sound operation, and requires the appropriate
federal financial supervisory agency to take into account an
institution’s record of meeting the credit needs of its entire
community, including low- and moderate-income (*“LMI”)
neighborhoods, in evaluating bank expansionary proposals.

The Board has carefully considered the convenience and
needs factor and the CRA performance record of Juniper
Bank in light of all the facts of record, including public
comments received on the proposal. A commenter oppos-
ing the proposal expressed concern about Juniper Bank’s
record of community development lending.

As provided in the CRA, the Board has evaluated the
convenience and needs factor in light of examination by
the appropriate federal supervisor of the CRA performance
record of the relevant insured depository institution. An
institution’s most recent CRA performance evaluation is a
particularly important consideration in the applications pro-
cess because it represents a detailed, on-site evaluation of
the institution’s overall record of performance under the
CRA by its appropriate federal supervisor.10

Juniper Bank received a “satisfactory” rating at its most
recent CRA performance examination by the Federal
Deposit Insurance Corporation (“FDIC”), as of May 13,
2003. Juniper Bank engages primarily in credit card opera-
tions and has been designated as a limited purpose bank by
the FDIC for purposes of assessing its CRA performance,!!
The performance test for limited purpose banks evaluates
an institution’s record of community development lending,
investments, and services in its designated assessment
area.!2

In the last performance evaluation of Juniper Bank,
examiners indicated that the bank originated an adequate
level of community development loans in its assessment
area in Delaware during the evaluation period.!3 Commu-
nity development loans made by Juniper Bank that examin-
ers noted favorably included a bridge loan to a nonprofit
organization that was used in the construction of a group
home in New Castle County for LMI individuals with
mental illness, and the bank’s participation in a loan fund
administered by a community development financial insti-
tution that financed the rehabilitation of fifteen apartments

10. See Interagency Questions and Answers Regarding Community
Reinvestment, 66 Federal Register 36,620 and 36,639 (2001).
11. A “limited purpose bank” is a bank that:

(1) offers only a narrow product line, such as credit card loans,
to a regional or broader market and

(2) has been designated as a limited purpose bank by the appro-
priate federal banking agency. 12 CFR 345.12(o). The FDIC
designated Juniper Bank as a limited purpose bank on
April 15, 2002.

12, 12 CFR 345.25(a) and (c).
13, The evaluation period for the examination was May 24, 2001,
to May 12, 2003.

and the construction of four group homes for low-income
individuals in Wilmington.

Examiners also indicated that the level of qualified
investments, grants, and in-kind donations of property
in Juniper Bank’s assessment area reflected an adequate
responsiveness to the credit and development needs of the
bank’s assessment area. Examiners stated that the bank
purchased a $250,000 bond from the Delaware State Hous-
ing Authority, the proceeds of which were used to fund
affordable housing initiatives in Delaware.

Examiners also praised Juniper Bank for the high level
of community development services provided to fifteen
organizations throughout its assessment area. They com-
mended the bank for providing financial-skills education
and outreach programs to three nonprofit organizations
in Delaware. Examiners concluded that the high level of
community services provided by the bank demonstrated
an excellent responsiveness in addressing the LMI and
community economic development needs of its assessment
area.

Applicants represented that since the last performance
evaluation, Juniper Bank has purchased more than $1 mil-
lion of securities backed by mortgages in LMI communi-
ties in New Castle County and has committed $400,000 to
pooled loan funds that financed community development
initiatives in the bank’'s assessment area. Applicants also
represented that Juniper Bank continues to provide services
to its community, including participating in programs to
increase financial literacy and other life skills for children
and young adults transitioning from the foster care system
and for young mothers. In addition, Applicants represented
that after consummation of the proposal, they would con-
tinue to implement Juniper Bank’s existing CRA program
and would not change or discontinue any services or
products now offered by Juniper Bank.!* The FDIC, as
Juniper Bank’s primary federal supervisor, will continue
to evaluate the bank’s CRA performance record after
consummation.

The Board has carefully considered all the facts of
record, including reports of examination of the CRA record
of Juniper Bank, information provided by Applicants,
public comments received on the proposal, and confiden-
tial supervisory information. Applicants represented that
the proposal would enable the combined organization to
increase Juniper Bank’s credit card business and would
provide Juniper’s customers access to Applicants’ interna-

14. The commenter asserted that Barclays Bank's activities nega-
tively affected lower-income communities outside the United States
and that this record should be viewed as a predictor of Juniper Bank’s
performance under the CRA after Applicants acquire the bank. As
previously noted, allegations concerning these types of activities
outside the United States are within the jurisdiction of the foreign
supervisor for the organization to adjudicate and are not within the
limited statutory factors that the Board is authorized to consider when
reviewing an application under the BHC Act. See Western Banc-
shares. Moreover, the CRA requires the relevant banking agency to
assess an insured depository institution’s record of meeting the credit
needs of its community in the United States, but does not extend to
activities conducted by foreign banks outside the United States. See
12 US.C. §2903.
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tional banking products and services that are currently
unavailable to its customers. Based on a review of the
entire record, and for the reasons discussed above, the
Board concludes that considerations relating to the conve-
nience and needs factor, including the CRA performance
record of Juniper Bank, are consistent with approval.

Conclusion

Based on the foregoing and in light of all the facts of
record, the Board has determined that the application
should be, and hereby is, approved.!S In reaching this
conclusion, the Board has considered all the facts of record
in light of the factors that it is required to consider under
the BHC Act and other applicable statutes. The Board’s
approval is specifically conditioned on compliance by
Applicants with the conditions imposed in this order, the
commitments made to the Board in connection with the
application, and the prior commitments to the Board refer-
enced in this order. These commitments and conditions are
deemed to be conditions imposed in writing by the Board
in connection with its findings and decision and, as such,
may be enforced in proceedings under applicable law.

The proposal shall not be consummated before the fif-
teenth calendar day after the effective date of this order,
and the proposal may not be consummated later than three
months after the effective date of this order, unless such
period is extended for good cause by the Board or by
the Federal Reserve Bank of New York, acting pursuant to
delegated authority.

By order of the Board of Governors, effective Novem-
ber 9, 2004.

Voting for this action: Chairman Greenspan, Vice Chairman Fergu-
son, and Governors Gramlich, Bies, Olson, Bernanke, and Kohn.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

15. The commenter requested that the Board hold a public meeting
or hearing on the proposal. Section 3(b) of the BHC Act does not
require the Board to hold a public hearing on an application unless the
appropriate supervisory authority for the bank to be acquired makes
a timely written recommendation of denial of the application. The
Board has not received such a recommendation from the appropriate
supervisory authority. Under its regulations, the Board also may, in
its discretion, hold a public meeting or hearing on an application to
acquire a bank if a meeting or hearing is necessary or appropriate to
clarify factual issues related to the application and to provide an
opportunity for testimony. 12 CFR 225.16(e). The Board has con-
sidered carefully the commenter’s request in light of all the facts
of record. In the Board's view, the public had ample opportunity to
submit comments on the proposal, and in fact, the commenter has
submitted written comments that the Board considered carefully in
acting on the proposal. The commenter’s request fails to demonstrate
why its written comments do not present its views adequately and fails
to identify disputed issues of fact that are material to the Board’s
decision that would be clarified by a public meeting or hearing. For
these reasons, and based on all the facts of record, the Board has
determined that a public hearing or meeting is not required or war-
ranted in this case. Accordingly, the request for a public meeting or
hearing on the proposal is denied.

