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The Evolution of the U.S.
Commercial Paper Market since 1980

Mirchell A. Post, of the Board’s Division of
Research and Statistics, prepared this article.
Michael A. Schoenbeck and Joyce A. Payne pro-
vided research assistance.

The U.S. commercial paper market, an important
source of short-term funds for corporations,
changed in many ways over the past decade. At the
start of the 1980s, the market was reserved pri-
marily for the largest and most crediiworthy U.S.
companies, and investor holdings of commercial
paper were distributed about evenly over several
investor groups. Over the next ten years, the mar-
ket grew to about five times its 1979 size; many
new issuers and some new dealers arrived on the
scene; some long-standing issuers all but withdrew
from the market; holdings of paper became more
concentrated by investor group; and a new form of
commercial paper emerged.

In the 1980s, relatively high rates on long-term
funds and bank loans and an expanding economy
fueled a rapid expansion of commercial paper
issuance. Old-line borrowers were a large part of
the growth, but in addition, many new issuers—
including smaller U.S. corporations, foreign corpo-
rations, and foreign financial institutions—were
attracted to the market. The heavy activity in
mergers and acquisitions in the second half of the
decade helped drive up issuance. The development
of the swaps market also stimulated the issuance
of commercial paper, as borrowers combined paper
with swaps to create liabilities in other currencies.
Asset-backed commercial paper also came into use,
providing off-balance-sheet financing for trade and
credit card receivables. Finally, the growth of
money market mutual funds, coupled with a shift
in the composition of their investments toward
commercial paper, made them the largest single
source of funds to the market.

As the 1990s unfolded in economic recession,
the commercial paper market began to exhibit some

growing pains and took another turn in its evolu-
tion. A series of defaults on commercial paper
began in 1989, and tighter regulations were
imposed on money market mutual fund holdings of
medium-grade paper; these events heightened the
concern about credit quality—always paramount—
to the point that investors effectively forced many
medium-quality issuers to cut back sharply on their
use of the commercial paper market. Some other
issvers of long standing, rated just above medium-
grade, also cut back on their use of the market.

A further change has arisen in the commercial
paper market in the area of services supplied by
banks. As a result of financial stress on banks and
with pressure from the markets and regulators for
banks to raise capital levels, the banks’ costs of
providing letters of credit and backup liquidity to
the commercial paper market have increased. The
efforts of banks to increase profit margins on loans
are tending to make commercial paper funding
relatively more attractive. Existing and potential
commercial paper issuers, however, must minimize
their use of these now more costly services to keep
costs down.

Overall, the U.S. commercial paper market
remains an important source of short-term funds
for corporations. New issuers of high credit quality
will continue to be attracted by the liquidity and
low cost of funds available in the market.

SOURCES OF GROWTH IN THE 1980S

Over the 1980s, commercial paper outstanding
grew at an average annual compound rate of about
17 percent (chart 1, table 1). In 1988, the size of the
commercial paper market even temporarily sur-
passed that of the U.S. Treasury bill market.
Several market forces fueled the dramatic growth
of the commercial paper market in the 1980s. First,
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1. Commercial paper outstanding, 1975-91!
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1. Scasonally adjusted. Shading indicates periods of recession as defined
by the National Bureau of Economic Research (NBER). Vertical line
indicates peak; NBER has not yet determined the trough of the {990-91
recession,

Source. Federal Reserve Bank of New York.

movements in interest rates stimulated the issuance
of commercial paper early in the decade. Commer-
cial paper consists of short-term, unsecured promis-
sory notes issued mostly by corporations. Maturi-
ties range up to 270 days, with most issues
maturing within 60 days; thus, nonbank firms seek-
ing short-term funds regard commercial paper as an
alternative to bank loans. At the outset of the
1980s, when the Federal Reserve sought reductions
in the trend rate of money growth to lower the high
rate of inflation, all interest rates soared, and the
high longer-term rates favored short-term borrow-

1. Commercial paper outstanding, by type of issuer,
1979-91

Biilions of dollars at year-end, seasonally adjusted

Nom- [ Financia! firms
financia) : T
< Dealer- | Directly
fime | Tol | Viaced | placed

Year Total

112.8 30.7 82.2 17.4 64.8
124.4 36.9 87.5 19.6 679
165.8 53.8 112.0 303 81.7
166.4 47.4 19.0 346 84.4
187.7 46.2 1415 4.5 97.0
237.6 706 167.0 .5 1108

56
298.8 85.0 2137 78.4 1353
332 7.1 253.6 101.7
359.0 819 2770 102.7 174.3
458.5 103.8 3547 159.8 194.9
525.8 131.3 3945 183.6 2108

1990 ............ 561.1 146.2 414.9 215 199.8
1991 .. 5303 1325 397.6 2144 183.2

MEMO

Average annual
compound
growth rate
(percent)

1979-89 ..., ... 16.6 15.6 17.0 26,5 12.

1989-9] ... ... 4 8 . .

»
o
&
on Ut

SOURCE. Federal Reserve Bank of New York.

2. Spread of the London interbank offered rate over the
composite rate for thirty-day commercial paper placed
by dealers, 1975-91!
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1. The rate for commercial paper is the average of offering rates of several
leading dealers for industrigl firms whose bond rating is AA or the equiva-
lent; the average has been converted to a coupon equivaient to be consistent
with LIBOR.

Source. Board of Govemors of the Federal Reserve System and the
Federal Reserve Bank of New York.

ing by all firms. Moreover, the base rate on bank
loans (the London interbank offered rate) increased
markedly relative to the commercial paper rate
(chart 2); the large spread encouraged many firms
to enter the commercial paper market for the first
time. By the end of the decade, the amount of
nonfinancial commercial paper outstanding was
about 21 percent of outstanding commercial and
industrial loans at banks, compared with about
11 percent at the start (table 2).

Second, in 1983, the economy began an expan-
sion that lasted to the end of the decade. In typi-
cal fashion, the issuance of commercial paper
expanded with the economy as nonfinancial
firms—manufacturers, commercial concerns, and
utilities—financed growing production, new inven-
tories, or new receivables; and as financial firms,
including banks and finance companies, raised
funds to finance the growing needs of their
customers.

Third, the wave of mergers and acquisitions in
the latter half of the 1980s also produced new
issues because firms often temporarily financed the
transactions with commercial paper before tapping
more permanent sources of funding.

Fourth, the development of the derivatives mar-
kets. especially for swaps, added to market growth
in the second half of the decade. The growing
internationalization of financial markets allowed
domestic and foreign investment-grade firms to tap
any market for funds, including the commercial
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2. Nonfinancial commercial paper outstanding as a
proportion of banks’ commercial and industrial Joans
outstanding, 1979-91

Billions of dollars except as noted, December average,

seasonally adjusted

Commercial Nonfinancial Paper as &
Year and industrial commercial percent of

Joans papes loans

284.8 30.1 10.6

3210 37.7 11.7

360.6 55.2 15.3

399.0 50.7 12.7

422.5 47.0 111

484.5 72.4 149

5113 86.9 17.0

548.1 81.1 148

575.9 84.4 14.7

620.3 103.5 16.7

653.9 134.1 20.5

659.5 150.5 28

636.7 134.9 212

Sources. Board of Governors of the Federal Reserve System and the
Federal Reserve Bank of New York.

paper market, and then to transform the funds into
the currency, maturity, or interest rate index of
choice.

THE INVESTORS AND THEIR SENSITIVITY
TO CREDIT RATINGS

The creation of wealth during the long economic
expansion made vast sums of investible funds
available to meet the burgeoning supply of com-
mercial paper. The six-fold increase in the assets of
money market mutual funds between 1980 and the
end of 1991 accommodated a significant part of the
growth in total commercial paper (table 3). By
year-end 1991, the money market mutual fund
industry held about one-third of all commercial
paper outstanding and was the largest single inves-
tor group in the market (table 4). Bank trust compa-
nies, on behalf of individuals, were second in share
of paper owned.! Other important investors in com-
mercial paper in 1991 were nonfinancial corpora-
tions, life insurance companies, and the retirement
and savings plans for state and local government
employees.

1. Flow of Funds Section, Board of Governors of the Federal
Reserve System; these data include bankers acceptances. Bank
trusts are part of the sector in the flow of funds accounts that covers
households, personal trusts, and nonprofit organizations; bank trust
departments probably account for most of the commercial paper
held in the sector.

3. Commercial paper held by taxable money market
mutual funds as a share of total fund assets and total
commercial paper outstanding, 1980-91
Year-end, not seasonally adjusted

Total Fund holdings of commercial paper
fund
Year aatess Total Asa per}:esn‘: of
“”ﬁ‘,"“’ (billions | percent of total
dollars) | of dollars) | total assets | commercial
paper
1980 ............ 74.4 25.0 33.6 20.6
1981 ...l 181.9 56.8 12 35.3
1982 ............ 206.6 50.3 24.4 31.0
1983 ... 162.6 46.8 28.8 25.5
1984 ............ 208.7 78.3 37.3 338
1985 ............ 2074 87.6 422 299
1986 ............ 2284 94.9 41.5 29.1
1987 ............ 2545 1004 394 269
1988 ............ 272.0 117.0 43.0 25.9
1989 ..., 357.5 178.5 499 342
1990 ............ 414.8 200.6 484 36.0
1991 ... 448.3 1876 4]1.8 35.5

SOURCES. Investment Company Institute and Federal Reserve Bank of
New York.

All of these investors regard commercial paper
as they do other money market instruments, as
assets that are highly liquid and have highly stable
market values. The liquidity of commercial paper
arises, in part, from the vast amount of short-term
funds invested every day. Moreover, dealers bid
regularly on paper that they have placed for issuers,
and direct issuers of paper will often prepay on
their paper at the request of investors. Investors,
however, typically hold paper to maturity, largely
because the maturities of commercial paper are set
to suit investor requirements.

Because commercial paper primarily is the debt
of corporations, default risk is a major concern of
investors. Accordingly, investors place heavy
emphasis on the evaluations made by the credit
rating agencies concerning the financial health of
firms that issue commercial paper. Virtually all
commercial paper is rated by at least one of the
four major credit rating organizations (see box).
Top-rated paper carries a 1+ or 1, and medium-
grade paper generally carries a 2; a 3 is the lowest
investment-grade rating.

The rating agencies grade commercial paper pro-
grams according to the inherent credit quality of
the issuers. A firm that agencies consider worthy of
a rating of 3 or better, however, generally receives
the rating only if it also maintains alternative
sources of liquidity sufficient to pay off its out-
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4. Distribution of commercial paper and bankers acceptances, by type of investor. selected years, 1980-91

Billions of dollars except as noted, at year-end, not seasonally adjusted

1980 1985 1991
Type of investor ]
Amount 1 Percent Amount J Percent Amount J Percent

Money market mutnal funds ... 316 19.3 99.1 276 1919 339
Households, trusts, and nonprofit corporations ... 426 260 122.1 34.) 165.7 29.3
Nonfinancial corporate business ................ 194 11.8 45.3 12.6 534 9.4
State and local government retirement plans

and savings plans ........... ..o n.a n.a n.a. n.a 294 5.2
Private pensionplans ...................... ... 195 119 19.9 5.6 284 50
Mutual funds ... 38 23 4.1 1.1 21.5 38
Life insurance companies ...................... 8.3 5.1 20.0 5.6 20.8 37
Commercial banks ...................0 15.8 9.6 9.7 2.7 10.6 1.9
Other! ... ... 228 13.9 38.3 10.7 44.2 7.8
Total ... 163.8 100 3588 100 563.9 100
MEMo
Commercial paper outstanding .................. 121.6 2939 528.1

1. Includes federally sponsored credit agencies, thrift institutions, and
securities brokers and dealers.

standing commercial paper and other short-term
liabilities in full at maturity.2 Backup liquidity pro-
vides funds if the issuer suddenly finds that it
cannot roll over maturing paper, but only if the
issuer otherwise remains creditworthy. Thus,
backup liquidity does not guarantee investors that
they will be paid off under all circumstances. The

2. See, for example, Solomon Samson and Mark Bachmann,
“Paper Backup Policies Revised,” Standard & Poor’s CreditWeek,
September 10, 1990, pp. 23-24; and Jane Maxwell Grant and
others, Alternative Liquidity for Commercial Paper Issuers,
Moody’s Special Report (Moody’s Investors Service, February
1992).

Sourck. Flow of Funds Section, Board of Governors of the Federal
Reserve System.

rating agencies generally require that backup
liquidity should equal 100 percent of the size of the
commercial paper program and of other short-term
obligations. Top-rated issuers, however, can get by
with less.

Backup liquidity may come in several forms,
but often the issuer sets up lines of credit with
banks. The rating agencies prefer that bank lines
be revolving credits with same-day availability of
funds. With a revolving line, an issuer has a con-
tractual agreement from the banks, in exchange for
a fee, that the banks will lend up to the stated
amount of money when needed. Nonetheless, most

Short-Term Ratings by the Major Credit Rating Agencies!

Duff & Phelps Fitch Moody's Standard &
Category Credit Investors Investors Poor’s
Rating Co. Service Service Corporation
Investment grade .................. Duff 1+ F-14 A-14
Duff 1 F-1 P-1 A-1
Duff 1-
Duff 2 F-2 P-2 A-2
Duff 3 F-3 P-3 A-3
Noninvestment grade .............. Duff 4 F-S NP (Not Prime) B
C
Indefault ................c. Duff § D D

1. The definition of ratings varies by rating agency.
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contractual backup commitments also contain a
so-called material-adverse-change (MAC) clause,
which permits the bank to terminate its commit-
ment if the financial condition of the would-be
borrower deteriorates sufficiently to jeopardize
repayment to the lending institution.

THE CHANGING COMPOSITION
OF BORROWERS AND OUTSTANDING ISSUES

A snapshot of issuers at the end of the 1980s would
have revealed a collection of firms far different
from those in the market at the beginning of the
decade. At the end of 1989, about 1,250 corpora-
tions and other entities had paper programs in the
U.S. commercial paper market (chart 3), about 500
more than in 1980.2 Many of the new issuers were
foreign firms and smaller, less well known U.S.
firms, whereas the traditional commercial paper
issuer had been a large, well known U.S. corpora-
tion. Because of the stringent credit preferences of
investors, however, about 95 percent of paper
issuers in 1989 were rated 1 or 2, close to the share
at the start of the decade.?

The Increasing Importance
of Dealer-Placed Paper

Early in the 1980s, commercial paper sold directly
to investors by the borrower constituted about
60 percent of all issuance. Direct issuers of
paper—most of them traditional issuers—borrow
in sufficient size and frequency that the costs of
developing an in-house distribution system are less
than the costs of placing paper through a dealer.
For nonbanks, an in-house system may become
economical when outstanding commercial paper

3. These data are for commercial paper programs in the U.S.
market and rated by Moody’s Investors Service.

4. These percentages are for all issues rated by Moady’s, includ-
ing Eurocommercial paper and foreign domestic programs (Jerome
S. Fons and Andrew E. Kimball, Defaults and Orderly Exits of
Commercial Paper Issuers, 1972-1991, Moody’s Special Report,
Moody’s Investors Service, February 1992, p. 16).

In the 1980s, a number of investors were willing to accept
noninvestment-grade or unrated paper. Some of this so-called junk
commercial paper was associated with the merger and acquisition
boom in the latter half of the 1980s; the outstanding value of such
paper has probably never exceeded $8 billion.