BNP Paribas
Paris, France

BancWest Corporation
Honoluly, Hawaii

Order Approving the Acquisition of a Bank Holding
Company

BNP Paribas (“BNP”) and its subsidiary, BancWest Cor-
poration (*“BancWest) (collectively, “Applicants’), finan-
cial holding companies within the meaning of the Bank
Holding Company Act (“BHC Act"), have requested the
Board’s approval under section 3 of the BHC Act to
acquire Community First Bankshares, Inc. (““CFB”) and its
subsidiary bank, Community First National Bank (“CFB
Bank’'), both in Fargo, North Dakota.!

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(69 Federal Register 21,535 (2004)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 3 of the BHC Act.

BNP, with total consolidated assets of approximately
$1.2 trillion, is the tenth largest banking organization in
the world.2 BNP operates branches in Chicago, New York
City, and San Francisco; agencies in Houston and
Miami; and representative offices in Atlanta, Dallas, and
Los Angeles.

BancWest, with total consolidated assets of $40 billion,
is the 29th largest depository organization in the United
States, controlling deposits of $24 billion.? In California,
BancWest is the eighth largest depository organization,
controlling deposits of $16 billion. BancWest also operates
subsidiary insured depository institutions in Hawaii, Idaho,
Nevada, New Mexico, Oregon, Washington, Guam, and
the Northern Mariana Islands. CFB, with total consolidated
assets of approximately $5.6 billion, is the 133rd largest
depository organization in California and controls deposits
of $242 million.

1. 12 U.S.C. §1842. Applicants propose to acquire the nonbanking
subsidiaries of CFB in accordance with section 4(k) of the BHC Act
and the post-transaction notice procedures in section 225.87 of Regu-
lation Y. 12 US.C. §1843(k); 12 CFR 225.87. BancWest's wholly
owned subsidiary bank, Bank of the West, San Francisco, California,
has requested the approval of the Federal Deposit Insurance Corpora-
tion (“FDIC”) under section 18(c) of the Federal Deposit Insurance
Act, 12 U.S.C. § 1828(c), to merge with CFB Bank, with Bank of the
West as the surviving institution. Today, the Board approved the
separate application filed by Applicants to acquire USDB Bancorp
(*“USDB”) and its subsidiary bank, Union Safe Deposit Bank, both in
Stockton, California (*“the USDB transaction’’), under section 3 of the
BHC Act. See BNP Paribas, 91 Federal Reserve Bulletin 58 (2005).

2. Asset data are as of March 31, 2004. International ranking data
are as of December 31, 2003, and are based on the exchange rate then
available.

3. Asset data are as of June 30, 2004; national deposit and ranking
data are as of March 31, 2004; and statewide deposit and ranking data
are as of June 30, 2003. Data reflect subsequent consolidations through
August 1, 2004,
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On consummation of this proposal and the USDB trans-
action, BancWest would become the 27th largest deposi-
tory organization in the United States, with total consoli-
dated assets of $46 billion, and would control deposits of
$30 billion, representing less than 1 percent of the total
amount of deposits of insured depository institutions in the
United States. BancWest would remain the eighth largest
insured depository organization in California, controlling
deposits of approximately $17 billion, which represent
approximately 3 percent of the total amount of deposits of
insured depository institutions in the state.

Interstate Analysis

Section 3(d) of the BHC Act allows the Board to approve
an application by a bank holding company to acquire
control of a bank located in a state other than the home
state of such bank holding company if certain conditions
are met.* For purposes of the BHC Act, the home state of
BNP is California, and CFB’s subsidiary bank is located in
Arizona, California, Colorado, Iowa, Minnesota, Nebraska,
New Mexico, North Dakota, South Dakota, Utah, Wiscon-
sin, and Wyoming.>

All the conditions for an interstate acquisition enumer-
ated in section 3(d) of the BHC Act are met in this case.
Applicants currently are adequately capitalized and ade-
quately managed, as defined by applicable law, and would
remain so on consummation of this proposal.* CFB Bank
has existed and operated for at least the minimum age
requirements established by applicable state law.? On con-
summation of the proposal, Applicants and their affiliates
would control less than 10 percent of the total amount of
deposits of insured depository institutions in the United
States and less than 30 percent, or the appropriate percent-
age established by applicable state law, of the total amount
of deposits of insured depository institutions in each state
in which both institutions currently are located.® All other
requirements of section 3(d) are met in this case. Accord-
ingly, based on all the facts of record, the Board is permit-
ted to approve the proposal under section 3(d) of the BHC
Act.

Competitive Considerations

Section 3 of the BHC Act prohibits the Board from approv-
ing a proposal that would result in a monopoly or would be

4. A bank holding company’s home state is the state in which the
total deposits of all subsidiary banks of the company were the largest
on the later of July 1, 1966, or the date on which the company became
a bank holding company. 12 U.S.C. § 1841(0)(4)(C).

5. For purposes of section 3(d), the Board considers a bank to be
located in the states in which the bank is chartered or headquartered or
operates a branch. See 12 US.C. 1841(0)}(4)~«(7) and 1842(d)(1)(A)
and (d)(2)(B). California is the home state of BNP for purposes of the
International Banking Act and Regulation K. 12 U.S.C. §3101 et seq.;
12 CFR 211.22.

6. See 12 US.C. § 1842(d)(1)(A).

7. See 12 U.S.C. § 1842(d)(1)(B).

8. See 12 US.C. §1842(d)(2)(A) and (B). Ariz. Reyv. Stat. § 6-328
(30 percent); Colo. Rev. Stat. §11-104-202(4) (25 percent); Iowa
Code § 524.1802(2)(b) (15 percent).

in furtherance of any attempt to monopolize the business of
banking in any relevant banking market. It also prohibits
the Board from approving a proposed bank acquisition that
would substantially lessen competition in any relevant
banking market unless the anticompetitive effects of the
proposal clearly are outweighed in the public interest by its
probable effect in meeting the convenience and needs of
the community to be served.®

BancWest and CFB compete directly in the San Diego,
California and the Las Cruces, New Mexico banking mar-
kets.!? The Board has reviewed carefully the competitive
effects of the proposal in each of these banking markets in
light of all the facts of record. In particular, the Board has
considered the number of competitors that would remain in
the markets, the relative shares of total deposits in deposi-
tory institutions in the markets (“market deposits™) con-
trolled by BancWest and CFB,!! the concentration levels of
market deposits and the increases in these levels as mea-
sured by the Herfindahl-Hirschman Index (“HHI*) under
the Department of Justice Merger Guidelines (‘“DOJ
Guidelines™),'? and other characteristics of the markets.

Consummation of the proposal would be consistent with
Board precedent and the DOJ Guidelines in each of these
banking markets.!* Both the San Diego and the Las Cruces
banking markets would remain moderately concentrated as
measured by the HHIL. In both markets the increases in
concentration would be small and numerous competitors
would remain.

The Department of Justice also has conducted a detailed
review of the competitive effects of the proposal and has
advised the Board that consummation of the proposal
would not have a significantly adverse effect on com-

9. 12 US.C. §1842(c)(1).

10. The San Diego banking market is defined as the San Diego
Ranally Metro Area (“RMA”), Camp Pendleton, and Pine Valley.
The Las Cruces banking market is defined as Dona Ana County,
New Mexico, excluding those communities in the El Paso, Texas—
New Mexico RMA.

11. Market share data are based on Summary of Deposits reports
filed as of June 30, 2003, adjusted for transactions through April i4,
2004, and are based on calculations in which the deposits of thrift
institutions are included at 50 percent. The Board previously has
indicated that thrift institutions have become, or have the potential to
become, significant competitors of commercial banks. See, e.g., Mid-
west Financial Group, 75 Federal Reserve Bulletin 386 (1989);
National City Corporation, 70 Federal Reserve Bulletin 743 (1984).
Thus, the Board regularly has included thrift deposits in the market
share calculation on a 50 percent weighted basis. See, e.g., First
Hawaiian, Inc., 77 Federal Reserve Bulletin 52 (1991).