3. Number of issuers in the U.S. commercial paper
market, 1980-91!

Number
T |
— — 1200
- - 1000
- 800
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1. For programs rated by Moody's Investors Service.
SOURCE. Moody's Investors Service.

reaches $500 million or more. Many issuers sur-
pass that level, but only about 110—mostly the
major finance companies and large banking organi-
zations that also distribute wholesale liabilities such
as CDs—place their paper directly. Only a few
nonfinancial firms are direct issuers of paper, and
they account for a small portion of outstanding
nonfinancial paper.

The direct issuers responded to the growing
credit needs of businesses and consumers alike
during the economic expansion. The large finance
companies grew rapidly, particularly after the Tax
Act of 1981 promoted business use of leasing.
Unlike banks, these institutions rely largely on the
public markets to fund their loans. Accordingly,
their use of bonds and commercial paper grew with
their assets. Likewise, bank holding companies
continued to use the commercial paper market to
support parent company operations and lending by
nonbank subsidiaries. By the end of the decade,
outstanding paper placed directly by financial firms
surpassed $200 billion, more than triple the level at
the start of the decade.

The steady increase in paper placed directly,
however, failed to keep pace with paper issued by
firms that used dealers to distribute their obliga-
tions. By 1989, dealer-placed paper accounted for
60 percent of all commercial paper outstanding, up
sharply from about 40 percent at the start of the
decade (chart 4). A firm ordinarily requires a dealer
to place its paper if it lacks the name recognition
necessary to attract investors or if its funding re-
quirements either are too limited or infrequent to
warrant building its own distribution system.



884 Federal Reserve Bulletin [ December 1992

4. Commercial paper outstanding, directly placed
and dealer-placed, 1980~91!

Billions of dollars
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3
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Directly placed 100
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1. Seasonally adjusted. Almost all commercial paper issued by nonfinan-
cial firms is dealer-placed; the small amount that is directly placed is
included in the totals for dealer-placed paper.

Sourck. Federal Reserve Bank of New York,

Most dealers are a part of investment banking
organizations. In actions taken in 1986 and 1987,
however, the Federal Reserve Board authorized
certain so-called section 20 subsidiaries of bank
holding companies to deal in commercial paper to
a limited extent; by year-end 1991, these subsidi-
aries accounted for about 14 percent of outstanding
dealer-placed paper.”

In an issue of dealer-placed paper, the dealer
generally purchases the paper from the issuer and
resells it to investors at a higher price, with the
price difference constituting the dealer’s compensa-
tion for placing the paper. Dealers have extensive
distribution systems that can accommodate the
paper of a large number of issuers, and new and
smaller issuers are thus able to sell their paper at a
lower cost than if they tried to place it directly. The
increase in the share of dealer-placed paper out-
standing in the 1980s in part reflected the changed
composition of issuers: Dealers were required for
the aggressive marketing required to package and
sell new issuers and new types of commercial
paper programs.

5. Section 20 of the Glass-Steagall Act prohibits these subsidi-
arjes from being “‘engaged principally” in the underwriting of, or
dealing in. securities that are so proscribed for national banks. The
Supreme Court has determined that commercial paper is an ineligi-
ble security under the act. The Board has ruled that, 1o qualify as
not “engaged principally” in the underwriting of, or dealing in,
ineligible securities, a subsidiary must limit revenues from such
activities to 10 percent of its gross revenues. See “Legal Develop-
ments” in the following editions of vol. 72 of the Federal Reserve
Bulletir: February 1987, pp. 138-54: and June 1987, pp. 473-508;
and “‘Announcements,” Federal Reserve Bulletin, vol. 75 (Novem-
ber 1989), p. 751.

The Growth of Guaranteed Paper

The share of commercial paper programs that
were fully (100 percent) enhanced by credit
guarantees—often bank letters of credit—from
highly rated third parties grew dramatically in the
first half of the decade. In fact, programs with such
credit enhancements accounted for about all the net
increase in the number of commercial paper issuers
rated by Moody’s over that period.® Presumably,
most of these programs were small because their
outstandings accounted for less than 10 percent of
all outstanding paper.

These guarantees ensure that the commercial
paper will be paid in full at maturity regardless of
the financial condition of the issuer itself. Because
investors in such paper rely on the guarantor, rather
than the issuer, to make payment in full upon
maturity of the paper, the paper carries the rating of
the guarantor. Whereas traditional issuers entered
the market on the strength of their own credit
quality (or that of their parent), many of the new
commercial paper programs of the first half of the
1980s gained access to the market on the strength
of guarantees by unrelated entities.”

The Growth of Dealer-Placed Financial Paper

Dealers proved particularly successful in marketing
new financial programs. In fact, outstandings of
dealer-placed financial paper, which accounted for
only 26 percent of total paper issued by financial
firms in December 1979, overtook outstandings of
directly placed financial paper in 1990.

During the mid- to late-1980s, the presence of
foreign financial institutions in the U.S. market
grew, and these firms generally required dealer
assistance to promote their names to U.S. investors
(table 5). By year-end 1991, these firms had out-
standings in excess of $110 billion, slightly more

6. Moody’s Commercial Paper Record (vol. 5, December 1985),
and the Statistical Supplement to the December 1980 issue.

7. A subsidiary of a highly rated firm may obtain ratings close to
or equal to those of its parent if it has the explicit or implicit
support of its parent. But these forms of support may not have the
strength of a credit guarantee. For example. even in an explicit
support agreement. the parent may pledge only to maimain the
subsidiary’s fixed charge coverage or net worth at some minimum
level; in contrast, a guarantor promises the holder of the guaranteed
paper to redeem it at maturity.
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5. Qutstanding dealer-placed commercial paper issued by financial institutions
Billions of dollars at month-end, not seasonally adjusted
) Foreign firms
Date Tota! ngS“ Banks Other
) Total us Foreign | . Us Foreign
Total subsidiaries offices Total subsidiaries offices
1986
JanBATy L. 793 473 20 252 9.3 159 6.8 33 3.5
December ............ 102.6 56.3 46.3 36.2 15.3 209 10.1 37 6.4
December
1987 ..o 1150 61.9 531 412 19.3 219 119 5.1 6.8
1988 ..o 161.5 9.4 72 520 262 258 20.) 78 12.2
1989 .....ooviinnnn. 188.6 99.8 88.8 574 310 26.4 314 110 20.4
1990 ... 2214 107.2 114.2 62.6 36.3 26.3 516 23] 28.5
191 2211 109.5 116 61.0 39.) 219 50.6 16.8 338

Sounct. Federal Reserve Bank of New York.

than half of all dealer-placed financial paper.
Almost all of these programs entered the market
with a rating of 1 or 1+. Highly rated foreign banks
(or their U.S. subsidiaries) accounted for 55 percent
of this paper.

About half of the paper from foreign financial
institutions in 1991 was issued by their U.S. subsid-
iaries. Many U.S. money market investors are lim-
ited by statute or bylaws to issues of U.S.-chartered
corporations. To attract funds from these investors,
foreign corporations—most often banks—establish
U.S. funding subsidiaries, which typically channel
the proceeds to their affiliated branches and agen-
cies in the United States or move them offshore.
U.S. subsidiaries of foreign nonbank financial insti-
tutions, such as Japanese leasing companies, issue
commercial paper primarily to finance U.S. lending
operations.

The remaining half of commercial paper of
foreign-related financial institutions was issued by
entities outside the United States, generally the
parents themselves, who discovered that they could
tap the liquidity and low dollar cost of the U.S.
commercial paper market. If so desired, the issuer
could swap the proceeds into the home currency or
other currency of choice. For example, British
building societies—the primary mortgage lenders
in the United Kingdom—found the U.S. commer-
cial paper market highly receptive to their paper.
After obtaining cheap dollar funds, they then often
swapped into sterling, obtaining an all-in cost of
funds below the cost of raising funds directly in
sterling markets.

Outstanding paper placed by dealers on behalf of
domestic nonbank financial firms—purely domes-

tic entities—also grew rapidly, to $110 billion at
year-end 1991. Asset-backed commercial paper
programs accounted for about 45 percent of out-
standings in this category. About 25 percent of
nonbank financial paper was placed by dealers on
behalf of their own investment banking firms.
Smaller finance companies, bank holding compa-
nies, insurance companies, and other firms too
small to issue commercial paper directly made up
the remainder of these companies.

ASSET-BACKED COMMERCIAL PAPER

One of the most significant developments in the
commercial paper market in the 1980s was the
growth of asset-backed paper, a form of asset secu-
ritization used predominantly to finance credit card
receivables and trade receivables. Asset-backed
paper expands the funding options available to
existing issuers of commercial paper and opens the
market to a wide range of new firms. Asset-backed
paper also reduces the use of capital by financial
intermediaries, an important factor in recent years,
when the marketplace and regulators have pres-
sured many intermediaries to build capital levels.

The Structure of an Asset-Backed Program

The issuer in a typical asset-backed program con-
sists of a business entity called a special-purpose
vehicle (SPV}), established as a going concern. The
SPV purchases pools of receivables from partici-
pating firms (or lends to these firms with their
receivables as collateral); the SPV acquires the
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funds for these transactions by issuing commercial
paper.t In a typical bank-advised program, a bank-
ing organization evaluates the credit quality of
participants—that is, sellers of receivables-—and of
the pools and may provide other services.

To obtain the highest possible ratings, a neces-
sity for funding, these programs are designed care-
fully to protect holders of the commercial paper
issued by the SPVs, First, and perhaps most impor-
tant, an asset-backed program is designed so that
the SPV is “bankruptcy remote.”? Such a condition
is based, in large part, on an agreement by the
entities that do business with the SPV, other than
the commercial paper investors themselves, that
they not file the SPV into bankruptcy for one year
plus one day after the last paper matures. In addi-
tion, the SPV is owned by a party unaffiliated with
a participant and the bank advisers (if any), often a
nonprofit organization or employees of an invest-
ment bank; in the event of the bankruptcy or receiv-
ership of a participating firm or advisory banking
organization, this arrangement minimizes the like-
lihood that the SPV would be consolidated, to the
detriment of investors in its commercial paper, into
the distressed entity.

Second, the face value of the receivables pur-
chased by the program exceeds the purchase price
paid for them: The excess over the discount
required for payment of interest provides an equity
cushion to commercial paper investors. The amount
of this over-collateralization depends on the loss
experience of existing or similar pools of receiv-
ables and vsually is set at several muitiples of such
losses.

Third, investors require a second level of credit
enhancement, generally in the form of a bank letter
of credit or insurance company surety bond on
some fraction of the maximum program size.
Finally, the rating agencies require liquidity
backup, as in any commercial paper program.'©

8. Pools of receivables must be of high credit quality either
through diversification that reduces risk or by virtue of the credit
quality of each entity in the pool.

9. For a detailed discussion of the concept of being bankruptcy-
remote, see, for example, Standard & Poor’s Corporation, S&P’s
Structured Finance Criteria (New York, 1988), pp. 75~76.

10. The high rating of an SPV requires a high rating for the
banks providing such support. See Barbara Kavanaugh, Thomas R,
Boemio, and Gerald A. Edwards, Jr.. “Asset-Backed Commercial
Paper Programs.” Federal Reserve Bulletin (vol. 78, February
1992), pp. 107-16.

Firms may choose to sell assets to, or borrow
from, an SPV for several reasons. By selling
receivables, the firm removes them from its bal-
ance sheet and limits its use of leverage. At the
same time, the selling firm maintains customer
relationships by servicing the receivables. In addi-
tion, an asset-backed program can provide a useful
means of diversifying sources of liquidity. Highly
rated firms with their own commercial paper pro-
grams nonetheless tap asset-backed programs for
funds for these reasons. Finally, a firm that is too
small or rated too Iow to participate in the commer-
cial paper market directly can sell its receivables to
an asset-backed program, effectively financing its
receivables at commercial paper rates (plus its
share of the cost of operating the program).

The Development of Asset-Backed
Commercial Paper

The development of the asset-backed sector of the
commercial paper market arose from several fac-
tors. U.S. banking organizations saw an opportunity
to generate fee income from potential participants
in their programs—many of which were the same
investment-grade firms that they had lost as loan
customers to the commercial paper market. These
banking organizations also became more familiar
with asset securitization. This familiarity resulted,
in part, from increased market and regulatory pres-
sure to increase their capital ratios. Asset securiti-
zation, and asset-backed commercial paper in
particular, permitted banks to channel would-be
borrowers to funding off of bank balance sheets.

Another factor was that, as discussed earlier,
financial markets became increasingly familiar
with, and thus more willing to accept, programs
that required structuring, such as those with credit
guarantees. Dealers saw opportunities to market
asset-backed programs to companies seeking to
increase liquidity or to reduce leverage, regardless
of size or rating. Moreover, they already had
proved successful in marketing lower-rated firms to
the commercial paper market via guaranteed pro-
grams and realized that a pool of potential business
existed in companies that were too small to tap the
commercial paper market through their own guar-
anteed programs.

Thus, banking organizations formed bank-
advised asset-backed programs. relying on dealers
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to market the paper. Most bank-advised programs
entail the purchase of trade credit and credit card
receivables from a large number and variety of
investment-grade corporations. The first such pro-
gram was established in 1983. The advising bank-
ing organization had multiple fee-generating roles:
Its asset-based lending subsidiary established mini-
mum credit standards for participating firms and
pools of receivables and determined the appropri-
ate “haircut” (over-collateralization) necessary for
receivables; the subsidiary also monitored the
SPV’s portfolio of receivables. The advising bank
itself made commitments to purchase receivables
from the program at par to ensure payment of
maturing commercial paper, effectively combining
100 percent credit enhancement and liquidity
backup in one facility.

Nonbank programs have also formed, some tar-
geted at lower-rated firms, which banking organiza-
tions have avoided for the most part in their pro-
grams. A nonbank program typically specializes in
one type of receivable and, in some cases, in the
receivables of one firm. Examples of the latter case
were nonbank programs, each established to pur-
chase the private-label credit card receivables gen-
erated by sales at the department store chains of an
operator that had a noninvestment-grade credit rat-
ing and that could not tap the paper market directly.
Several of these department store operators have
filed for bankruptcy since the creation of the dedi-
cated SPVs, triggering the orderly liquidation of
their asset-backed programs without loss to paper
holders.!

The number of asset-backed programs increased
from three in 1985 to eighty-nine by year-end
1991, and these programs accounted for virtually
all the increase in the number of US. commer-
cial paper issuers (as rated by Moody’s) after
December 1989 (chart 5). Outstandings doubled in
1989 and again in 1990, and by year-end 1991,
asset-backed paper accounted for about 9 percent
of all outstanding commercial paper. As indicated
in chart 5, the number of bank-advised programs is
not much larger than the number of other asset-

11. Some new asset-backed commercial paper programs. each
dedicated to financing the receivables of a bankrupt operator, have
emerged from the ashes of the earlier programs. The bankrupt
operators. in effect. borrow from these SPVs using receivables for
collateral. Each operator in bankrupicy can thus continue to finance
receivabies at low cost.

5. Asset-backed commercial paper. bank-advised
and other. 1985-91
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SOURCES. Asser Sales Reports, American Banker-Bond Buyer News-
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vice; and Shori-Term Ratings and Research Guide, Duff and Phelps Credit
Rating Co.

backed programs, but the average amount of out-
standing commercial paper in bank-advised pro-
grams is far greater.