12. Under the DOJ Guidelines, 49 Federal Register 26,823 (1984),
a market is considered moderately concentrated if the post-merger
HHI is between 1000 and 1800 and highly concentrated if the post-
merger HHI is more than 1800. The Department of Justice has
informed the Board that a bank merger or acquisition generally will
not be challenged (in the absence of other factors indicating anticom-
petitive effects) unless the post-merger HHI is at least 1800 and the
merger increases the HHI by more than 200 points. The Department
of Justice has stated that the higher than normal HHI thresholds for
screening bank mergers for anticompetitive effects implicitly recog-
nize the competitive effects of limited-purpose lenders and other
nondepository financial institutions.

13. The effects of the proposal on the concentration of banking
resources in these markets are described in the Appendix.
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petition in these markets or in any other relevant bank-
ing market. The appropriate banking agencies have been
afforded an opportunity to comment and have not objected
to the proposal.

Based on these and all other facts of record, the Board
concludes that consummation of the proposal would not
have a significantly adverse effect on competition or on the
concentration of banking resources in any relevant banking
market and that competitive considerations are consistent
with approval.

Financial, Managerial, and Supervisory Considerations

Section 3 of the BHC Act requires the Board to consider
the financial and managerial resources and future prospects
of the companies and banks involved in the proposal and
certain other supervisory factors. The Board has carefully
considered these factors in light of all the facts of record,
including confidential supervisory and examination infor-
mation from the various banking supervisors of the insti-
tutions involved, publicly reported and other financial
information, information provided by Applicants, and com-
ments received on the proposal.!* The Board also has
consulted with the French Banking Commission (“FBC"”),
which is responsible for the supervision and regulation of
French financial institutions.

In evaluating financial factors in expansion proposals
by banking organizations, the Board consistently has con-
sidered capital adequacy to be especially important. BNP
and its U.S. subsidiary depository institutions are consid-
ered to be well capitalized and would remain so on con-
summation of the proposal. BNP’s capital levels exceed
the minimum levels that would be required under the Basel
Capital Accord, and its capital levels are considered
equivalent to the capital levels that would be required of
a U.S. banking organization. The proposed transaction is
structured as a share purchase, and the consideration to be
received by CFB shareholders would be funded from
BNP’s available resources. The Board finds that the

14. A commenter cited press reports of litigation concerning
alleged gender-based employment discrimination brought by two cur-
rent or former employees of BNP in London, and a press report of an
alleged wrongful termination of a BNP employee in New York. The
Board notes that the laws of the relevant jurisdictions provide causes
of action and remedies with respect to individual complaints of
gender-based employment discrimination and wrongful termination
occurring in those jurisdictions and that such matters are not within
the Board’s jurisdiction to adjudicate. See, e.g., Norwest Corporation,
82 Federal Reserve Bulletin 580 (1996); see also Western Bancshares,
Inc. v. Board of Governors, 480 F.2d 749 (10th Cir. 1973) (*Western
Bancshares”).

The commenter also expressed concern that BNP’s involvement in
financing certain foreign projects or its business relationships with
energy companies doing business in a foreign country damaged the
environment, caused additional social harm, or raised other unspeci-
fied concerns. These contentions contain no allegation of illegality or
action that would affect the safety and soundness of the institutions
involved in the proposal and are outside the limited statutory factors
that the Board is authorized to consider when reviewing an application
under the BHC Act. See, e.g., The Royal Bank of Scotland Group plc,
90 Federal Reserve Bulletin 87, 88 n.16 (2004); Western Bancshares.

Applicants have sufficient financial resources to effect the
proposal.

The Board also has considered the managerial resources
of BNP, BancWest, CFB, and their subsidiary banks,
particularly the supervisory experience of the various
bank supervisory agencies with the organizations and their
records of compliance with applicable banking laws. The
Board has reviewed assessments of the organizations’ man-
agement and risk-management systems by the relevant
federal and state banking supervisory agencies. Domestic
banking organizations and foreign banks operating in the
United States are required to implement and operate effec-
tive anti-money laundering programs. Accordingly, the
Board has also considered the existing anti-money launder-
ing programs at BNP and the assessment of these programs
by the relevant federal supervisory agencies, state banking
agencies, and the FBC. Furthermore, the Board has consid-
ered additional information provided by BNP on enhance-
ments it has made and is currently making to its systems as
the organization expands its operations. The Board expects
that BNP will take all necessary steps to ensure that suffi-
cient resources, training, and managerial efforts are dedi-
cated to maintaining a fully effective anti-money launder-
ing program. The Board also has considered BancWest's
plans to implement the proposal, including its proposed
management after consummation and the company’s
record of successfully integrating acquired institutions into
its existing operations. Based on these and all other facts
of record, the Board concludes that the financial and mana-
gerial resources and future prospects of the organizations
involved in the proposal are consistent with approval.!$

Section 3 of the BHC Act also provides that the Board
may not approve an application involving a foreign bank
unless the bank is subject to comprehensive supervision
or regulation on a consolidated basis by the appropriate
authorities in the bank’s home country.!6 The home coun-
try supervisor of BNP is the FBC.

In approving applications under the BHC Act and the
International Banking Act (“IBA”),!7 the Board previously

15. The commenter, citing press reports, also expressed concerns
about BNP's role in handling payments for the United Nations'
Oil-for-Food program with Irag. As part of its review and assessment
of the managerial resources of BNP, the Board reviewed records of
BNP’s New York branch concerning this program in conjunction with
state regulators. The Board notes that BNP’s role in this program
was to act as the exclusive bank to facilitate payments under an
agreement with the United Nations, which currently is conducting its
own review of this program. The Board will continue to monitor the
progress and results of investigations of the Oil-for-Food program by
the Congress and by the United Nations,

16. 12 US.C. § 1842(c)(3)(B). Under Regulation Y, the Board uses
the standards enumerated in Regulation K to determine whether a
foreign bank is subject to consolidated home country supervision, See
12 CFR 225.13(a)(4). Regulation K provides that a foreign bank will
be considered subject to comprehensive supervision or regulation on a
consolidated basis if the Board determines that the bank is supervised
or regulated in such a manner that its home country supervisor
receives sufficient information on the worldwide operations of the
bank, including its relationship with any affiliates, to assess the bank’s
overall financial condition and its compliance with laws and regula-
tions. See 12 CFR 211.24(c)(1).

17. 12 US.C. §3101 et seq.
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has determined that various French banks, including BNP,
were subject to home country supervision on a consoli-
dated basis by the FBC.'® In this case, the Board has
determined that the FBC continues to supervise BNP in
substantially the same manner as it supervised French
banks at the time of those determinations. Based on this
finding and all the facts of record, the Board has con-
cluded that BNP continues to be subject to comprehensive
supervision on a consolidated basis by its home country
supervisor.