FINANCIAL STRESSES AND MARKET
RETRENCHMENT IN THE 1990S

The composition of firms issuing commercial paper
has continued to change in the 1990s, in large part
because events fostered a sharp decline in the issu-
ance of medium-grade paper (mostly 2-rated),
some of which was from the ranks of traditional
borrowers. The primary engine of growth for the
commercial paper market in the mid-to-late 1980s,
the long economic expansion, came to an end with
the close of the decade. Recession set in during the
summer of 1990, and the economy since has been
in an extraordinarily slow recovery. Consumers
and firms cut back on borrowing, investors and
banks became more wary of extending credit, and
downgrades became more frequent. In a pattern
typical of recessions, the interest rate premium
required by investors to hold medium-grade paper
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6. Spread of rates for paper rated A-2/P-2 over rates
for paper rated A-1+/P-1, 1974-91!
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1. For this measure, companies rated A-1+/P-1 include only those with a
rating of AAA/Aaa on their long-term debt. Shading indicates periods of
recession as defined by the National Buresu of Economic Research (NBER).
Vertical Jine indicates peak; NBER has not yet determined the trough of the
1990-91 recession.

SoURCE. Board of Governors of the Federal Reserve System.

rose (chart 6). The slowdown in economic activity
and the increased risk premium curbed the growth
of commercial paper; but in addition, defaults of
several commercial paper issuers and a new SEC
policy that restricted money market fund invest-
ments in medium-grade paper exacerbated the mar-
ket’s normal response to recession.

Defaults

Between 1971 and mid-1989, the U.S. commercial
paper market was free of defaults except for the
abrupt litigation-related default of Manville Corpo-
ration, in 1982.12 The absence of defaults has been
attributed to the fact that most commercial paper
investors did not purchase paper of low quality and
to the requirement of rating agencies that an issuer
maintain adequate backup liquidity. Thus, as the
credit quality of a highly rated issuer deteriorated,
investors required increasingly greater compensa-
tion for risk, ultimately refusing to purchase new
paper at any interest rate that the issuer willingly
would pay. For the protection of such a firm, of
investors and of itself, the firm’s dealer often would

12. On August 26, Manville defaulted on its commercial paper
after filing in bankruptcy court for protection against potential
liability under litigation regarding asbestos sickness. In Moody’s
rating, all the defaulted paper had & prime rating (P-2) from the
time it was issued to the day of default. Immediately after the filing.
Manville's shori-term rating dropped to noninvestment grade (Fons
and Kimball, Defaults and Orderly Exits, pp. 9 and 21).

advise it to withdraw from the market. As the firm
relied less on commercial paper, it increasingly
drew on its backup lines of credit at banks or other
backup sources of liquidity. Thus, in most cases, an
issuer with declining credit quality would have
time to cease issuing commercial paper and to have
its outstanding paper mature well before a default
became imminent. Moody’s has described this pro-
cess as an “orderly exit.” 13

In contrast, the defaults in the U.S. commercial
paper market at the end of the decade reflected
some of the structural shifts that occurred in the
market over the 1980s. An increasing number of
investors became receptive to low-quality credits
during the 1980s, including paper considered to be
noninvestment grade; and banks became more
likely to resist providing adequate backup liquidity
to those firms under financial stress and unable to
roll over their maturing paper.'* In mid-1989, the
U.S. commercial paper market was hit with the first
defaunlt (other than Manville’s litigation-related
default in 1982) in eighteen years; two more fol-
Jowed that year and four more in 1990.

The 1989 defaults created some concern among
investors, primarily for paper rated 3 or below, but
broad effects on the market for higher-rated paper
did not materialize until the default of Mortgage &
Realty Trust (MRT), in March 1990.'5 Two agen-
cies had rated MRT at 2, or medium-grade, in the
month before its default; at the time, money market
mutual funds were allowed to hold medium-grade
paper without an overall limit, and such funds were
among the holders of MRT’s defauited paper. Fund
advisers chose to make up the shortfall rather than
let fund investors lose money.'¢ Subsequently,
investors began to demand a larger interest rate

13. See Douglas J. Lucas and Donald E. Noe, Defauits and
Orderly Exits of US. and European Commercial Paper Issuers,
1972-1989, Moody's Special Report (Moody’s Investors Service,
November 1989).

14. Fons and Kimball, Defaults and Orderly Exits, pp. 16~17.

15. In February 1990, Drexel Burnham Lambert Group, Inc., &
major dealer of junk commercial paper, defaulied on its own paper
(rated 3 by two agencies until just before the default). With the fall
of Drexel. the market in junk paper withered; outstandings of
unrated paper shrank from a high of $5 billion in January 1990 to
$700 million at the end of 1991. The rest of the commercial paper
market, however, was little affected by the demise of Drexel.

16. 55 Federal Register 30239, July 25, 1990, p. 30241. Money
funds also held some of the paper on which Iniegrated Resources,
Inc.. defaulted in June 1989. At the time of its default, the firm was
rated 2 by one credit rating agency.
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premium on the commercial paper of other
medium-grade credits, presumably because of
MRT’s relatively high rating before default.

Amendments to SEC Rule 2a-7

In response to concerns about the effect of the
commercial paper defaults on the portfolios of
money market mutual funds, the Securities and
Exchange Commission (SEC) proposed in July
1990 to limit money fund holdings of medium-
grade paper through amendments to its Rule 2a-7,
which governs the investments of money funds.
The amendments, approved in February 1991 and
efective in June 1991, were complex but for the
most part raised the minimum acceptable credit
quality of paper with two or more ratings from that
of a single rating of 2 to at least two ratings of 2. In
addition, the amendments created two categories of
such eligible paper: first-tier paper, which generally
requires at least two ratings of 1; and second-tier
paper, which generally either has one rating of 1
and one rating of 2 or two ratings of 2. Second-tier
paper essentially includes all paper that is generally
considered medium-grade, such as paper rated A-2
by Standard & Poor’s and P-2 by Moody’s.

In addition, before the amendments, money
funds could hold unlimited aggregate amounts of
what became defined as second-tier paper. After
the amendments, money funds could hold no more
than 5 percent of their assets in such paper; and
they could hold no more than 1 percent of their
assets in the paper of any one second-tier issuer, a
sharp reduction from earlier limits.!”

THE EFFECTS OF CREDIT CONCERNS
ON THE MARKET

In the months after the SEC’s July 1990 proposal,
dealers faced growing investor resistance to
medium-grade issues, especially for paper matur-
ing past the end of the year. The interest rate

17. Some of the complications in the amendments concerned
unrated paper and paper with & rating from only one agency. The
amendments to Rule 2a-7 and & comparison of them with the
preceding version of the rule are in 56 Federal Register 8113,
February 27, 1991.

premium that medium-grade firms had to pay over
top-rated firms continued to rise, and many found
that borrowing at banks was the cheaper funding
alternative. Dealers encouraged other medium-
grade issuers to test the availability of their backup
lines at banks. The new risk-based capital guide-
lines for banks would become effective at year-end,
however, and market participants grew increas-
ingly uncertain about the capacity of banks to
honor all their loan commitments. As a result, rates
paid on commercial paper, even by highly rated
firms, jumped in December.

December 1990 proved, however, to be the point
of maximum stress. The financial markets calmed
somewhat and thereafter were capable of handling
the funding needs of medium-grade firms.
Medium-grade issuers successfully tapped bank
lines of credit or their commercial paper dealers,
while asset-backed commercial paper absorbed
some of the needs of these firms and grew rapidly.

But investors remained wary of medium-grade
paper. Interest rates on it spiked again both at
midyear and at year-end 1991 because many inves-
tors did not want to show such holdings on their
published financial statements. The June 1991
default of Columbia Gas, a second-tier issuer until
just before its defanlt, renewed concerns about the
safety of medium-grade paper. With the persistence
of concerns about credit gquality, many medium-
grade firms that had turned to their banks in 1990
still found banks cheaper than the commercial
paper market.

Overall, these events sharply curtailed the mar-
ket for medium-grade commercial paper. In 1988
and 1989, money market mutual funds with at least
some private instruments held, in the aggregate, up
to 8 percent of their assets in medium-grade paper
(table 6). Money funds started to cut back on such
paper in the first half of 1990, presumably in re-
sponse to the defaults that prompted the SEC rule
change. Just before the SEC’s July 1990 proposal,
however, they still held an estimated $14 billion in
medium-grade paper. By year-end 1990, these
holdings had fallen to $6 billion, and by year-end
1991, six months after the SEC amendments took
effect, second-tier paper vanished from money fund
portfolios. Other investors also cut back on their
investments in such paper: Paper rated P-2 by
Moody’s declined by about half in absolute terms
from July 1990 to December 1991. far in excess of
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6. Money fund holdings of second-tier commercial paper

and the size of the second-tier market, 1988-91
Billions of dollars except as noted, not seasonally adjusted

7. Outstanding commercial paper issued by U.S. banking
organizations and directly placed by nonbank financial
institutions, 1980-91!

Money fund holdings of | - sy
second-tier paper ! J, P-2 paper outstanding
Period Percent of P(:rcc:lj of
raty
Amount n:::g \ Amount | ercial
i paper
1988:H1 .......... 129 5.6 na n.e.
H2 ... 16.2 7.0 n.a. na.
1989:H) .......... 19.6 75 o4 14.8
H2 .......... 24,7 8.2 97 14.4
1990:H) .......... 13.8& 4.2 102 144
December ... 6.0 13 94 127
1991:lune ......... 14 4 n.a. n.a.
Septembes ... 4 B na n.a.
December . J . 0 48 7.7

1. Average portfolio weights for sixty money market mutual funds, as
developed by the SEC. For 1988 and 1989, the data cover fund holdings of
paper rated P-2 by Moody’s Investors Service; for 1990:H1, the data cover
fund holdings of paper (1) rated P-2 by Moody’s or A-2 by Standard and
Poor’s Corp. and (2) rated not less than P-2 or A-2.

For 1988:H1 through 1990:H1. dollar levels are the sample portfolio
weights, as developed by the SEC, multiplied by the total assets of all
non-government-only taxable money market funds, as reported by the Invest-
ment Company Institute; for December 1990, the data are an SEC staff
estimate; for 1991, the data are from IBC/Donoghue’s Money Fund Report.

Z. Jerome S. Fons and Andrew E. Kimball, Defaults and Orderly Exits of
Commercial Paper Issuers, 1972-1991, Moaody’s Special Repon (Moody's
Investors Service, February 1992); and Douglas J. Lucas and Donald E. Noe
Defaults and Orderly Exits of U.S. and European Commercial Paper Issuers,
1972-1989, Moody’s Special Report (Moody’s Investors Service, November

1989).
3, Excludes government-only funds.
* Less than $50 million.
n.a. Not available.

the amount held by money funds; and as a share of
all outstanding paper rated by Moody’s, P-2 paper
fell from 14 percent to 8 percent over the same

period.’®

These developments—defaults, deteriorating
credit quality, and the SEC’s amendments—also
contributed to a runoff in directly placed financial
paper after 1990. Firms on the border between first-
and second-tier by that time faced potentially sharp

18. These data are for all short-term issuers rated by Moody’s,
including Eurocommercial paper and foreign domestic commercial
paper. The absolute decline in the level of P-2 paper therefore
overstates the actual decline of paper outstanding of medium-grade
issuers in the U.S. market.

To some extent, the decline in P-2 paper also refiects movements
of firms among ratings categories. A sample of firms that carried
P-2 ratings throughout the sample period significantly reduced their
reliance on commercial paper to fund assets relative to a sample of
firms rated P-1 throughout. See Leland Crabbe and Mitchell A.
Post, “The Effect of SEC Amendments 1o Rule 22-7 on the Com-
mercial Paper Market,” Finance and Economics Discussjon Series
199 (Board of Governors of the Federal Reserve System, May
1992).
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declines in their base of investors if they received a
downgrade to 2. Much of the 1991 decline in
outstanding financial paper placed directly by non-
banks was due to efforts by first-tier firms to fore-
stall potential further ratings changes and potential
losses of their investor base (chart 7).

Credit problems also plagued a number of the
large bank holding companies. Ratings downgrades
of U.S. banking organizations picked up in
response 1o large loan losses and the need to raise
capital ratios. Accordingly, outstanding commer-
cial paper of bank holding companies—almost all
directly issued—started a decline from a peak of
$52 billion in January 1990 to $43 billion just
before the SEC proposed its rule change.’”® By
year-end 1991, outstanding paper of bank holding
companies had fallen to $24 billion, around where
it has since stabilized.

THE EFFECT OF RISING COSTS
OF BANK SERVICES

With steps taken by regulators to raise bank capital
standards, the financial stresses placed on banks

19. Leland Crabbe and Mitchell A. Post, “The Effect of a Rating
Change on Commercial Paper Qutstandings,” Board of Governors
of the Federal Reserve System, August 1992. The authors show
that a downgrade to the short-term rating of a banking organization
conveys new information about the deteriorating financial condi-
tion of the company. As a result, its outstandings decline signifi-
cantly in the weeks after the downgrade.
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have reduced their ability to provide letters of
credit and lines of credit to the commercial paper
market. As the financial health of banks has deteri-
orated, the number of those with the high ratings
necessary to provide these services has diminished.
In addition, the new risk-based capital standards
have raised the capital backing required for busi-
ness loans relative to U.S. Treasury securities and
off-balance-sheet items such as letters of credit and
credit lines with original maturities in excess of
one year. In turn, the increased capital required
presumably raises the cost of the products for those
banks with capital ratios at or below the required
levels.

Before these constraints emerged, highly rated
commercial banks competed fiercely to supply
backup lines and letters of credit. Much of this
competitive pressure came from Japanese banks,
and more recently, European banks, attempting to
gain U.S. market share. As a result of this competi-
tion, the banks probably were less than fully com-
pensated for the risks borne and other costs of
providing these services. As the number of domes-
tic and foreign banks capable of supplying these
services in the United States has dwindied, the
remaining banks have responded to the incentives
of the new capital guidelines by passing on the
costs of added capital to users of these services.
Other financial intermediaries have entered the
markets for these services as profit margins have
widened. but the reduced availability and increased
cost remain factors affecting the commercial paper
market.

For example. the current climate rendered uneco-
nomic several of the earlier bank-advised asset-
backed structures. In those programs, the bank
adviser provided all the credit enhancement and the
liquidity backup. The enhancement, moreover,
covered 100 percent of the outstanding paper,
an excessive amount given the levels of over-
collateralization and previous loss experience.
When the bank itself was downgraded. the rating
agencies also earmarked the programs advised by
the bank for possible downgrades; moreover, the
excess of credit enhancement became particularly

costly in terms of the capital backing now required.
Accordingly, many of these programs were restruc-
tured in 1991. To isolate the problems of one bank
from the asset-backed program that it advises,
backup liquidity most often now is provided by a
number of highly rated banks. Credit enhancement
now is kept to a necessary minimum, and alterna-
tives to bank guarantees—such as insurance com-
pany surety bonds or cash collateral accounts—
have been used in newer programs.

More generally, the increased cost to banks of
carrying out their business appears to have impor-
tant ramifications for the loan and commercial
paper markets, at least in the near-term. The
upward pressure on the cost of bank loans will tend
to make commercial paper the more attractive
funding alternative for firms. Because bank letters
of credit on commercial paper also have become
more costly, however, potential new entrants of
low credit quality may have to resort to guarantees
provided by nonbanks to obtain any cost savings.
Finally, backup lines of credit provided by banks
now typically carry maturities of less than one year.

OUTLOOK FOR THE COMMERCIAL
FPAPER MARKET

Despite the market’s recent setbacks and its some-
what changed operating environment, the investor
base remains, and the commercial paper market
continues 1o be a major source of short-term funds
for corporations. Among the new issuers that enter
the market will be highly rated foreign firms
attracted by the liquidity and low cost of the market
and other programs carefully structured to obtain
high ratings at low cost. The market already has
devised some of these structures: The prototypical
modern asset-backed program minimizes credit en-
hancement provided by banks; and banking organi-
zations have formed SPVs that simply make loans
to a limited number of medium-grade firms that the
banks otherwise would have booked on their own
balance sheets and that therefore would have
entailed capital backing. O
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The State and Local Government Sector:;
Long-Term Trends and Recent Fiscal Pressures

This article was prepared by Lauwra S. Rubin of
the Board’s Division of Research and Statistics.
Katie Fagan and Monica Leimone provided
research assistance.

Many state and locai governments have been under
pressure in recent years to deal with significant
erosion in their fiscal positions, and in the aggre-
gate, the state and local government sector has
reported a deficit in its combined operating and
capital account since the end of 1986 (chart 1,
upper panel).! Much of the imbalance can be traced
to the expansion of spending programs in the late
1980s in combination with the reduced revenue
growth that accompanied the recent recession and
the subsequent slow pace of economic recovery.
The recent fiscal difficulties have been reinforced
by longer-term trends in state and local spending
and taxation, by a growing number of mandates
to provide services, and by decreasing federal
support.

The rise in state and local outlays in recent years
has been concentrated in education, corrections,
and Medicaid. Demographic and social changes
have resulted in increased demands in all three
areas. Moreover, spending on elementary and sec-
ondary education has been boosted by national and
state efforts to improve the quality of schooling;
outlays on prisons have been increased to comply
with court orders to alleviate overcrowding; and
Medicaid expenditures have risen sharply, in part
because of federal mandates to expand coverage.
As these demands have mounted, receipts have
been restrained by the weak economic expansion,

1. Much of this analysis is based on data (through 1992:Q2)
from the national income and product accounts (NIPA). The most
recently revised data date back only to 1959, however, and state-
ments about trends over the early part of the post-World War II
period are based on unrevised data. Revisions to early figures are
unlikely to alter the story presented here.

putting a squeeze on state and local government
budgets.

The state and local government sector has
recorded sizable deficits at other times since World
War I1. Throughout the 1950s and 1960s, the sec-
tor’s operating and capital account remained in
deficit. To a large extent, the deficits reflected
heavy capital spending, which ran 25 percent or
more as a share of state and local expenditures,
excluding social insurance funds. (See box for a
discussion of these funds.) The rapid pace of public
construction began to abate in the late 1960s, and
over the next fifteen years the budget position of
state and local governments was, on net, in rough

1. Budget surpiu¢ ideficits of the state and local
governmeri secior, 1650021
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1. National income and product accounts basis; excludes social insurance
funds. Shading indicates periods of recession as defined by the Nationa)
Bureau of Economic Research (NBER). Vertical line indicates peak; NBER
has not yet determined the trough of the 1990-91 recession.
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balance, with deficits developing during periods of
recession and surpluses during periods of expan-
sion. The pattern was broken with the emergence
of large budget gaps in Jate 1986, nearly four years
before the most recent cyclical peak. Consequently,
it appears that the current problem extends consid-
erably beyond a cyclical imbalance and that state
and local governments will need to make funda-
mental adjustments to restore fiscal health.?

An understanding of the current structural diffi-
culties confronting state and local governments
requires that recent developments be viewed from a
longer-term perspective. Over the postwar period,
the role of state and local governments has
expanded noticeably; total expenditures (excluding
social insurance funds) rose more than 474 percent-
age points as a share of gross domestic product
(GDP) between 1959 and the mid-1970s. Early on,
the expansion was funded, in part, by grants from
the federal government. When the growth of fed-
eral grants was trimmed in the 1980s, however,
state and local spending on many of these pro-
grams was not cut back. To some extent, the
decrease in federal resources has been offset by an
increase in state and local tax burdens. However,
the magnitude of the current aggregate deficit of
the state and Jocal government sector suggests that
many difficult decisions remain ahead. This article
examines some of the trends in spending, taxation,
and grants that underlie the fiscal difficulties, which
have now persisted for five and one-half years.

STATISTICAL PRELIMINARIES

Analysis of the state and local government sector is
limited by the quantity and quality of economic
data. One of the complications arises from the
enormous number of government units—more than
80,000. Definitions, fiscal reporting periods, and
the range of spending priorities vary widely within
as well as across states. The national income and
product accounts, which provide information about
these governments on a conceptually consistent
basis, form the framework for much of the macro-
economic analysis of the sector.

2. Roughly half the recent fiscal squeeze is estimated to have
come from structural imbalances, and half from the cyclical
downturn.

Separate data for state governments and local
governments are available only for the period
1959-88. Even if the database were more current,
it is not clear that these two levels of government
should be separated when examining general trends
in spending and taxation, because the division of
responsibilities between states and localities varies
considerably from state to state. Some states per-
form functions that are carried out by local govern-
ments in other states. For example, Hawaii admin-
isters the state’s public elementary and secondary
schools and funds 92 percent of expenditures,
whereas New Hampshire funds only 7 percent of
public school expenditures. The mix of state and
local taxes shows a similarly wide divergence. The
percentage of total state and local own-source gen-
eral revenue that is raised by states varies from a
high of 69 percent in Hawaii to a low of 39 percent
in New Hampshire and Colorado.

THE STATE AND LOCAL GOVERNMENT
SECTOR

The state and local government sector accounts for
a relatively large share of economic activity in the
United States. Employment by state and local gov-
emments grew steadily over the quarter century
beginning in 1945, from 7% percent of nonagricul-
tural employment in that year to 14 percent in
1970; it has remained at roughly that share ever
since. Likewise, purchases of goods and services
by these governments as a share of GDP grew from
8% percent in 1959 to more than 11 percent in the
first half of 1992.

By composition of spending, purchases account
for most state and local government expenditures,
excluding those of social insurance funds. The bulk
of the remaining outlays are for transfer payments
to individuals, which rose from about 10 percent of
state and local government expenditures in the
1960s to more than 20 percent in the first half of
1992, primarily a reflection of the growing impor-
tance of Medicaid. By function, the largest share of
expenditures is for education, which has hovered
around 40 percent over the past thirty years
(table 1). The second largest function is income
support, at around 22 percent of expenditures.
The magnitude of income support programs has
grown dramatically over the past three decades.
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1. Selected components of state and local government expenditures, by function, selected years, 1960-91
Percentage of total government expenditures (excluding social insurance funds)

1960 J 1970 1980 J 1990 1991
Education ....................cocoiinnnn 37.1 409 39.9 40.1 390
Income support and welfare ............. 11.9 154 17.1 184 215
Transportation ...................c...... 184 13.6 11.0 10.0 92
Administration ......................... 59 5.2 5.9 6.7 6.6
Healthand hospitals .................... 62 56 5.1 4.3 36
Police ......c.....oooiiiiiiiiiiiiis 4.1 40 4.2 4.6 4.5
COMTECtioNS ... ..o.vverrienaens 14 14 20 3.8 37

By contrast, the share of expenditures for transpor-  construction. (In contrast to spending for school
tation, largely highways and mass transit, exceeded  buildings, highway construction was financed in
that of income support programs by a considerable  large part by federal grants to states.) By the late
margin in 1960 but has diminished significantly = 1960s, the school-age population had peaked and
since then. highway construction had begun to wind down. As
a result, state and local spending on construction
fell, both in real terms and as a share of GDP, until
PURCHASES OF GOODS AND SERVICES the 1980s, when the school-age population began
to increase once again and governments were
Purchases of goods and services by state and local  called upon to expand and upgrade many infra-
governments rose as a share of GDP between  structure projects. The per capita stock of state and
World War II and the mid-1970s. Since then, the  local public structures then resumed an upward
share has fluctuated between 10 percent and 12 per-  trend after having drifted downward slightly for
cent (chart 2, left panel). The separate patterns for  several years (chart 2, right panel).
state governments and local governments (not
shown) were quite similar.
The overall pattern of state and local spending  TRANSFER PAYMENTS TO INDIVIDUALS
has been driven, to a large extent, by demographic
and social factors. The 1950s was a decade of  During the first half of 1992, transfer payments to
rising birth rates, increasing per capita real income,  individuals by the state and local government sec-
and expanding suburbanization. In response to  tor reached $225 billion; excluding payments to
these developments, real outlays for construction  retirees, transfer payments to individuals totaled
rose rapidly. Enrollment in public schools soared,  nearly $170 billion, or 3 percent of GDP. Transfer
necessitating construction of new educational facil-  payments as a percentage of GDP have risen
ities. In addition, the federal interstate highway  throughout the past three decades (chart 3, upper
system, begun in 1956, produced a surge in road  panel), with sharp increases in the late 1960s and

2. State and local government purchases and stock of structures’
Percent Thousands of 1987 doliars

S r e e R

[

Purchases (in current doilars) as a percentage of GDP

Per capita stock of structures 2

~ 12 — 6
Total purchases 10 .
- - &
y 4
. - 4
Firchas e of siractures
- 9 -3
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1. National income and product accounts basis.
2. Net of depreciation.
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2. Transfer payments by state and local governments to
individuals. 1959~92!

Percent

e i i e e

" Transfers as a percentage of GDP
~ (calendar years)

- — 1
V0 P U O Y A S 0 SO T 0

Percent

| Transfers for Medicaid as a perceniage
of state and local expenditures
(fiscal years) - 6

lada il ¥y b lad idcdadad Lidy oy didd
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1. National income and product accounts basis; excludes transfer pay-
ments for social insurance. The Medicaid program began in 1966.

again in the 1990s. Because a large proportion of
state and local government transfer payments to
individuals goes to Medicaid and Aid to Families
with Dependent Children (AFDC)—73 percent and
14 percent respectively in the second quarter of
1992—the explanations for the recent sharp rise
can be found by examining developments in those
programs.

Medicaid is administered by the states but is
financed by both the states and the federal govern-
ment; the federal share differs from state to state
and ranges from 50 percent to 78 percent, depend-
ing on the state’s per capita income. After remain-
ing below 4 percent of state and local expenditures
(excluding social insurance fund payments) during
the first half of the 1980s, Medicaid spending from
state sources rose to above 6.0 percent in fiscal year
1992 (chart 3, lower panel).3

3. Total federal and state outlays for Medicaid increased an
average of nearly 30 percent a year over the two and one-half years
ending in the second quarter of 1992, compared with annual gains
in nominal GDP of about 4 percent over the same period. Indeed,
total Medicaid spending rose from 0.9 percent to 2.1 percent of
‘GDP between the late 1970s and 1991. with much of the increase in
share occurring in the past two years.

The increase in state Medicaid spending in recent
years parily reflects advances in medical technol-
ogy. the rapid increase in the cost of medical care,
and the recent weakness in aggregate economic
activity. Another important factor boosting the cost
of Medicaid to the states has been the imposition of
federal mandates requiring states to expand their
coverage. Federal mandates concerning Medi-
caid added an estimated $2.6 billion—or roughly
5 percent—more to the states’ portion of Medicaid
costs in fiscal year 1992. To illustrate, in 1988,
states were given until July 1990 to cover pregnant
women and infants up to age one in families with
income below the poverty line. The requirement-
was later changed to include pregnant women and
infants in families with income less than 133 per-
cent of the poverty level as well as children up to
age six in families with income below the poverty
line. The Omnibus Budget Reconciliation Act of
1990 further expanded coverage, phasing in cover-
age so that by the year 2002, all children eighteen
years and younger in families with income below
the poverty line will be covered.

Likewise, in recent years, federal mandates have
further expanded AFDC, a program for needy chil-
dren that is administered and financed like Medi-
caid. The Family Support Act of 1988 mandated
two important changes to the program, effective
October 1, 1990, that appear to have raised costs
for at least some states. First, states are now re-
quired to include children in two-parent families in
which the principal wage earner is unemployed
(before the change, coverage was optional, though
all large states were aiready including these chil-
dren in the program). Second, all states must oper-
ate job opportunity and basic skills (JOBS) pro-
grams to provide education, job training, and, if
necessary, day care, along with other developmen-
tal and support services.

TAXES

Taxes and fees constitute nearly 80 percent of the
receipts (excluding contributions to social insur-
ance funds) of state and local governments. The
ratio of tax revenues to GDP is a simple gauge of
tax burdens. Total receipts from state and local
personal and corporate income taxes and indirect
business taxes (sales, excise, and property taxes)
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including fees and charges—that is, state and
local government own-source revenues—have
risen from about 7 percent to more than 10 per-
cent of GDP over the past thirty years (chart 4,
upper panel). Hence, it appears that the tax burden
at the state and local level has increased over the
postwar period.

Among the components of total receipts, state
and local personal tax and nontax receipts rose
from about 1 percent of GDP following World
War 11 to 2.5 percent in the late 1980s (chart 4,
lower panel); indeed, these receipts increased
from around 16 percent of state and local revenue
(excluding contributions to social insurance funds)
in the late 1970s to more than 20 percent a decade
later. Among indirect business taxes, sales and
excise tax receipts as a percentage of GDP moved
up until the early 1970s and then stabilized at just
over 3 percent of GDP. Profits tax receipts of state
and Jocal governments (not shown) remained at a
very Jow level as a percentage of GDP throughout
the period. State and local property tax collections
as a share of GDP rose until 1971 and then began a

dn

¢. State and local tax and nontax receipis
as & percentage of GDP. 1959-92!

Percent

e !
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1. Nationa! income and product accounts basis: receipts exclude grants
and contributions to social insurance funds.

2. Includes sales and excise taxes and nontaxes.

3. Includes income and other taxes, fees, and charges.

decline that was accelerated later that decade by a
wave of tax revolts in many states. The trend was
reversed in the late 1980s, and since then there has
been a small, but steady, pickup in property taxes
as a share of GDP.

For the most part, state and local governments
rely on different sources of revenue. Most property
tax revenue is collected by local governments, and
most income and sales taxes are paid to state gov-
ernments. For example, in 1988, the most recent
year for which separate data are available, state
governments collected 86 percent of personal
income and sales taxes, while local governments
collected 97 percent of property taxes.

GRANTS

Federal aid to state and local governments totaled
nearly $170 billion in the first half of 1992,
accounting for more than 20 percent of their reve-
nues, excluding social insurance funds. About
12 percent of the federal aid was earmarked for
highways, mass transit, and waste treatment and
was spent by state and local governments primarily
on construction. Around half was for Medicaid and
other public assistance programs, especially AFDC.
The remainder covered a wide range of special
programs, from disaster assistance to aid for voca-
tional and adult education.