In addition, section 3 of the BHC Act requires the Board
to determine that an applicant has provided adequate assur-
ances that it will make available to the Board such informa-
tion on its operations and activities and those of its affili-
ates that the Board deems appropriate to determine and
enforce compliance with the BHC Act.!® The Board has
reviewed the restrictions on disclosure in relevant jurisdic-
tions in which BNP operates and has communicated with
relevant government authorities concerning access to infor-
mation. In addition, BNP previously has committed to
make available to the Board such information on the opera-
tions of BNP and its affiliates that the Board deems neces-
sary to determine and enforce compliance with the BHC
Act, the IBA, and other applicable federal law. BNP also
has committed to cooperate with the Board to obtain any
waivers or exemptions that may be necessary to enable
BNP and its affiliates to make such information available
to the Board. In light of these commitments, the Board
concludes that BNP has provided adequate assurances
of access to any appropriate information the Board may
request. Based on these and all other facts of record, the
Board has concluded that the supervisory factors it is
required to consider are consistent with approval,

Convenience and Needs Considerations

In acting on a proposal under section 3 of the BHC Act, the
Board must consider the effects of the proposal on the
convenience and needs of the communities to be served
and take into account the records of the relevant insured
depository institutions under the Community Reinvestment
Act (“CRA”).2° The CRA requires the federal financial
supervisory agencies to encourage financial institutions to
help meet the credit needs of local communities in which
they operate, consistent with their safe and sound opera-
tion, and requires the appropriate federal financial supervi-
sory agency to take into account an institution’s record of
meeting the credit needs of its entire community, including
low- and moderate-income (“LMI”) neighborhoods, in
evaluating bank expansionary proposals.

The Board has considered carefully the convenience and
needs factor and the CRA performance records of Banc
West’s subsidiary banks and CFB Bank in light of all the
facts of record, including public comment on the proposal.

18. See, e.g., BNP Paribas, 88 Federal Reserve Bulletin 221
(2002); Caisse Nationale de Credit Agricole, 86 Federal Reserve
Bulletin 412 (2000).

19. See 12 U.S.C. § 1842(c)(3)(A).

20. 12 US.C. §1842(c)(2); 12 US.C. §2901 et seq.

One commenter opposed the proposal and alleged, based
on data reported under the Home Mortgage Disclosure Act
(“HMDA”),2! that BancWest and CFB Bank engaged
in disparate treatment of minority individuals in home
mortgage lending in the banks’ assessment areas.?2 The
commenter also expressed concern about possible branch
closures.

A. CRA Performance Evaluations

As provided in the CRA, the Board has evaluated the
convenience and needs factor in light of the evaluations
by the appropriate federal supervisors of the CRA per-
formance records of the relevant insured depository
institutions. An institution’s most recent CRA perfor-
mance evaluation is a particularly important consideration
in the applications process because it represents a detailed,
on-site evaluation of the institution’s overall record of
performance under the CRA by its appropriate federal
supervisor.23

Bank of the West, BancWest’s largest subsidiary bank as
measured by total deposits, received a *satisfactory” rat-
ing at its most recent CRA performance evaluation by the
FDIC, as of February 3, 2003 (“February 2003 Evalua-
tion’’). First Hawaiian Bank, Honolulu, BancWest’s other
subsidiary bank, received an *‘outstanding” rating at its
most recent CRA performance evaluation by the FDIC, as
of August 19, 2003. CFB Bank received a ‘‘satisfactory”
rating at its most recent CRA performance evaluation by
the Office of the Comptroller of the Currency, as of Decem-
ber 31, 2002 (“December 2002 Evaluation™).

Applicants have indicated that after the merger of Bank
of the West and CFB Bank, the CRA activities of the
resulting bank would conform to Bank of the West’s cur-
rent CRA program.

B. CRA Performance of Bank of the West

Bank of the West received an overall rating of “high
satisfactory” under the lending test in the February 2003

21. 12 U.S.C. §2801 et seq.

22. The commenter also expressed concern about lending by Bank
of the West and CFB Bank to unaffiliated retail check cashers and
pawn shops. Applicants responded that Bank of the West and CFB
Bank provide credit to pawn shops and retail check cashers but that
neither bank plays any role in the lending practices or the credit
review processes of those borrowers, These businesses are licensed by
the states where they operate and are subject to applicable state law.

In addition, the commenter expressed concern about instances in
which BNP may have underwritten the securitizations of subprime
loans. BNP acknowledged that its U.S. broker~dealer subsidiary may
from time to time underwrite securitization of assets that include
subprime loans but stated that the subsidiary plays no role in the
lending practices or credit review processes of any lender involved
in the transaction. BNP has indicated that the due diligence imple-
mented by its broker—dealer subsidiary would include consideration of
whether the lender is known to have experienced legal or regulatory
compliance problems.

23. See Interagency Questions and Answers Regarding Community
Reinvestment, 66 Federal Register 36,620 and 36,639 (2001).
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Evaluation.?* Examiners reported that the bank originated
more than 15,800 residential mortgage loans totaling
$2.3 billion in its assessment areas during the evaluation
period. They found that the Bank of the West’s lending
levels in LMI census tracts were good and noted favorably
that the bank offered several loan programs to meet the
needs of low-income and first-time homebuyers. Such pro-
grams included the First Time Home Buyer Program,
which offers low down payments and waivers of most
origination costs when certain income or geographic
requirements are met, and Fannie Mae’s 97% Program
and Flex 97% Product, under which closing costs or down
payments could be funded from gifts, grants, loans from a
nonprofit organization, or other sources. During the evalu-
ation period, the bank extended 405 loans totaling $64.5
million through these three programs.

Bank of the West originated more than 20,600 small
business loans totaling approximately $2.9 billion in its
assessment areas during the review period.2> Examiners
stated that the bank’s lending to small businesses with
gross annual revenues of $1 million or less was good and
was responsive to small business credit needs. They noted
favorably that the bank was a certified Small Business
Administration (“SBA”) “Preferred Lender” and extended
more than 1,250 SBA loans totaling approximately
$739 million during the evaluation period. In addition,
examiners noted the bank’s partnerships with the Export—
Import Bank of the United States and the California State
World Trade Commission’s Export Finance Office to
finance exports by small and medium-size businesses.

Examiners reported that the bank extended a high level
of community development loans during the evaluation
period, with 234 of such loans totaling more than $1.02 bil-
lion. They found that many of these loans were complex
and represented credits not routinely extended by banks.
The majority of the bank’s community development loans
by number financed affordable housing and community
development services for LMI individuals and were made
in partnership with community development organizations,
government-sponsored affordable housing agencies, bank
consortia, and multifamily housing developers.

Bank of the West received an “outstanding” rating
overall under the investment test in the February 2003
Evaluation, and examiners reported that the bank had taken
a leadership role by making investments not routinely
provided by the private sector. The bank made 824 quali-
fied community development investments totaling more
than $51.8 million during the review period. Examiners

24. The evaluation periods were from January 1, 2000, through
September 30, 2002, for lending and extended through December 31,
2002, for community development loans and qualified invest-
ments. Examiners conducted full-scope reviews for the Los Angeles
and San Francisco Consolidated Metropolitan Statistical Areas
(“CMSAs”), which together accounted for more than 60 percent of
the bank’s small business loans and nearly 70 percent of the bank's
mortgages reportable under HMDA.

25. In this context, a “small business loan” is a loan in an original
amount of $1 million or less that either is secured by nonfarm,
nonresidential properties or is classified as a commercial and indus-
trial loan.

particularly noted the bank’s investment in a California
environmental cleanup and redevelopment fund and the
bank’s $10.7 million of investments in six housing projects
that created more than 370 units of affordable housing in
LMI areas.

The bank received a “high satisfactory” rating overall
under the service test in the February 2003 Evaluation.
Examiners reported that the bank’s distribution of its
branches generally mirrored community demographics
across all its assessment areas. They also reported that the
bank provided a relatively high level of community devel-
opment services in its combined assessment areas that
focused on affordable housing for LMI individuals. The
evaluation made particular note of the bank’s affiliation
with the Affordable Housing Program administered by the
Federal Home Loan Bank of San Francisco, which makes
awards to develop and rehabilitate single-family and muiti-
family housing for very low- and low-income individuals.