The postwar growth of federal aid to state and
local governments was suspended in 1980, largely
reflecting the scaling back and eventual elimination
of revenue sharing.® Federal aid as a share of state
and local revenue (excluding social insurance
funds) fell from 27 percent in 1980 to 19 percent in
1989 (chart 5, upper panel); over the same period,
federal grants to state and local governments as
a percentage of GDP slipped from 3% percent to
2% percent. Indeed, federal support actually
declined in nominal terms, from nearly $89 billion
in 1980 to $84 billion just two years later. The
reduction in federal aid was felt by both state and

4. Federal grants for revenue sharing, which began in 1972,
reached $7.1 billion in 1973, accounting for 17 percent of total
grants to state and Jocal governments that year. The dollar amount
peaked at $8.3 billion in 1977, accounting for 12 percent of total
grants. While total grants rose through 1980, funds for revenue
sharing remained between $6 billion and $7 billion until 1981.
when the amount was cut back to $4.6 billion (5 percent of total
grants). The revenue sharing program was discontinued in 1987.
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5. Granmis as & percentage of receipte. 1956-62
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1. National income and product accounts basis; receipts exclude contribu-
tions to social insurance funds. Data for grants to localities after 1988 are not

available.

local governments. In 1975, 30 percent of state
revenue came from federal grants, but by the end of
the 1980s the figure had slipped to 24 percent. The
decline was more dramatic for local governments:
The federal contribution to local revenue fell from
13 percent in 1978 to 4 percent in 1988 (chart 5,
lower panel}.

The sharp cutback in federal aid to state govern-
ments did not lead to an immediate reduction in
state aid to Jocal governments during the 1980s.
Indeed, state aid held up well, and throughout the
1980s state grants continued to represent around
36 percent of local revenue, about the same as
during the 1970s. State grants as a percentage of all
grants to localities increased from 73 percent in
1978 to 91 percent by 1988. That year, states
provided local governments with $145 billion in
aid, two-thirds of which was intended to support
primary and secondary education. Other programs
receiving significant contributions were higher edu-
cation, highways, hospitals, and welfare and social
services. However, state support has been slipping
in the past few years, as many states. as part of
their budget-balancing efforts, have reduced aid to
local governments and to school districts. For

example, more than half the respondents to an early
1992 survey of the 100 most populous counties
reported reduced aid from states.’

More recently, federal aid to state and local
governments has rebounded sharply, rising at a
15 percent annual rate, in nominal terms, during
the past two and one-half years, compared with an
average annual increase of just 4 percent during the
preceding ten years. Nearly all the recent accelera-
tion has been in increases in grants for Medicaid,
which account for more than 40 percent of federal
aid to these governments.® During the two and
one-half year period, Medicaid grants have grown
at about a 30 percent annual rate. As a result,
federal aid for Medicaid as a share of total state and
local receipts has risen dramatically, while the
share of grants for all other programs has changed
little (chart 6).

5. National Association of Counties, Counties in Crisis: A Fis-
cal Survey of 80 of the Nation's Largest Counties (Washington,
D.C.: NAC, February 1992).

6. Of course, an increase in Medicaid grants, in and of itself,
does not relieve budgetary pressures on state and local govern-
ments, as federal grants must be matched, primarily by the states.

Medicaid grants
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1. National income and product accounts basis; receipts exclude contribu-
tions to socis} insurance funds. The Medicaid program began in 1966.
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2. Actual and proposed federal grants to state and local governments. selected years, 1991-97

Billions of dollars, except as noted

) J Average

| i annual

19911 1992 1993 } 1997 ' change,

i 1992-97

! (percent)

. i
Total .............. 1520 182.2 199.1 275.2 10.4
Medicaid ......... 52.5 72.5 84.5 150.8 157
Excluding Medicaid 99.5 109.9 1146 1244 2.6
Transportation ................c.c...... L 19.9 213 22.3 22.5 12
Community and regional development ........ 43 4.7 4.9 3.7 —4.5
Education, training. employment. and

social services ................ ol 26.0 28.7 29.9 326 2.6
Income Security ..........c.coviiiiiiii. 36.9 420 441 52.7 4.7

1. Actual; figures for all other years proposed.

The Administration’s fiscal year 1993 budget
proposed an increase in federal aid to state and
focal governments of around 10 percent per
year, on average, over the period 1992-97
(table 2). Increases in grants for Medicaid are
expected to average 16 percent a year, while annual
growth in aid for all other categories is projected to
average around 2.5 percent.” Under this scenario,
Medicaid grants would rise from 35 percent of
federal aid in fiscal year 1991 to 55 percent in fiscal
year 1997.

LONG-TERM TRENDS
AND SHORT-RUN PRESSURES

By most measures, the responsibilities of state and
local governments have increased over the postwar
period. Purchases, transfer payments, and taxes are
a larger share of GDP than they were thirty years
ago. Yet, federal aid to these governments has
fallen from 3.5 percent to 2.7 percent of GDP over
the past decade and a half, after rising earlier in
the postwar period. The reduction in aid was
apparently not a major problem for state and local
governments during the mid-1980s, when strong
overall economic growth and rapidly escalating

7. About 60 percent of federal grants to state and local govern-
ments are for entitlement programs and are subject to the pay-as-
you-go rules for mandatory spending stated in the Omnibus Budget
Reconciliation Act of 1990. Medicaid accounts for nearly 60 per-
cent of this entitlement spending. and the remainder goes largeiy
for family support (AFDC). child nutrition. and housing essistance
programs. Other federal grants are considered part of the discretion-
ary portion of the federal budget. which in total must grow in line
with inflation. In this category are grants for physical capital, such
as highways, airports. mass transit. sewage treatment plants. and
community development, and for education. training, employment.
and social services.

SOURCE. Budge! of the U.S. Government, Fiscal Year 1993.

property values boosted tax receipts. But when the
pace of revenues slowed, there was, at least ini-
tially, little corresponding slowdown in the growth
of state and local spending.

Much of the recent pressure on state and local
spending reflects the confiuence of relatively new
developments and the underlying upward trends in
spending and taxes. Currently, nearly two-thirds of
state general fund budgets is dedicated to educa-
tion, Medicaid, and corrections—and demographic
trends point to further increases in these areas in
coming years. Furthermore, court orders related to
prison overcrowding have added to the financial
pressures in many states, and the repair and expan-
sion of the public infrastructure have become im-
portant goals in many states and localities.®

Mandates also have added to outlays for many
state and local programs. The 1980s were notable
for the increasing number of new, unfunded or
partly funded mandates imposed on states by the
federal government and the courts. In addition to
Medicaid and AFDC, mandates have concerned
nursing homes, wildlife, drinking water, child wel-
fare. environmental cleanup, and highway safety.
The lack of funding for these new programs pre-
sents significant financial obstacles. One such
example is a 1990 law requiring coastal states to
test beach water regularly. The Congress autho-
rized $3 million a year 1o cover the costs, but
testing the Florida waters alone was expected to
cost $2 million annually, and twenty other states
have shoreline.®

§. See Laura S. Rubin, “The Current Fiscal Sitvation in Stae
and Local Governments,” Federal Reserve Bulletin, vol. 76
(December 1990), pp. 1009-18.

¢. David Rapp, “Just What Your State Wanted: Great New Gifts
from Congress.” Governing, vol. 4. nc. 4 (January 1991), p. 53.
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Similar to the response of the federal govern-
ment, state governments have been responding to
fiscal difficulties by imposing increased burdens on
Jocal governments. In addition to hiking taxes and
cutting spending across-the-board, state govern-
ments have employed a variety of strategies,
including reducing state aid, providing no reim-
bursements for new mandates, and requiring local
governments to pay for services provided by the
state. Examples are numerous. The State of Califor-
nia now retains, as compensation for its administra-
tive expenses, a portion of the receipts it collects
for a local option cigarette tax. In Minnesota, cities
are paying higher fees for water certification.
According to a 1988 U.S. General Accounting
Office report, Illinois passed fifty-seven unfunded
mandates between 1981 and 1989 that cost local
governments $148 million each year.’® And in Mil-
waukee County, Wisconsin, the portion of property
tax collections used for state-required programs
has risen from 32 percent several years ago to
46 percent,

To deal with shortfalls in their general fund
accounts, most local governments must choose
between reducing services and raising taxes. Some
of each will likely occur in the years ahead.
With no significant decline in constituent demands
for services, especially education, local govern-
ments will have to look at raising taxes, particu-
larly property taxes. About a third of total local
government receipts, and more than half of these
governments’ own-source receipts (that is, exclud-
ing grants as well as contributions toc social
insurance funds), come from property taxes; there-
fore, the property tax is a logical place for these
governments to ook for additional revenue when
budgets are tight. Indeed, property tax collections
have assumed a somewhat more prominent role
in state and local government finance: Between
1988 and the second quarter of 1992, property tax
collections rose from 27 percent to 30 percent of
revenue raised through state and local taxes, fees,
and other charges.

The rise in the share of property tax collections
was due partly to rate hikes: Nearly three in every
ten municipalities raised property tax rates in fiscal
vear 1992, according to a survey by the National

10. “Aroung the Nation,” MuniWeek. April 13, 199Z.

League of Cities.!! Even for many communities
that did not raise rates, property tax collections
were bolstered by increases in assessed values that
reflected price advances during the late 1980s.
However, given recent real estate price develop-
ments, rising property assessments are no longer
likely to provide widespread relief to local
governments.

In addition to the potential for hikes in property
taxes, some states are beginning to expand local
option taxes. For example, the county of Philadel-
phia, faced with severe fiscal erosion in 1991, was
allowed to piggyback an additional percentage
point onto the existing state sales tax, and other
counties were allowed to add on an additional
Y2 percent. Also in 1991, a court decision in Cali-
fornia did away with the requirement for a two-
thirds majority popular vote of approval to increase
county sales taxes, paving the way for future
increases.

THE ROLE OF DEBT FINANCING

In addition to reductions in spending and increases
in a variety of taxes and fees, debt financing has
played a more prominent role in recent years.
Offerings of public-purpose bonds for new capital,
the proceeds of which are intended to finance capi-
tal projects, rose to a record high in 1991 (chart 7,
upper panel), and issuance appears to have
remained strong during the first half of 1992.12
Historically, state and local governments financed
around 40 percent of capital construction with tax-
exempt debt raised in the credit markets; another
40 percent was financed with current receipts, and
the remaining 20 percent came from grants. In the
mid-1980s, the portion financed by bonds rose to

11. The property tax hike was the second most common source
of additional revenue; 72 percent of cities had increased the level of
other fees and charges or imposed new ones during the preceding
twelve months. The most common means of dealing with fiscal
imbalances was reducing the rate of growth of operating outlays,
reported by 73 percent of surveyed cities. In addition, 61 percent
had recuced the actual level of capital spending.

12. Datz for the first half of 1992 are not shown in chart 7, as
they are not available on a seasonally adjusted basis and would be
inconsistent with the annual figures shown. The surge in offerings
of public-purpose bonds in 1985 was due to a rush to beat proposed
legislative deadlines related to tax reform.
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Concern about the fiscal position of the government
sector has increased in the last two decades as the federal
deficit has risen as a share of GDP. Indeed, the combined
deficit of all governments has grown, even though total
government purchases of goods and services as a percent-
age of GDP have remained relatively constant. At the
state and Jocal government level, total sector revenues
may appear to exceed total outlays, but the apparent
surplus reflects the inclusion of social insurance funds.
When these funds—primarily state and local government
employee retirement funds, but also, in some states,
workers compensation and disability insurance funds—
are excluded from the figures, a different picture emerges
(chart 8). This article looks at state and local government
receipts and expenditures excluding these funds so as
1o focus on the fiscal picture for the governments
themselves.

Social insurance funds grow through contributions
from employers and employees and through interest and
dividend earnings. Offsetting these revenues are transfer
payments to beneficiaries and administrative expenses.
The surpluses, along with the assets, of state and local
social insurance funds are invested in the credit and
equity markets and are a source of savings thal is avail-
able 10 the rest of the economy; in the first half of 1992,
the surpluses amounted to around $58 billion.

Although social insurance funds are a source of
national saving, they are not generally available for oper-
ation of state and local governments, but are dedicated to
retirement annuity and other payments. Much of the
long-run growth in state and local social insurance funds

State and Local Insurance Funds: A Source of Saving and Revenue

can be attributed to the increase in public sector employ-
ment. Had this employment growth occurred in the pri-
vate sector instead of the public sector—for example,
through greater dependence on private schools or pri-
vately operaled services—then, other things equal, public
pension fund balances would have been lower, and pri-
vate pension fund balances higher. Private pension funds
are considered part of personal saving; because state and
local government employee pension funds have similar
characteristics and are not available for day-to-day gov-
emnment operations, they, too, may be thought of as
personal saving. As such, these contributions are not
appropriately considered part of the tax burden or as an
indicator of the fiscal status of the state and local sector.
An important distinction should be noted between the
state’s contribution and the corpus, or assets, of the trust
itself. The assets of these funds are considered to be
outside the general fund and capital accounts of state and
local governments and are rarely touched, even in the
event of severe fiscal deterioration. Their fiduciary respon-
sibility requires the administrators of social insurance
funds to guard the corpus and to earn the highest return
possible. Although states rarely borrow money directly
from the corpus of the funds, it is not uncommon for
public employers to reduce their contributions to social
insurance funds in response to budgetary distress. To
facilitate such adjustments, some accounting device typi-
cally is used to decrease contributions, such as assuming
that the corpus will be earning a higher rate of return in
the future. and that therefore the state can contribute less.

around one-half, as less construction was financed
with current receipts.!?

State and local governments have traditionally
sold short-term securities to help during a cash
crunch. These securities are usually called tax- or
revenue-anticipation notes, as they are issued in
anticipation of future funds. In 1991, gross offer-
ings of these notes rose above $40 billion, about
15 percent above the amount issued in the preced-
ing year (chart 7, lower panel). The increase in
recent years is probably the result of the current
pressing fiscal situation, just as the rise in the early

3. John E. Petersen, Catherine Holstein, and Barbara Weiss,
The Fuwure of Infrastructure Needs and Financing (Washington,
D.C.: Government Finance Research Center of the Government
Finance Officers Association, December 1988). p. lI-2.

1980s apparently was in response to recessionary
pressures.

Although the practice is limited in scope, some
state and local governments have also issued long-
term debt to cover operating deficits. For example,
the Louisiana Recovery District was created in
1988 and in that year issued $1 billion in bonds to
relieve accumulating state deficits. In recent years,
both New York and Massachusetts considered such
measures. In February 1991, the Local Government
Assistance Corporation of New York sold the first
in a series of bonds with maturities of thirty years
or less to replace short-term borrowings; by mid-
1992, a little more than half the total $4.7 billion in
bonds had been sold. In addition, since 1989, New
York has sold deficit notes to finance interyear
shortfalls; sales of these notes rose to more than
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$1 billion in 1991 and then fell to about half that
level in spring 1992,

THE OUTLOOK

The restoration of fiscal balance to the state and
local government sector is not likely to be easy.
Postwar trends indicate that the responsibility of
state and local governments has expanded in a
number of areas, and demographic and social

8. Budget surplus (deficit) of the state and local
government sector as a percentage of GDP,
1959-92'

Percent

— Including social insurance funds

~

_— Excluding social insurance funds —— |

L b L i)
1960 1965 1970 1975 1980 1984 1990

1. National income and product accounts basis.

factors that affect important programs likely will
continue to put pressure on budgets for years to
come. Nearly two-thirds of state general fund
budgets are dedicated to education, Medicaid, and
corrections—and population trends point to further
increases in these areas in the coming years. Also
adding to state spending requirements are quality
goals (particularly for public school education),
court orders (primarily concerning public school
education, corrections, and Medicaid), and federal
mandates (particularly for Medicaid coverage). In
addition, the repair and expansion of the public
infrastructure has become an important objective in
many states and localities. Continued economic
expansion should help to lift revenues, but proba-
bly not enough to close existing budget gaps. Con-
sequently, many difficult decisions lie ahead for
state and local governments. o



Industrial Production and Capacity Utilization

Released for publication October 16

Industrial production decreased 0.2 percent in Sep-
tember, following a decline of 0.4 percent in
August and an increase of 0.8 percent in July. In
September, the output of defense and space equip-
ment, construction supplies, and durable materials
declined significantly. On the positive side, the

Industrial production indexes
Twelve-month percent change

production of electric utilities moved up sharply,
more than retracing its August decline. The assem-
blies of cars and trucks were little changed in
September, when strikes at two key parts plants
held output below industry plans.