C. CRA Performance of CFB Bank

As noted, CFB Bank received an overall “satisfactory”
rating in the December 2002 evaluation. Under the lending
test, CFB Bank received an overall rating of “high satisfac-
tory.” During the evaluation period,?* CFB Bank origi-
nated or purchased more than 4,500 HMDA-reportable
loans totaling $386 million in three states that together
accounted for 61 percent of the bank’s deposits (‘“Repre-
sentative States”).2” Examiners reported that the bank’s
distribution of loans across geographies of different income
levels was generally good and that the bank had an excel-
lent distribution of loans to borrowers of different income
levels.

CFB Bank originated or purchased more than 12,400
small loans to businesses totaling more than $1.15 billion
in the Representative States during the evaluation period.??
In addition, the bank originated or purchased more than
6,500 small loans to farms totaling $326 million in the
Representative States.?® Examiners reported that the bank’s
distribution of loans to businesses of varying sizes gener-
ally was excellent.

During the evaluation period, CFB Bank also made
11 community development Ioans totaling almost $2.6 mil-
lion in the Representative States. These community devel-
opment loans helped provide affordable housing and social
services to LMI families and financing for start-up and
existing small businesses.

26. The evaluation period was from January 1, 2000, through
December 31, 2002.

27. The Representative States are Colorado, Wyoming, and Minne-
sota, which respectively accounted for 27 percent, 19 percent, and
15 percent of CFB Bank’s deposit base at the time of the December
2002 Evaluation.

28. In this context, “small loans to businesses” are loans with
original amounts of $1 million or less that either are secured by
nonfarm or residential real estate or are classified as commercial and
industrial loans.

29. In this context, “small loans to farms” are loans with original
amounts of $500,000 or less that either are secured by farmland or are
classified as loans to finance agricultural and other loans to farmers.
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CFB Bank received an overall rating of “high satisfac-
tory” under the investment test in the December 2002
Evaluation. During the evaluation period, CFB made more
than 190 qualified investments totaling $5.3 million in the
Representative States. Examiners noted that almost all
these investments assisted in providing affordable housing
for LMI families.

Under the service test, CFB Bank received an overall
rating of “high satisfactory.” Examiners reported that the
percentage of the bank’s branches in LMI census tracts
often exceeded the percentage of the population residing in
these areas. In addition, examiners noted that the bank
provided relatively high levels of community development
services in nonmetropolitan assessment areas in each of the
Representative States.

D. HMDA Data and Fair Lending Records

The Board has carefully considered the lending records of
Applicants and CFB in light of comments on the HMDA
data reported by their subsidiary banks. Based on 2002
HMDA data, the commenter alleged that Bank of the West
and CFB Bank disproportionately excluded or denied
African-American or Hispanic applicants for home mort-
gage loans in various MSAs.30 The Board reviewed HMDA
data for 2002 and 2003 reported by Bank of the West and
CFB Bank for the major markets they each serve and the
MSAs identified by the commenter.3!

The 2002 and 2003 HMDA data reported by Bank of
the West indicate that the bank’s denial disparity ratios.32
for African-American and Hispanic applicants for total
HMDA-reportable loans were comparable with or more
favorable than those ratios for the aggregate of lenders
(“aggregate lenders”) in the San Francisco MSA, and
comparable or less favorable than those ratios for the
aggregate lenders in the Los Angeles CMSA.33 From 2002
to 2003, Bank of the West’s percentages of total HMDA-
reportable loans to African Americans and Hispanics
increased in most of the areas reviewed, including in the

30. Specifically, the commenter cited HMDA data on Bank of the
West's lending to African Americans or Hispanics in the following
MSAs: Albuguerque, Los Angeles, Las Vegas, Modesto, Stockton—
Lodi, and Portland. The commenter cited HMDA data for CFB
Bank’s lending to Hispanics in the Boulder, Colorado and Las Cruces,
New Mexico MSAs.

31. The Board also reviewed HMDA data for Bank of the West in
the San Francisco MSA, which is the bank’s home market, and for
CFB Bank in the Fargo, North Dakota MSA, which is that bank’s
home market.

32. The denial disparity ratio equals the denial rate of a particular
racial category (e.g., African-American) divided by the denial rate for
whites.

33. The bank’s denial disparity ratios were comparable or less
favorable than those ratios for aggregate lenders in the other MSAs
reviewed. In 2003, the Los Angeles CMSA and San Francisco MSA
together accounted for 31 percent of all of Bank of the West’s
HMDA-reportable loans. The lending data of the aggregate lenders
represent the cumulative lending for all financial institutions that have
reported HMDA data in a given market,

San Francisco MSA and the Los Angeles CMSA34 In
addition, Bank of the West’s percentages of total HMDA-
reportable loans to borrowers in predominantly minority
census tracts in the San Francisco MSA and Los Angeles
CMSA in 2003 exceeded the percentages for the aggregate
lenders in those areas.

The 2003 data reported by CFB Bank indicate that the
bank’s denial disparity ratios for Hispanic applicants for
HMDA -reportable loans in the MSAs cited by the com-
menter were more favorable than those ratios for the aggre-
gate lenders. In addition, the bank’s percentages of total
HMDA-reportable loans to Hispanic borrowers in these
areas were higher than the percentages for the aggregate
lenders,

Although the HMDA data may reflect certain disparities
in the rates of loan applications, originations, and denials
among members of different racial groups, the HMDA data
generally do not indicate that Bank of the West or CFB
Bank are excluding any racial groups or geographic areas
on a prohibited basis. The Board nevertheless is concerned
when HMDA data for an institution indicate disparities in
lending and believes that all banks are obligated to ensure
that their lending practices are based on criteria that ensure
not only safe and sound lending but also equal access to
credit by creditworthy applicants regardless of their race or
income level, The Board recognizes, however, that HMDA
data alone provide an incomplete measure of an institu-
tion’s lending in its community because these data cover
only a few categories of housing-related lending and pro-
vide only limited information about covered loans.3’
HMDA data, therefore, have limitations that make them an
inadequate basis, absent other information, for concluding
that an institution has not assisted adequately in meeting its
community’s credit needs or has engaged in illegal lending
discrimination.

Because of the limitations of HMDA data, the Board has
considered these data carefully in light of other informa-
tion, including examination reports that provide an on-site
evaluation of compliance by the subsidiary depository
institutions of BancWest and CFB with fair lending laws.
Examiners noted no fair lending law issues or concerns in
either the February 2003 or the December 2002 Evalua-
tions. The Board also consulted with the FDIC and the
OCC, which have responsibility for enforcing compliance
with fair lending laws by Bank of West and CFB Bank,
respectively, about this proposal and the record of perfor-
mance of Bank of the West since the last examination.

34, From 2002 to 2003, Bank of the West's percentage of total
HMDA -reportable loans to Hispanics declined in the Las Vegas and
Portland MSAs, and its percentage of total HMDA-reportable loans to
African Americans declined in the Modesto MSA. African Americans
accounted for only 2.6 percent of the population of the Modesto MSA.

35. The data, for example, do not account for the possibility that an
institution’s outreach efforts may attract a larger proportion of margin-
ally qualified applicants than other institutions attract and do not
provide a basis for an independent assessment of whether an applicant
who was denied credit was, in fact, creditworthy. Credit history
problems and excessive debt levels relative to income (reasons most
frequently cited for a credit denial) are not available from HMDA
data.
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The record also indicates that Bank of the West and CFB
Bank have taken steps to ensure compliance with fair
lending laws. Bank of the West has instituted policies
and procedures to help ensure compliance with all fair
lending and other consumer protection laws and regula-
tions, including a second-review process, regular internal
fair lending examinations, risk-based regulatory audits, and
compliance self-assessments. CFB Bank’s compliance pro-
gram includes a second-review process, along with regular
internal fair lending audits and examinations. Applicants
have represented that, on consummation of the proposed
bank merger, CFB Bank’s compliance function will be
integrated into Bank of the West’s compliance manage-
ment system.

The Board has also considered the HMDA data in light
of the programs described above and the overall perfor-
mance records of the subsidiary banks of BancWest and
CFB under the CRA. These established efforts demonstrate
that the banks are actively helping to meet the credit needs
of their entire communities.

E. Branch Closings

The Board has considered the commenter’s concern about
possible branch closings in light of all the facts of record.
Applicants have indicated that they have no plans as a
result of the transaction to close any branches of Bank of
the West or CFB Bank in the banking markets where the
banks overlap.?® The Board has considered Bank of the
West’s branch banking policy and its record of opening
and closing branches. In the February 2003 Evaluation,
examiners concluded that Bank of the West’s record of
opening and closing branches had not adversely affected
the bank’s delivery of services in LMI areas and to LMI
individuals and that the bank’s branch closing policy met
all regulatory requirements.

The Board also has considered the fact that federal
banking law provides a specific mechanism for addressing
branch closings.?? Federal law requires an insured deposi-
tory institution to provide notice to the public and to the
appropriate federal supervisory agency before closing a
branch. In addition, the Board notes that the FDIC, as the
appropriate federal supervisor of Bank of the West, will
continue to review the bank’s branch closing record in the
course of conducting CRA performance evaluations.

36. Applicants have stated that CFB Bank is in the process of
relocating one of its branches in Las Cruces, New Mexico, and that
the bank initiated this relocation process before CFB’s execution of its
purchase and sales agreement with Applicants. This branch is not in
an LMI census tract.

37. Section 42 of the Federal Deposit Insurance Act (12 US.C.
§1831r-1), as implemented by the Joint Policy Statement Regarding
Branch Closings (64 Federal Register 34,844 (1999)), requires that a
bank provide the public with at least 30 days’ notice and the appropri-
ate federal supervisory agency and customers of the branch with at
least 90 days’ notice before the date of the proposed branch closing.
The bank also is required to provide reasons and other supporting data
for the closure, consistent with the institution’s written policy for
branch closings.

F. Conclusion on Convenience and Needs Factor

The Board has carefully considered all the facts of record,
including reports of examination of the CRA records of the
institutions involved, information provided by Applicants,
public comments on the proposal, and confidential supervi-
sory information. Applicants have stated that the proposal
would provide CFB customers with expanded products
and services, including access to BNP’s international bank-
ing and financial services network. Based on a review of
the entire record, and for the reasons discussed above, the
Board concludes that considerations relating to the conve-
nience and needs factor, including the CRA performance
records of the relevant depository institutions, are consis-
tent with approval.

Conclusion

Based on the foregoing and all the facts of record, the
Board has determined that the application should be, and
hereby is, approved.® In reaching its conclusion, the Board
has considered all the facts of record in light of the factors
that it is required to consider under the BHC Act and other
applicable statutes.3® The Board’s approval is specifically

38. The commenter requested that the Board extend the comment
period. The Board believes that the record in this case does not
warrant postponing its consideration of the proposal. During the
applications process, the Board has accumulated a significant record,
including reports of examination, supervisory information, public
reports and information, and public comment. The Board believes this
record is sufficient to allow it to assess the factors it is required to
consider under the BHC Act. The BHC Act and the Board’s process-
ing rules establish time periods for consideration and action on acqui-
sition proposals. Moreover, as discussed above, the CRA requires the
Board to consider the existing record of performance of an organiza-
tion and does not require an organization to enter into contracts or
agreements with interested parties to implement its CRA programs.
For the reasons discussed above, the Board believes that commenter
has had ample opportunity to submit its views, and in fact, commenter
has provided substantial written submissions that the Board has con-
sidered carefully in acting on the proposal. Based on a review of all
the facts of record, the Board concludes that granting an extension of
the comment period is not warranted.

39. The commenter requested that the Board hold a public meeting
or hearing on the proposal. Section 3 of the BHC Act does not require
the Board to hold a public hearing on an application unless the
appropriate supervisory authority for the bank to be acquired makes a
timely written recommendation of denial of the application. The
Board has not received such a recommendation from the appropriate
supervisory authorities. Under its regulations, the Board also may, in
its discretion, hold a public meeting or hearing on an application to
acquire a bank if a meeting or hearing is necessary or appropriate to
clarify factual issues related to the application and to provide an
opportunity for testimony. 12 CFR 225.16(e). The Board has consid-
ered carefully commenter’s request in light of all the facts of record.
In the Board's view, the commenter had ample opportunity to submit
its views, and in fact, commenter has submitted written comments that
the Board has considered carefuily in acting on the proposal. The
commenter’s request fails to demonstrate why the written comments
do not present its views adequately. The request also fails to identify
disputed issues of fact that are material to the Board’s decision and
that would be clarified by a public meeting or hearing. For these
reasons, and based on all the facts of record, the Board has determined
that a public meeting or hearing is not required or warranted in this
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conditioned on compliance by Applicants with the condi-
tions imposed in this order and the commitments made to
the Board in connection with the application, including
compliance with state law. The commitments made to the
Board in the applications process are deemed to be condi-
tions imposed in writing by the Board in connection with
its findings and decisions and, as such, may be enforced in
proceedings under applicable law.

The proposal may not be consummated before the fif-
teenth calendar day after the effective date of this order,
or later than three months after the effective date of this
order unless such period is extended for good cause by
the Board or the Federal Reserve Bank of San Francisco,
acting pursuant to delegated authority.

By order of the Board of Governors, effective Octo-
ber 15, 2004.

Voting for this action: Chairman Greenspan, Vice Chairman Fergu-
son, and Governors Gramlich, Bies, Olson, Bernanke, and Kohn.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

Appendix
Banking Market Data
San Diego, California

BancWest operates the 39th largest depository institution
in the San Diego banking market, controlling $55 million
in deposits, which represents less than 1 percent of market
deposits. CFB operates the 16th largest depository institu-
tion in the market, controlling $242 million in deposits,
which represents less than 1 percent of market deposits. On
consummation of the proposal, BancWest would operate
the 16th largest depository institution in the market, con-
trolling deposits of $297 million, which represent less than
1 percent of market deposits. The HHI would remain at
1105. Seventy bank and thrift competitors would remain in
the market.

Las Cruces, New Mexico

BancWest operates the 12th largest depository institution
in the Las Cruces banking market, controlling $15 million
in deposits, which represents 1.6 percent of market depos-
its. CFB operates the third largest depository institution in
the market, controlling $92 million in deposits, which
represents 9.8 percent of market deposits. On consumma-
tion of the proposal, BancWest would operate the third
largest depository institution in the market, controlling
deposits of $108 million, which represent approximately
11 percent of market deposits. The HHI would increase

case. Accordingly, the request for a public meeting or hearing on the
proposal is denied.

32 points to 1435. Sixteen bank and thrift competitors
would remain in the market.

BNP Faribas
Paris, France

BancWest Corporation
Honolulu, Hawaii

Order Approving the Acquisition of a Bank Holding
Company

BNP Paribas (“BNP”’) and its subsidiary, BancWest Cor-
poration (‘“BancWest”) (collectively “Applicants”), finan-
cial holding companies within the meaning of the Bank
Holding Company Act (“BHC Act”), have requested
the Board’s approval under section 3 of the BHC Act to
acquire USDB Bancorp (“USDB”) and its subsidiary
bank, Union Safe Deposit Bank (“USDB Bank™), both in
Stockton, California.!