At 108.6 percent of its 1987 annual average,
total industrial production in September was about
the same as its year-ago level. For the third quarter
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Industrial production and capacity utilization

Industrial production, index, 1987 = 100!
Percentage change
Category 1992
19922 Sept. 1991
0]
June’ z Julyr Aug.’ T Sept.r June! } July* ! Aug.’ Sept.p | Sept. 1992
Total ...l 108.5 109.3 108.9 108.6 -4 8 -4 -2 2
Previous estimate ............... 108.5 109.2 108.6 -4 6 -5
Major market groups H
Products, total .................. i 109.0 109.5 109.3 109.1 -6 5 -2 -2 2
Consumer goods ............. [1096 110.3 110.1 110.2 -11 6 -2 1 8
Business equipment .......... . VLN 124.5 125.1 1247 -3 3 6 -3 2.1
Construction supplies ......... ! 97.2 98.0 97.9 96.8 -6 8 -1 -1.2 3
Materials ...l ;1076 108.9 108.2 107.9 -1 1.2 =7 -2 4
Major industry groups
Manufacturing ...............s 109.6 1101 109.8 109.4 -3 5 -3 -4 4
Durable .........covvovennn.. 10&.5 109.0 109.0 108.2 -6 5 0 -7 -1
Nondurable .................. 1110 111.6 1109 110.8 .0 6 -6 0 1.1
Mining ..o : 98.0 100.6 99.3 98.1 -1.7 2.6 -1.2 -1.2 -32
Utilities ..........ooiiiinn i 1067 109.3 108.2 11.0 -6 24 -9 2.6 1.2
Capacity utilization, percent Cr;;iri?y,
per-
1991 1992 Centage
Average. Low, High. [ SCh““]g;'él
1 1967-91 1982 1988-8¢ 1 °P‘~m
i Sept. i June' July® Aug.* Sept.F Sept. 1992
Total .............ccooiiid 82.1 71.8 85.0 79.9 78.6 79.1 78.7 784 2.2
Manufacturing ..................| 81.4 70.0 85.1 78.& 77.8 78.0 77.7 77.2 2.5
Advanced processing A £1.0 71.4 83.6 757 76.2 76.2 76.1 75.7 3.0
Primary processing ....... N 82.3 66.8 89.0 8.7 Bl.4 82.5 81.5 81.0 1.3
Mining ....ooooovviiiii i 874 80.6 87.2 8&.S 85.4 87.6 86.5 85.5 2
Utilities ... ! 86.7 762 922 g5 821 84.1 832 85.3 10
1. Seasonally adjusted. o r Kevised.
2. Change from preceding month to month indicated. p Preliminary.

as a whole, industrial production rose at an annual
rate of 1.6 percent; it grew at a 5.2 percent annual
rate in the second quarter. The utilization of total
industrial capacity fell 0.3 percentage point in
September, to 78.4 percent.

When analyzed by market group, the data show
that the output of consumer goods changed little
since July. The output of durable consumer goods
fell in September. mainly because of the reduced
production of goods for the home. The output of
consumer nondurables rose. however, with particu-
larly sharp increases in the use of residential elec-
tricity and gasoline; elsewhere within consumer
nondurables, overall production was unchanged.
The output of business equipment, which rose
0.6 percent in August. decreased 0.3 percent in
September. The produciion of information-
processing equipment rose 4 bit. but the production
of industrial equipment remained weak. and the

output of transit equipment, which includes trucks
and commercial aircraft, fell sharply. The output of
materials edged down further in September. Among
durables, the output of parts and materials used by
the motor vehicle industry fell sharply, partly as a
result of strikes at two major parts plants. In addi-
tion, the production of basic metals, particularly
steel. dropped noticeably. The output of nondurable
materials, which declined 1.4 percent in August,
was unchanged, with gains in paper and textiles
offsetting a drop in chemicals. Higher electricity
output boosted the production of energy materials,
but reduced coal mining and the lingering effects of
Hurricane Andrew on oil and gas extraction tem-
pered this gain.

When analyzed by industry group, the data show
that the output in manufacturing declined 0.4 per-
cent in September and that factory utilization fell
0.5 percentage point, to 77.2 percent. The level of
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capacity utilization in manufacturing has fallen
1 percentage point since May, its high this year.
The overall factory operating rate for advanced-
processing industries has dropped more than 1 per-
centage point since May; the most significant losses
have been in transportation equipment, apparel,
furniture, instruments, and printing. For primary-
processing industries as a whole, the utilization rate
rose sharply in July but has fallen off in the past
two months and now stands 0.5 percentage point
below the May level. In September, the capacity
utilization rates for petroleum refining and fabri-
cated metal products were about 1'% percentage

points below their rates in May. Despite some
recent weakness in output, the operating rate for
primary metals was still well above its level in the
spring of this year. The utilization rates in
construction-related industries have been little
changed, on balance, in recent months.

The utilization rate in mining in September was
about 2 percentage points below its level in July;
the disruptions in the oil and gas extraction indus-
try caused by Hurricane Andrew and reduced coal
mining have contributed to the decline. At utilities,
the operating rate has been volatile lately, oscillat-
ing between 82 percent and 85 percent since spring.
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Statement to the Congress

Statement by John P. LaWare, Member, Board
of Governors of the Federal Reserve System,
before the Committee on Banking, Housing, and
Urban Afjairs, U.S. Senate, October 26, 1992

1 am pleased to be here to address developments
in the banking system and the near-term outlook
for bank failures. This topic has attracted in-
creasing attention because recently released
studies suggest that the commercial banking in-
dustry has problems of the magnitude approach-
ing what we have seen among thrift institutions.
This possibility was raised even during the latest
Presidential debates. One study, in particular,
states that the number and assets of failed com-
mercial banks will soon surge.

A significant number of commercial banks
remain troubled, and their assets are substantial
indeed. However, in my view, there should be no
so-called ‘‘December surprise.”” Several com-
mercial banks will be closed in the coming
months, partly because of implementation of new
authority for prompt corrective action but mainly
as a result of procedures that are already in
place. The costs of these failures may be larger
than we would like, but they should be a small
fraction of some estimates that were recently
cited in the press.

Mention has also been made of the recent pace of
bank and thrift closings, which have been fewer
than previously expected so far this year. In the case
of thrift institutions, some slowdown has resulted
simply because of lack of funding needed by the
Resolution Trust Corporation to resolve institutions
that should be closed. However, I am aware of no
reduction in the pace of resolutions for commercial
banking institutions that was not warranted by con-
ditions at each bank.

This vear has been an especially favorabie
period for many banks, and the industry’s im-
proved profitability has helped some institutions
remain at least temporarily solvent beyond the
period in which they had been expected to fail.

Such favorable events explain the pace of bank
closings better than charges of an orchestrated
slowdown.

In the remainder of my remarks 1 will provide
an assessment of the outlook for the commercial
banking industry, and, as requested, 1 will indi-
cate the capitalization and undercapitalization of
particular groups of banks. However, 1 will defer
to the Federal Deposit Insurance Corporation
(FDIC) for other specific figures regarding the
number and estimated costs of near-term bank
failures and the general strength of the Bank
Insurance Fund (BIF).

SIGNIFICANT PROBLEMS REMAIN

During my testimony in June regarding the con-
dition of the commercial banking system, 1 cited
the stubbornly high number of banks that were
considered to be problem institutions—those
banks with supervisory ratings of 4 or 5. Al-
though the figure has improved slightly since
then, more than 250 banks with assets of nearly
$500 billion remain troubled. This current level
represents significant progress in reducing the
number of problem banks from its peak of nearly
1,600 institutions at the end of 1987, but their
combined assets are clearly large.

Through mid-October, eighty-five BIF-insured
commercial and savings banks holding $28 billion
in assets have failed this year, but only $4.3
billion of these assets were related to commercial
banks. So far. savings banks, which are opera-
tionally more akin to thrift institutions, have
dominated this vear’s results. By comparison,
ninety commercial banks with $42 billion in as-
sets had failed by this time last year. In the
normal course of events, we can expect that
additional commercial banks will fail during the
remaining months of 1992, and not all of them
will be smalil. Overall, however, their number



906 Federal Reserve Bulletin O December 1992

and especially the amount of affected assets
should be well below the 1991 totals.

PROMPT CORRECTIVE ACTION

The provision for prompt corrective action of the
Federal Deposit Insurance Corporation Improve-
ment Act (FDICIA) becomes effective near year-
end and will change the rules for closing troubled
banks. Beginning December 19, 1992, authorities
will be able to close institutions that are *‘criti-
cally undercapitalized.’* although still technically
solvent. Banks critically undercapitalized, in
turn, are defined by statute as those having
tangible equity equal to or less than 2.0 percent
of total assets. The act provides for specific steps
to be taken at that point and at other less-than-
adequate levels of capital.

Institutions that are critically undercapitalized
must be placed in conservatorship or receiver-
ship within ninety days, unless the appropriate
federal banking agency and the FDIC determine
that other actions are best. To avoid seizure,
such institutions must have positive net worth
and must be improving their condition in several
specified ways. Although we are still developing
operating procedures to implement these require-
ments, presumably some of the critically under-
capitalized institutions would meet the necessary
tests and continue to survive. Others, however,
should expect to be closed in the coming months.

The committee requested information on the
number of banks in each category of capital
rating. As of midyear, 98 percent of all BIF-
insured commercial banks met the minimum cap-
ital standard for being at least adequately capi-
talized, and 93 percent of the industrv was
considered ‘‘well capitalized’’.! About 230
banks, however, were undercapitalized and
could be directly affected by prompt corrective
action in some way. Of these banks, less than
fifty institutions with total assets of roughly $8
billion risk being closed because of their critically
undercapitalized designation. The remaining un-

1. The attachment to this statement is available from
Publications Services. Board of Governors of the Federal
Reserve Svstem. Washington. DC 20551.

dercapitalized banks face other regulatory sanc-
tions if their ratios do not improve.

When evaluating these figures, note that not all
problem banks have ratios that show them as
being undercapitalized. For that reason, the leg-
islation also permits the agencies to reduce by
one category the assessment of a bank’s capital
adequacy on the basis of factors other than
capital, with the exception that a bank may not
be downgraded in this manner to the critically
undercapitalized level. Such reclassifications
could occur for any institution deemed to be
engaged in an unsafe or unsound practice, and
FDICIA permits that finding on the basis of a
less-than-satisfactory examination rating and
failure by the institution to correct the defi-
ciency. Although these procedures are not yet
implemented, they will alter the initial classifica-
tions derived from published financial state-
ments,

RECENT STUDIES

I would like at this point to comment on studies
that have been cited recently in the press, par-
ticularly the book entitled Banking on the Brink.2
In my view, and as I have stated on behalf of the
Federal Financial Institutions Examination
Council, this publication has serious errors and
shortcomings. Important assumptions are ex-
tremely pessimistic and outdated; its methodol-
ogy is poor; and important calculations reflect a
misunderstanding of bank regulations. As a re-
sult, its conclusions significantly overstate the
likely cost of resolving problem banks and con-
tribute to misperceptions about the state of the
industry’s health. Other studies have also fore-
casted large costs to the public for resolving
troubled commercial banks. They, too, overstate
their case and, so far, have been wrong.
Forecasting is difficult, and the best forecast-
ers can make mistakes. Especially in banking,
the industry’s outlook depends heavily on future
economic conditions, and those conditions—as 1
well know—are hard to predict. Current eco-

2. See Vaughan, Robert, and Edward Hill, Banking on the
Brink (Washington Post Company Briefing Books, 1992).
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nomic growth is slow, and any decline could
adversely affect many banks, reverse recent
progress, and increase resolution costs. Fore-
casters, however, and especially public officials,
have obligations to be reasonable as well as
forthcoming. Considering my outlook for the
economy and that of the Federal Reserve, 1
strongly disagree with assertions that we are
facing a ‘‘hidden’’ or unexpected surge of prob-
lem banks or a surge in resolution activities.

RECENT PERFORMANCE OF THE
BANKING SYSTEM

Part of my more optimistic assessment rests on
the recent performance of the industry, which
continues to improve: Earnings are at record
levels; average capital ratios are at twenty-five-
year highs; and nonperforming assets continue to
decline. Investors have also recognized improve-
ments and look more positively on publicly
traded bank stocks.

During the first half of this year (the latest
period for which industry data are available),
commercial banks earned almost $16 billion and
more than 0.90 percent on assets—the strongest
annualized rate of profitability in the post-World-
War 11 era. This increased profitability was also
widespread, with nearly 62 percent of all banks
reporting returns on assets of more than 1.0
percent. If that share of highly profitable banks is
maintained for the year, it would be the largest
since 1981. Partial third-quarter results suggest
that improvement remains strong, with about 250
of the largest banking companies that have re-
ported indicating nine-month profits averaging 35
percent greater than those for the same period
last year.

Increased earnings, reduced dividends, and
record stock sales have also helped substantially
to strengthen the capitalization of commercial
banking organizations and to intensify a trend
that has been observabie for a decade. The
industry’s equity capital of nearly $250 billion
represents 7.23 percent of assets, the highest
ratio since 1966. The industry’s average risk-
based capital ratio improved 0.78 percentage
point during the first six months of this vear.
alone, climbing to 11.53 percent, and well above

the year-end 1992 minimum standard of 8.0 per-
cent. As mentioned, 98 percent of all banks had
already met that standard by midyear.

The principal concern to the industry and the
main reason that banks fail are poor credit deci-
sions and the subsequent drop in the quality of
their loans. The 1980s were rough years for many
banks, as developing country, agriculture, en-
ergy, and commercial real estate loans produced
large losses and caused the volume of problem
loans to surge. This experience has left many
bankers with a greater appreciation of the need to
maintain sound credit standards and to price
their loans right.

Fortunately, however, the tide of growing
problems seems to have turned. Since June 1991,
the volume of nonaccruing loans has steadily
declined, although loss reserves have increased.
At midyear, reserves covered nearly 90 percent
of the industry’s aggregate volume of nonaccru-
ing loans. The level of foreclosed real estate,
which increased sharply in 1990 and 1991, is
showing signs that it is beginning to stabilize.
Office vacancy rates remain high, and that prob-
lem will not be quickly resolved. Commercial
real estate markets remain weak in many regions
throughout the United States, and some markets
continue to decline. Generally, however, the
implications of these problems for commercial
banks seem to have improved.