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(69 Federal Register 31,821 (2004)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 3 of the BHC Act.

BNP, with total consolidated assets of approximately
$1.2 trillion, is the tenth largest banking organization in
the world.2 BNP operates branches in Chicago, New York
City, and San Francisco; agencies in Houston and
Miami; and representative offices in Atlanta, Dallas, and
Los Angeles.

BancWest, with total consolidated assets of $40 billion,
is the 29th largest depository organization in the United
States, controlling deposits of $24 billion.3 In California,
BancWest is the eighth largest depository organization,
controlling deposits of $16 billion. BancWest also operates
subsidiary insured depository institutions in Hawaii, Idaho,
Nevada, New Mexico, Oregon, Washington, Guam, and
the Northern Mariana Islands. USDB, with total consoli-
dated assets of approximately $1.1 billion, is the 61st
largest depository organization in California and controls
deposits of $786 million.

1. (12 US.C. § 1842). BancWest's wholly owned subsidiary bank,
Bank of the West, San Francisco, California, has requested the
approval of the Federal Deposit Insurance Corporation (“FDIC™)
under section 18(c) of the Federal Deposit Insurance Act (12 U.S.C.
§ 1828(c)) to merge with USDB Bank, with Bank of the West as the
surviving institution. Today, the Board approved the separate applica-
tion filed by Applicants to acquire Community First Bankshares, Inc.
and Community First National Bank, both in Fargo, North Dakota
(“the CFB transaction”), under section 3 of the BHC Act. See BNP
Paribas, 91 Federal Reserve Bulletin 51 (2005) (“CFB Order™).

2. Asset data are as of March 31, 2004. International ranking data
are as of December 31, 2003, and are based on the exchange rate then
available.

3. National deposit and ranking data are as of March 31, 2004, and
statewide deposit and ranking data are as of June 30, 2003, adjusted
for transactions through August 1, 2004.
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On consummation of this proposal and the CFB transac-
tion, BancWest would become the 27th largest depository
organization in the United States, with total consolidated
assets of $46 billion, and would control deposits of $30 bil-
lion, representing less than 1 percent of the total amount
of deposits of insured depository institutions in the United
States. BancWest would remain the eighth largest insured
depository organization in California, controlling deposits
of approximately $17 billion, which represent approxi-
mately 3 percent of the total amount of deposits of insured
depository institutions in the state.

Competitive Considerations

Section 3 of the BHC Act prohibits the Board from approv-
ing a proposal that would result in a monopoly or would be
in furtherance of any attempt to monopolize the business of
banking in any relevant banking market. It also prohibits
the Board from approving a proposed bank acquisition that
would substantially lessen competition in any relevant
banking market unless the anticompetitive effects of the
proposal clearly are outweighed in the public interest by its
probable effect in meeting the convenience and needs of
the community to be served.*

BancWest and USDB compete directly in the Modesto
and Stockton banking markets, both in California.s The
Board has reviewed carefully the competitive effects of the
proposal in each of these banking markets in light of all the
facts of record. In particular, the Board has considered the
number of competitors that would remain in the markets,
the relative shares of total deposits in depository insti-
tutions in the markets (‘“market deposits”) controlled by
BancWest and USDB,¢ the concentration levels of market
deposits and the increases in these levels as measured
by the Herfindahl-Hirschman Index (“HHI”) under the
Department of Justice Merger Guidelines (“DOJ Guide-
lines”),” and other characteristics of the markets.

4. 12US.C. §1842(c)(1).

5. The Modesto banking market is defined as the Modesto Ranally
Metro Area (*RMA") and the towns of Crows Landing, Denair,
Gustine, Hilmar, Newman, Patterson, and Ripon. The Stockton bank-
ing market is defined as the Stockton RMA and the towns of Galt,
Lockeford, Manteca, and Walnut Grove.,

6. Market share data are based on Summary of Deposits reports
filed as of June 30, 2003, updated to include transactions through
September 10, 2004, and are based on calculations in which the
deposits of thrift institutions are included at 50 percent. The Board
previously has indicated that thrift institutions have become, or have
the potential to become, significant competitors of commercial banks.
See, e.g., Midwest Financial Group, 715 Federal Reserve Bulletin 386
(1989); National City Corporation, 70 Federal Reserve Bulletin 743
(1984). Thus, the Board regularly has included thrift deposits in the
market share calculation on a 50 percent weighted basis. See, e.g.,
First Hawaiian, Inc., 77 Federal Reserve Bulletin 52 (1991).

7. Under the DOJ Guidelines, 49 Federal Register 26,823 (1984), a
market is considered moderately concentrated if the post-merger HHI
is between 1000 and 1800 and highly concentrated if the post-merger
HHI is more than 1800. The Department of Justice has informed the
Board that a bank merger or acquisition generally will not be chal-
lenged (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 more than 200 points. The Department of Justice

Consummation of the proposal would be consistent with
Board precedent and the DOJ Guidelines in both bank-
ing markets.® The Modesto banking market would remain
moderately concentrated and the Stockton banking market
would remain highly concentrated, as measured by the
HHI. In both markets the increases in concentration would
be small and numerous competitors would remain.

The Department of Justice also has reviewed the com-
petitive effects of the proposal and advised the Board that
consummation of the proposal would not have a signifi-
cantly adverse effect on competition in these banking mar-
kets or in any other relevant banking market. The appropri-
ate banking agencies have been afforded an opportunity to
comment and have not objected to the proposal.

Based on these and all other facts of record, the Board
concludes that consummation of the proposal would not
have a significantly adverse effect on competition or on the
concentration of banking resources in any relevant banking
market and that competitive considerations are consistent
with approval.

Financial, Managerial, and Supervisory Considerations

Section 3 of the BHC Act requires the Board to consider
the financial and managerial resources and future prospects
of the companies and banks involved in the propasal and
certain other supervisory factors. The Board has carefully
considered these factors in light of all the facts of record,
including confidential supervisory and examination infor-
mation from the various banking supervisors of the institu-
tions involved, publicly reported and other financial infor-
mation, information provided by Applicants, and public
comments received on the proposal.® The Board also has
consulted with the French Banking Commission (“FBC”"),
which is responsible for the supervision and regulation of
French financial institutions.

In evaluating financial factors in expansion proposals by
banking organizations, the Board consistently has consid-
ered capital adequacy to be especially important. BNP and
its U.S. subsidiary depository institutions are considered to
be well capitalized and would remain so on consummation
of the proposal. BNP’s capital levels exceed the minimum
levels that would be required under the Basel Capital
Accord, and its capital levels are considered equivalent to
the capital levels that would be required of a U.S. banking
organization. The proposed transaction is structured as a
share purchase, and the consideration to be received by

has stated that the higher than normal HHI thresholds for screening
bank mergers for anticompetitive effects implicitly recognize the
competitive effects of limited-purpose lenders and other nondeposi-
tory financial institutions,

8. The effects of the proposal on the concentration of banking
resources in these markets are described in the Appendix.

9. One commenter expressed several concerns about Applicants
that related to employment discrimination litigation, business relation-
ships with certain foreign projects or companies operating in foreign
countries, and the United Nations’ Oil-for-Food program. These con-
cerns are discussed in the CFB Order. The Board hereby reaffirms and
adopts the facts and findings detailed in the CFB Order with respect to
these allegations and concerns.
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USDB shareholders would be funded from BNP’s avail-
able resources. The Board finds that the Applicants have
sufficient financial resources to effect the proposal.