Stock markets, generally early indicators, also
view banks with increased favor. Market prices
for the industry’s fifty largest companies in-
creased from an average of less than 90 percent
of book value at year-end 1990 to nearly 150
percent earlier this month. Gains in stock prices
of large banks sharply outpaced those of the
Standard and Poor’'s 500 index and provided
market opportunities for many banking institu-
tions. Since the beginning of 1991, the largest
fifty companies, alone, have taken advantage of
the improvement to issue a record $14 billion of
new common and preferred stock in public and
private offerings. Still other issues are in process.

Although the industry continues to have prob-
lems. important restructuring and consolidation
efforts should also provide a boost, enabling
banks to reduce their costs and eliminate exces-
sive pressures to compete. The financial services
industry increased rapidly during the 1980s, as
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foreign and nonbank organizations expanded
their market shares. Mergers and acquisitions
have helped bankers and regulators strengthen
weak banks in the past, and they should help in
the future as well.

DEPOSIT INSURANCE SYSTEM

The FDIC can best estimate the effect of recent
events on the strength of the Bank Insurance
Fund. Of course, much depends on the manner in
which bank failures can be resolved. I believe
that experience suggests that merging weak
banks with strong ones, rather than liquidating
them, is generally the best approach. That pro-
cedure seems to offer greater possibilities today,
given the improved performance of much of the
industry, including that of many large banks.
The continued strengthening of the industry
and the recently announced higher insurance
premium rates should also begin to reduce pres-
sures and help rebuild the insurance fund. Nev-
ertheless, although the FDIC has provided sub-
stantial reserves for future costs that are
available to use, the Bank Insurance Fund has
been depleted, and some Treasury or further
working capital borrowings may be needed be-
fore the fund is made whole. In the final analysis,
however, 1 believe that statutory goals for re-

building the fund to 1.25 percent of insured
deposits will be met well within the allowed
fifteen-year period.

Some banking institutions remain weak, but
the industry’s progress should not be over-
looked. A few sizable savings banks have been
closed in recent months, and other large savings
and commercial banks may be closed in the
months ahead. In general, though, a turnaround
in the commercial banking industry seems well
under way. Reports of huge future losses make
sensational headlines, but the economy would
need to decline dramatically from current levels
to produce losses that approach estimates seen
recently in the media.

Although recent events are clearly positive, I
do not want to leave the impression that there are
no concerns with the banking industry. Its un-
derlying costs and competitive pressures remain
great, and fundamental reform of banking laws is
still needed. The Congress should consider leg-
islation to permit the integration of our financial
system similar to developments in Canada, Eu-
rope, and Japan and should act to remove barri-
ers 10 interstate branching as well. Reducing the
regulatory burden on banks should also be con-
sidered. Such changes would help to further
improve the profitability and the long-term com-
petitiveness and viability of the U.S. banking
system. O



Announcements

REVISIONS TO THE PROGRAM FOR
PAYMENTS SYSTEM RISK REDUCTION

The Federal Reserve Board issued on October 7,
1992, revisions to its program for payments system
risk reduction.

One key provision of the revised program is the
adoption of a fee for daylight overdrafts that occur
in the reserve and clearing accounts of depository
institutions. Another key aspect revises the proce-
dures used to measure the amount of overdrafts in
reserve and clearing accounts during the day.

The Board made the changes after receiving
comments on two occasions over the past three
years.

Under an amendment to the Board’s Regula-
tion J (Check Collection and Funds Transfer), a
paying bank will be required to settle for checks as
early as one hour after presentment of those checks
from a Federal Reserve Bank. This change is
needed to implement procedures for posting check
debits and credits to reserve and clearing accounts
of depository institutions to measure daylight over-
drafts more accurately. This provision as well as
the modified measurement procedures go into effect
on October 14, 1993.

A fee of 25 basis points at an annual rate, phased
in over & two-year period, will be assessed against
the average daily total daylight overdraft of a
depository institution. Fees of $25 or less per two-
week period will be waived to reduce the adminis-
trative burden on affected institutions.

The first phase of overdraft pricing—10 basis
points at an annual rate for the current ten-hour
Fedwire operating day—will go into effect on
April 14, 1994. The fee will rise to 20 basis points
one year later and to 25 basis points a year after
that.

The Board estimated that, when fully phased in,
fewer than 300 institutions will be subject to actual
payment of the fee under current conditions.

AMENDMENTS TO REGULATION CC

The Federal Reserve Board issued on October 7,
1992, amendments to its Regulation CC (Avail-
ability of Funds and Collection of Checks), that
call for same-day settlement of checks presented
by private-sector banks. The amendments require
paying banks to settle for checks presented by
private-sector banks on the day of presentment
without the imposition of presentment fees if spec-
ified conditions are met. The rule becomes effec-
tive on January 3, 1994,

Under the new rule, a check would qualify for
same-day settlement if it is presented by 8:00 a.m.
(local time of the place of presentment) at a loca-
tion designated by the paying bank. The settlement
must be made by the close of Fedwire on the
business day the check is presented by credit to an
account at a Federal Reserve Bank. The rule holds
all parties to a good faith standard. Provisions of
this rule can be varied by agreement.

PROPOSED ACTIONS

The Federal Reserve Board issued for public com-
ment on October 2, 1992, a proposed policy state-
ment regarding branch closings by state member
banks. Comments should be received by Decem-
ber 4, 1992.

The Federal Reserve Board issued for public
comment on October 7, 1992, a proposal that
would change the opening time for the Fedwire
funds transfer service from 8:30 a.m. Eastern Time
(ET) to 6:30 a.m. ET, effective October 4, 1993.

The Board’s proposal also calls for comment on
whether the Fedwire securities transfer service
should open concurrently with the funds transfer
service. In addition, the Board requests input from
depository institutions, their customers, and the
financial markets regarding the costs and benefits
of possible further expansion of Fedwire operating
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hours over time. Comment is requested by Jan-
vary 8, 1993.

The Federal Reserve Board announced on Octo-
ber 13, 1992, that it had extended the period to
receive public comments on an advance notice of
proposed rulemaking in connection with a review
of Regulation T (Credit by Brokers and Dealers).
Comments were due by November 16, 1992,
instead of October 16, 1992.

PUBLICATION OF REVISED LISTS OF OTC
STOCKS AND OF FOREIGN MARGIN STOCKS

The Federal Reserve Board published on October
23, 1992, a revised List of Marginable OTC Stocks
(OTC List) for over-the-counter (OTC) stocks that
are subject to its margin regulations. Also pub-
lished was the List of Foreign Margin Stocks
(Foreign List) for foreign equity securities that are
subject to Regulation T (Margin Credit Extended
by Brokers and Dealers). The lists are effective
November 9, 1992, and supersede the previous lists
that were effective August 10, 1992.

The Foreign List indicates those foreign equity
securities that are eligible for margin treatment at
broker—dealers. There were seven new additions
and six deletions from the Foreign List. which now
contains 301 foreign equity securities.

The changes that have been made to the revised
OTC List, which now contains 3,110 OTC stocks,
are as follows:

* One hundred twenty-six stocks have been
included for the first time, 103 under National
Market System (NMS) designation

» Forty stocks previously on the list have been
removed for substantially failing to meet the
requirements for continued listing

¢ Forty-four stocks have been removed for
reasons such as listing on a national securities
exchange or involvement in an acquisition.

The OTC List is published by the Board for the
information of lenders and the general public. It
includes all OTC securities designated by the Board
pursuant to its established criteria as well as all
OTC stocks designated as NMS securities for
which transaction reports are required to be made
pursuant to an effective transaction reporting plan.
Additional OTC securities may be designated as
NMS securities in the interim between the Board’s
quarterly publications and will be immediately
marginable. The next publication of the Board’s
list is scheduled for January 1993,

Besides NMS-designated securities, the Board
will continue to monitor the market activity of
other OTC stocks to determine which stocks meet
the requirements for inclusion and continued inclu-
sion on the OTC List.

PUBLICATION OF THE
Annual Statistical Digest, 1991

The Annual Siatistical Digest, 1991 is now avail-
able. This one-vear Digest is designed as a compact
source of economic, and especially financial, data.
The Digest provides a single source of historical
continuations of the statistics carried regularly in
the Federal Reserve Bulletin.

This issue of the Digest covers only 1991 unless
data were revised for earlier years. It serves to
maintain the historical series first published in
Banking and Monetary Statistics, 19411970, and
the Digest for 1970-79, for 1980-89, and yearly
issues. A Concordance of Siatistics will be in-
cluded with all orders. The Concordance provides
a guide to tables that cover the same material in the
current and the previous single-year issues of the
Digest, the ten-year Digest for 1980-89, and the
Bulletin.

Copies of the Digest at $25.00 each are available
from Publications Services, mail stop 138, Board
of Governors of the Federal Reserve System,
Washington, DC 20551. O
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Record of Policy Actions
of the Federal Open Market Committee

MEETING HELD ON AUGUST 18, 1992

The information reviewed at this meeting sug-
gested that economic activity was continuing to
expand, although at a subdued pace. Consumer
spending had firmed recently; business purchases
of capital equipment had risen further; and falling
mortgage interest rates, which appeared to have
triggered a wave of mortgage refinancings, likely
were providing some impetus to housing demand.
On the other hand, industrial production and
employment had increased little on balance, and a
sizable expansion in the labor force had raised the
unemployment rate to a cyclical high. Recent data
on wages and prices indicated that inflation was
slowing.

A rebound in total nonfarm payroll employment
in July more than offset a decline in June; however.
about half the rise over June and July refiected
temporary hiring associated with a federally spon-
sored summer jobs program that recently had been
enacted. Apart from the jobs program, moderate
gains in employment were recorded in service
industries, while payrolls declined in both manu-
facturing and construction. The average workweek
of production or nonsupervisory workers during
the June~July period was at its Jowest level of the
year, and the civilian unemployment rate averaged
7¥4 percent.

Industrial production, which had increased
noticeably in earlier months, was about unchanged
on balance over June and July, as a rise in July
retraced a decline that had occurred in June. Much
of the July advance stemmed from a higher level of
output in mining and utilities, where special faciors
had held down production in earlier months. Fac-
tory output was unchanged in July after & small
decline in June; production of computers and other
information processing equipment continued to
increase at a rapid rate, but output of motor vehi-
cles and parts fell in both months. Production

schedules indicated that domestic assemblies of
motor vehicles would increase in August. The utili-
zation of total industrial capacity slipped on bal-
ance over June and July but remained a little above
its December 1991 level.

Retail sales increased moderately in July after
registering little growth in the second quarter. Gen-
eral merchandisers reported sharp gains following
a period of sluggish sales since April, and sales
rose considerably further at apparel outlets and
furniture and appliance stores. Sales of motor vehi-
cles dropped back in July from an elevated June
pace. With morigage rates falling, sales of new
single-family homes increased in June after level-
ing off in May. and reports indicated that mortgage
applications for home purchases were rising. Per-
mits issued for the construction of new housing
units advanced slightly in July, but starts of such
units declined further.

Shipments of nondefense capital goods were
up sharply in June, partly reflecting continued
increases in shipments of office and computing
equipment. Data on new orders pointed to a further
substantial rise in business purchases of durable
equipment in coming months. Nonresidential con-
struction slackened again in June; weakness in
industrial construction added to persisting contrac-
tions in outlays for commercial office buildings.
Recent information on new contracts continued to
suggest that nonresidential construction would
decline more slowly over the months ahead.

Business inventories surged in June after declin-
ing a little in May. At the retail level, inventories
increased by a substantial amount, with the accu-
mulation spread about equally among durable and
nondurable goods. The jump in inventories lifted
retailers’ stocks-to-sales ratios to the upper end of
the range of the past year. Wholesale trade inven-
tories also expanded sharply in June, with runups
reported for a wide range of goods; sales increased
by more, however, and the inventory-to-sales ratio
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in wholesale trade fell slightly. By contrast, manu-
facturing stocks edged down in June, and the
inventory-to-shipments ratio dropped to its lowest
level since the middle of 1979.

The nominal U.S. merchandise trade deficit wid-
ened again in May. For April and May combined,
the deficit was substantially larger than its average
rate in the first quarter. The value of exports fell
considerably over the two-month period, with
reduced shipments of aircraft accounting for the
bulk of the decline. The value of imports rose
substantially, as imports of oil rebounded from
first-quarter lows and imports of a wide range of
other goods also increased. Economic activity in
the major foreign industrial countries appeared to
have slowed on balance in recent months. Canada,
France, and Italy seemed to have experienced mod-
est economic growth, but activity apparently had
slowed or declined in Germany and Japan, and
there was little indication that a recovery had begun
in the United Kingdom.

Producer prices of finished goods increased mod-
estly over June and July. Abstracting from the
sometimes volatile food and energy components,
prices of other finished goods rose at a significantly
slower pace in the twelve months ended in July
than in the preceding twelve months. At the con-
sumer level, prices advanced only a little in July
after a June increase that had been boosted some-
what by a temporary bulge in energy prices. Food
prices, which were unchanged on balance over
June and July, continued to hold down overall
increases in consumer prices. Excluding food and
energy items, consumer price inflation over the
year ended in July was markedly lower than in the
preceding year. Measures of labor costs also evi-
denced smaller increases. Hourly compensation of
private industry workers rose at a substantially
slower pace in the second quarter and in the twelve
months ended in June. The deceleration in overall
compensation reflected slower growth in both its
benefits and its wage and salary components. For
production or nonsupervisory workers, average
hourly earnings were unchanged in July, and the
twelve-month change in this measure was substan-
tially reduced.

At its meeting on June 30-July 1, the Committee
adopted a directive that called for maintaining the
existing degree of pressure on reserve positions and
that included a bias toward possible easing during

the intermeeting period. Accordingly, the directive
indicated that in the context of the Committee’s
long-run objectives for price stability and sustain-
able economic growth, and giving careful consider-
ation to economic, financial, and monetary devel-
opments, slightly greater reserve restraint might be
acceptable or slightly lesser reserve restraint would
be acceptable during the intermeeting period. The
contemplated reserve conditions were expected to
be consistent with a resumption of growth in M2
and M3 at annual rates of about 2 percent and
Y2 percent respectively over the three-month period
from June through September.

The day after the meeting, the Board of Gover-
nors approved a reduction in the discount rate from
3% to 3 percent, and open market operations were
directed at allowing the full amount of the reduc-
tion to be reflected in money market rates. These
actions were taken in the context of a continuing
downtrend in inflation and in light of incoming
information that suggested flagging momentum in
the economic recovery and persisting softness in
credit and money. Later in the intermeeting period,
a technical increase was made to expected levels of
adjustment plus seasonal borrowing to reflect rising
demands for seasonal credit. Adjustment plus sea-
sonal borrowing averaged close to expected levels
during the two full reserve maintenance periods
completed since the meeting. The federal funds
rate, which had been around 3% percent prior to
the monetary easing action, averaged 3% percent
subsequently.

Other market interest rates declined considerably
in early July, reflecting both the sluggishness por-
trayed by incoming economic data and the mone-
tary policy easing. Commercial banks also lowered
their prime rate from 6% percent to 6 percent. In
subsequent weeks, with a steady flow of new infor-
mation pointing to a hesitant recovery and more
favorable trends in wages and prices, yields on
intermediate- and long-term Treasury securities
dropped further. Over the intermeeting period,
yields on most private securities tended to decline
by amounts comparable to those on Treasury
instruments, but rates on fixed-rate home mort-
gages fell by somewhat less, apparently owing in
large part to heightened mortgage investor con-
cerns about prepayment risk stemming from a
surge in refinancing activity. Broad indexes of
stock prices changed little over the period.
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In foreign exchange markets, the trade-weighted
value of the dollar in terms of the other G-10
currencies declined on balance over the intermeet-
ing period. Early in the period, the dollar fell in
response to the more uncertain prospects for near-
term growth in the United States and the concur-
rent easing of U.S. monetary policy. Later, the
dollar fell further following an increase in the dis-
count rate in Germany and the issuance of unfavor-
able U.S. trade data for May. Concerted central-
bank intervention in foreign exchange markets was
undertaken to brake the decline of the dollar, and
the latter tended to stabilize over the remainder of
the intermeeting period.