The Board also has considered the managerial resources
of BNP, BancWest, USDB, and their subsidiary banks,
particularly the supervisory experience of the various bank
supervisory agencies with the organizations and their
records of compliance with applicable banking laws. The
Board has reviewed assessments of the organizations’ man-
agement and risk-management systems by the relevant
federal and state banking supervisory agencies. Domestic
banking organizations and foreign banks operating in the
United States are required to implement and operate effec-
tive anti-money laundering programs. Accordingly, the
Board has also considered the existing anti-money launder-
ing programs at BNP and the assessment of these programs
by the relevant federal supervisory agencies, state banking
agencies, and the FBC. Furthermore, the Board has consid-
ered additional information provided by BNP on enhance-
ments it has made and is currently making to its systems as
the organization expands its operations. The Board expects
that BNP will take all necessary steps to ensure that suffi-
cient resources, training, and managerial efforts are dedi-
cated to maintaining a fully effective anti-money launder-
ing program. The Board also has considered BancWest’s
plans to implement the proposal, including its proposed
management after consummation and the company’s
record of successfully integrating acquired institutions into
its existing operations. Based on these and all other facts
of record, the Board concludes that the financial and mana-
gerial resources and future prospects of the organizations
involved in the proposal are consistent with approval.

Section 3 of the BHC Act also provides that the Board
may not approve an application involving a foreign bank
unless the bank is subject to comprehensive supervision
or regulation on a consolidated basis by the appropriate
authorities in the bank’s home country.!® In addition, the
foreign bank must have provided adequate assurances that
it will make available to the Board such information on
its operations and activities and those of its affiliates that
the Board deems appropriate to determine and enforce
compliance with the BHC Act.!* The Board has carefully
reviewed these matters in light of the facts of record in
considering Applicants’ application for approval of the
CFB transaction. For the reasons set forth in the CFB
Order, the Board concludes that BNP continues to be
subject to comprehensive supervision on a consolidated
basis by its home country supervisor and that the other
supervisory factors it is required to consider are consistent
with approval.

Convenience and Needs Considerations

In acting on a proposal under section 3 of the BHC Act, the
Board must consider the effects of the proposal on the

10. 12 U.S.C. § 1842(c)(3)(B).
11. See 12 US.C. § 1842(c)(3)(A).

convenience and needs of the communities to be served
and take into account the records of the relevant insured
depository institutions under the Community Reinvestment
Act (“CRA”).12 The CRA requires the federal financial
supervisory agencies to encourage financial institutions to
help meet the credit needs of local communities in which
they operate, consistent with their safe and sound opera-
tion, and requires the appropriate federal financial supervi-
sory agency to take into account an institution’s record of
meeting the credit needs of its entire community, including
low- and moderate-income (“LMI”) neighborhoods, in
evaluating bank expansionary proposals.

The Board has considered carefully the convenience and
needs factor and the CRA performance records of the
subsidiary banks of BancWest and USDB in light of all the
facts of record, including public comment on the proposal.
One commenter opposed the proposal and alleged, based
on data reported under the Home Mortgage Disclosure Act
(“HMDA”),?? that Bank of the West and USDB Bank
engaged in disparate treatment of minority individuals in
home mortgage lending in the banks’ assessment areas.
The commenter also expressed concern about possible
branch closures,

A. CRA Performance Evaluations

The Board has carefully reviewed the CRA performance
records of Bank of the West and USDB Bank. An institu-
tion’s most recent CRA performance evaluation is a par-
ticularly important consideration in the applications pro-
cess because it represents a detailed, on-site evaluation of
the institution’s overall record of performance under the
CRA by its appropriate federal supervisor.!4 Bank of the
West, BancWest's largest subsidiary bank as measured by
total deposits, received a ‘“satisfactory” rating at its most
recent CRA performance evaluation by the FDIC, as of
February 3, 2003 (“February 2003 Evaluation™).!5 Appli-
cants have indicated that after the merger of Bank of the
West and USDB Bank, the CRA activities of the resulting
bank would conform to Bank of the West's current CRA
program.

A detailed discussion of the February 2003 Evaluation
and the policies and programs implemented by Bank of the
West to help meet the credit needs of its communities
is provided in the CFB Order. Based on its review of the
record in this case, the Board hereby reaffirms and adopts
the facts and findings detailed in the CFB Order.

In summary, examiners characterized Bank of the West's
overall record of home mortgage and small business lend-
ing as good and stated that the bank had a high level of
community development lending. Examiners noted favor-

12. 12 US.C. §1842(c)(2); 12 U.S.C. §2901 et seq.

13. 12 U.S.C. §2801 et seq.

14. See Interagency Questions and Answers Regarding Community
Reinvestment, 66 Federal Register 36,620 and 36,639 (2001).

15. First Hawaiian Bank, Honolulu, Hawaii, BancWest’s other
subsidiary bank, received an “outstanding” rating at its most recent
CRA performance evaluation by the FDIC, as of August 19, 2003.
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ably that the bank offered several flexible lending products
designed to address affordable housing needs of low-
income and first-time homebuyers and reported that the
bank had taken a leadership role in providing qualified
investments. They also found that the bank provided a
relatively high level of community development services
and that the bank’s branch distribution generally mirrored
community demographics.

USDB Bank received a “satisfactory” rating at its most
recent CRA performance evaluation by the Federal Reserve
Bank of San Francisco, as of December 2, 2002 (“Decem-
ber 2002 Evaluation”). Examiners reported that USDB
Bank had a good distribution of home mortgage and small
business loans by geography, borrower income, and sizes
of business. They also reported that the bank funded an
adequate level of qualified investments and provided an
adequate level of community development services.

B. HMDA Data, Subprime Lending, and Fair Lending
Records

The Board has carefully considered the lending records of
Applicants and USDB in light of comments on the HMDA
data reported by their subsidiary banks. The commenter
repeated the allegations it made about Applicants in con-
nection with the CFB transaction. These allegations are
addressed in detail in the CFB Order and the Board hereby
reaffirms and adopts the HMDA analysis of Bank of the
West detailed in the CFB order.

The commenter also alleged, based on 2002 HMDA
data, that USDB Bank disproportionately excluded or
denied African-American applicants for home mortgage
loans in the Modesto and Stockton-Lodi Metropolitan
Statistical Areas (‘“MSAs.”). The Board reviewed HMDA
data for 2002 and 2003 reported by USDB Bank in these
MSAs. The data indicate that, in 2003, the bank’s denial
disparity ratios for African Americans for HMDA-
reportable loans in these MSAs were. less favorable than
those ratios for the aggregate of lenders (“aggregate lend-
ers”) and that the bank’s percentages of total HMDA-
reportable loans to African-American borrowers in these
areas were lower than the percentages for the aggregate
lenders.'s However, the bank’s percentages of total
HMDA-reportable loans to borrowers in predominantly
minority census tracts in both MSAs in 2003 exceeded or
was comparable with the percentages for the aggregate
lenders in those MSAs.

Although the HMDA data may reflect certain disparities
in the rates of loan applications, originations, and denials
among members of different racial groups, the HMDA data
generally do not indicate that Bank of the West and USDB
Bank is excluding any racial groups or geographic areas on

16. The lending data of the aggregate of lenders represent the
cumulative lending for all financial institutions that have reported
HMDA data in a given market. The denial disparity ratio equals the
denial ratio of a particular racial category (e.g., African-American)
divided by the denial rate for whites.

a prohibited basis. The Board is concerned when HMDA
data for an institution indicate disparities in lending and
believes that all banks are o