M2 and M3 contracted somewhat further in July,
despite a resumption of rapid growth in M1. Both
broad monetary aggregates were substantially
weaker in July than had been anticipated at the
time of the June 30-July 1 meeting. The declines in
these aggregates apparently reflected in part the
continuing redirection of household holdings of
time deposits toward bond and stock funds or the
repayment of debt, and in part the reduced funding
needs of depository institutions owing to the fur-
ther rechanneling of credit demands outside the
depository sector, a development that was encour-
aged by the declines in interest rates in long-term
debt markets. To some extent, the persisting weak-
ness in money also might have been associated
with relatively slow expansion in income since the
early months of the year. Through July, both M2
and M3 were appreciably below the lower ends of
the Committee’s ranges for their growth in 1992,

The staff projection prepared for this meeting
pointed to a continuation of subdued economic
expansion in the near term followed by a gradual
pickup in growth through next year. The forecast
took account of the further easing of reserve condi-
tions in early July and the substantial rally that had
taken place in the bond markets. Housing construc-
tion was expected to pick up in response to the
declines in mortgage interest rates; and in the busi-
ness sector, lower interest rates and improved prof-
its and cash flows were projected to enhance access
to sources of finance and to provide the basis for an
acceleration in plant and equipment spending as the
recovery gained momentum. The slow pace of hir-
ing and the modest expansion of incomes currently
were tending 1o restrain consumer spending, but
continued progress by households in restructuring

balance sheets and reducing debt-servicing bur-
dens, in conjunction with improving job prospects,
were expected to foster growth in consumer spend-
ing more in line with the expansion of income. In
addition, some stimulus to domestic production
was projected to emerge over the forecast horizon
from improving export demand as a result of the
depreciation of the dollar in recent months and
some anticipated strengthening of economic activ-
ity in the major foreign industrial countries. In the
government sector, continuing cutbacks in defense
spending were expected to damp federal expendi-
tures, and budget problems at state and local levels
of government to constrain spending and resuit in
tax increases. A persisting though decreasing mar-
gin of slack in resource utilization was projected to
be associated with further progress toward price
stability.

In the Committee’s discussion of current and
prospective economic developments, members
referred to statistical and anecdotal indications that
the rate of economic expansion had slowed 1o a
relatively subdued pace since the early months of
the year. A number of factors seemed to be restrain-
ing the expansion, including efforts by business
firms and households to restructure balance sheets,
some apparent deterioration in business and con-
sumer sentiment, and sluggish economic growth
abroad. Nonetheless, the low levels of real and
nominal interest rates in short-term debt markets,
recent decreases in intermediate- and long-term
interest rates and in the foreign exchange value of
the dollar, and the fairly ample liquidity suggested
by some measures all were consistent with expecta-
tions of some strengthening in business activity in
coming quarters. Still, in the view of a number of
members, the economic expansion was likely to be
on a slightly lower track over the next several
quarters than they previously had anticipated. At
the same time, many commented that they were
encouraged by the accumulating signs of diminish-
ing price and wage infiation, and some observed
that faster and more convincing progress was being
made toward achieving price stability than they had
anticipated earlier.

The members recognized that the outlook for the
economy was subject {0 major uncertainties. A
number commented that they could not identify
any sector of the economy that seemed primed to
provide the impetus needed for a vigorous expan-
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sion, but they also acknowledged the difficulty of
anticipating the pattern and trajectory of an expan-
sion. With regard to domestic economic develop-
ments, the ongoing restructuring activities by finan-
cial and nonfinancial firms and by households were
continuing to exert a restraining effect on economic
activity by diverting cash flows from business
investment and consumer expenditures. Consider-
able progress appeared to have been made toward
redressing earlier over-expansion and credit
excesses. Over time, cash flows would be redi-
rected toward more normal patterns of spending for
goods and services, with stimulative implications
for the economy. However, the timing and extent of
such a development could not be predicted with
any degree of confidence, and in any case the
positive effects probably would be felt only gradu-
ally and there could be substantial restraint on
economic activity for a longer period than was
anticipated earlier. On the more positive side, bank-
ing institutions had made a good deal of progress in
improving their capital positions and strengthening
their portfolios, and many of these institutions now
were reported to be seeking lending opportunities
more actively, though the demand for loans
remained unusually depressed.

Turning to developments in key sectors of the
economy, members noted that, for now, consumers
continued to be affected by a high degree of cau-
tion that appeared to stem especially from concerns
about job security and job opportunities in an envi-
ronment of continuing business consolidations, cut-
backs by state and local governments. and reduc-
tions in defense spending. Against the background
of quite limited growth in overall demand. which
could be met largely through improvements in pro-
ductivity and lengthening workweeks. business
firms were continuing to hold back in their hiring
of new workers. Ongoing efforts by many consum-
ers to reduce their debt burdens and lower interest
income from declining rates on deposits and mar-
ket instruments were contributing to the softness in
consumer spending. Against this background, some
members indicated that they would not rule out a
further rise in the personal saving rate.

Overall spending by business firms on fixed
investment and inventories was believed likely to
remain relatively moderate, at least in the quarters
immediately ahead, in light of the negative busi-
ness sentiment associated in turn with lagging con-

sumer and government expenditures. While spend-
ing for equipment was growing at a fairly brisk
pace, spurred by efforts to modernize production
facilities for competitive reasons, business con-
struction continued to be deterred by an over-
supply of space in commercial structures, espe-
cially office buildings, in numerous areas around
the country. Cautious inventory investment
reflected lackluster demand as well as continuing
efforts 10 manage inventories more tightly in rela-
tion to sales.

The outlook for housing activity appeared to
have improved somewhat after the recent declines
in mortgage rates, though the available data and
anecdotal reports on housing market developments
were mixed. While mortgage refinancing activity
had turned sharply upward across the nation, mort-
gage loan demand for home purchases was still
lagging in many areas.

Given serious budgetary problems at all levels of
government, the public sector of the economy was
not viewed as likely to provide stimulus to the
expansion over the next several quarters. At the
federal level. continuing declines in defense spend-
ing were expected to be offset only in part by fairly
slow growth in other expenditures for goods and
services, and some of the most depressed areas of
the country were strongly affected by trends in the
defense industry. At the state and local government
levels, the well-publicized budget problems of
California were shared to one degree or another by
many other parts of the country; spending curbs
seemed likely to hold down any impetus to demand
from this sector of the economy, while increases in
state and local taxes would tend to restrain business
and household demand.

The outlook for the nation’s foreign trade bal-
ance was difficult to evaluate., The decline in the
foreign exchange value of the dollar had favorable
implications for net exports over time, but the
outlook for relatively restrained expansion in key
industrial countries pointed to limited growth in the
demand for U.S. exports. At the same time. even
moderate economic growth in the U.S. economy
could be expected to foster some further increases
in imports over coming quarters despite the lower
dollar.

With regard to the outlook for inflation, many of
the members commented on what they viewed as
increasingly persuasive evidence of slower rates of
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increase in wages and prices. Against the back-
ground of relatively restrained growth in economic
activity and the related outlook for limited pres-
sures on labor and other productive resources, a
number of members indicated that they had low-
ered their inflation forecasts for the next several
quarters. There were widespread reports of strong
competitive pressures in most industries and of
successful efforts to hold down costs through
improvements in productivity. On the negative side,
the considerable depreciation of the dollar in recent
months and lingering concerns about future price
pressures, apparently associated especially with
worries about the outlook for the federal budget,
could tend to impair progress toward price stability.
On balance, however, members saw the prospects
for significantly less inflation over the projection
horizon as quite promising.

Turning to policy for the intermeeting period,
a majority of the members indicated that they
favored an unchanged policy, while some
expressed a preference for further easing either at
this meeting or in the near future. The members
who supported a steady policy course recognized
that in a period characterized by relatively sluggish
economic expansion and a wide variety of risks to
the economy, conditions might emerge that would
warrant consideration of some further easing. For
the time being, however, they preferred a wait-and-
see approach in view of the recent easing of reserve
conditions and the considerable declines in longer-
term interest rates and in the foreign exchange
value of the dollar. The Committee should continue
to evaluate a variety of indicators for signs that the
expansion might be falling short of an acceptabie
growth path.

Some members commented that an easing of
monetary policy under current conditions would
incur too great a risk of adversely affecting domes-
tic bond markets. One aspect of that risk was the
possibility of a destabilizing decline of the dollar in
foreign exchange markets; the potential for such a
decline had prompted the recent exchange market
intervention in support of the dollar by the United
States and several other nations. Any further easing
in this view should be implemented only under
conditions or circumstances in which the System’s
commitment 1o its price stability objective was not
likely to be brought into question. An unchanged
policy also would give the Committee more room

to respond vigorously, if necessary, to a weaker-
than-expected economy or to disruptive conditions
in financial markets, should they develop at some
point,

Members who leaned toward some near-term
easing of reserve conditions commented that such a
policy move was not likely to foster inflationary
pressures under current or prospective economic
conditions, given the appreciable margin of unused
resources in the economy. At the same time, an
easier monetary policy would accelerate balance-
sheet restructuring activities .and tend to compen-
sate for the adverse effects of such activities on
spending. A greater degree of monetary policy
casing than had been needed in the past seemed to
be required to overcome the depressing effects of
the restructuring activities and to cushion an
already sluggish expansion against the possibility
of some further loss in momentum.

One factor weighing in favor of careful consider-
ation of a more accommodative posture in reserve
markets was the behavior of the broad monetary
aggregates. The staff analysis prepared for this
meeting suggested that some pickup in the growth
of M2 and M3, though to a still quite sluggish pace,
was likely over the months ahead on the assump-
tion of unchanged conditions in reserve markets.
Members observed that the indications of some
renewed M2 growth since late July tended to sup-
port that conclusion; some also drew encourage-
ment from the sharp upturn in the growth of
reserves and M1 in July. The members noted that
growth of the broader aggregates in line with cur-
rent expectations implied expansion for the year at
rates somewhat below the lower ends of the Com-
mittee’s ranges. Such a development would be
consistent with the Committee’s policy objectives
if, as expected, unusnal strength in the velocity of
M2 and M3 were to persist over the balance of the
vear. In the circumstances, monetary growth and
indicators of velocity behavior would need to be
monitored carefully over coming months.

In the Committee’s discussion of possible inter-.
meeting adjustments to the degree of reserve pres-
sure, a majority of the members indicated their
preference or acceptance of a directive that was
biased toward possible easing during the weeks
ahead. Members who preferred some easing over
the near term indicated that they could support a
directive that gave particular weight to develop-
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ments that might call for an easing move. Some
others noted that while they might have preferred a
symmetric directive in current circumstances, the
proposed bias in the directive was acceptable
because an easing of reserve conditions was more
likely than a tightening in the intermeeting period.
Moreover, a return to a symmetric directive might
well be misread as a change in policy that the
Committee did not intend at this point. Two mem-
bers expressed a strong preference for a symmetric
directive because they were persuaded that mone-
tary policy should not be eased except in response
to compelling new evidence that current policy was
impeding an expansion of the economy in line with
its long-run potential. They noted that a symmetric
directive would not rule out a policy change, in
either direction, during the intermeeting period if
such a change appeared to be warranted by the
incoming economic or financial information.

At the conclusion of the Committee’s discussion,
all but two of the members indicated that they
favored or could accept a directive that called for
maintaining the existing degree of pressure on
reserve positions and that included a bias toward
possible easing during the intermeeting period.
Accordingly, in the context of the Committee’s
long-run objectives for price stability and sustain-
able economic growth, and giving careful consider-
ation to economic, financial, and monetary devel-
opments, slightly greater reserve restraint might be
acceptable or slightly lesser reserve restraint would
be acceptable during the intermeeting period. The
reserve conditions contemplated at this meeting
were expected to be consistent with growth in M2
and M3 at annual rates of about 2 percent and
12 percent respectively over the six-month period
from June through December.

At the conclusion of the meeting, the following
domestic policy directive was issued to the Federal
Reserve Bank of New York:

The information reviewed at this meeting suggests
that economic activity is continuing to expand at a
subdued pace. Total nonfarm payroll employment re-
bounded in July after declining in June, and the civilian
unemployment rate edged down to 7.7 percent. Manufac-
turing output was unchanged in July, but overall indus-
trial production was boosted by a higher level of mining
and utility output. Retail sales increased moderately in
July. Permits issued for the construction of new housing
units rose slightly in July, but housing starts fell. Recent
data on orders and shipments of nondefense capital

goods indicate further increases in outlays for business
equipment, while nonresidential construction has
remained soft. The nominal U.S. merchandise trade defi-
cit in April-May was substantially above its average rate
in the first quarter. Incoming data on wages and prices
suggest that inflation is slowing.

Interest rates have declined considerably since the
Committee meeting on June 30-July 1. The Board of
Govemnors approved a reduction in the discount rate
from 3% to 3 percent on July 2. In foreign exchange
markets, the trade-weighted value of the dollar in terms
of the other G-10 currencies declined further over the
first several weeks of the intermeeting period, but it has
stabilized more recently.

M2 and M3 contracted somewhat further in July.
Through July, both aggregates were appreciably below
the Jower ends of the ranges established by the Commit-
tee for the year.

The Federal Open Market Committee seeks monetary
and financial conditions that will foster price stability
and promote sustainable growth in output. In furtherance
of these objectives, the Committee at its meeting on
June 30-July 1 reaffirmed the ranges it had established
in February for growth of M2 and M3 of 2% to 6% per-
cent and 1 to 5 percent respectively, measured from the
fourth quarter of 1991 to the fourth quarter of 1992. The
Committee anticipated that developments contributing to
unusual velocity increases could persist in the second
half of the year. The monitoring range for growth of total
domestic nonfinancial debt also was maintained at 4% to
8% percent for the year. For 1993, the Committee on a
tentative basis set the same ranges as in 1992 for growth
of the monetary aggregates and debt measured from the
fourth quarter of 1992 1o the fourth quarter of 1993. The
behavior of the monetary aggregates will continue to be
evaluated in the light of progress toward price level
stability, movements in their velocities, and develop-
ments in the economy and financial markets.

In the implementation of policy for the immediate
future, the Committee seeks to maintain the existing
degree of pressure on reserve positions. In the context of
the Committee’s long-run objectives for price stability
and sustainable economic growth, and giving careful
consideration to economic, financial, and monetary de-
velopments, slightly greater reserve restraint might or
slightly lesser reserve restraint would be acceptable in
the intermeeting period. The contemplated reserve con-
ditions are expected to be consistent with growth of M2
and M3 over the period from June through December at
annual rates of about 2 and %2 percent, respectively.

Votes for this action: Messrs. Greenspan, Corrigan,
Angell, Hoenig, Jordan, Kelley, Lindsey, Mullins, Ms.
Phillips. and Mr. Syron. Votes against this action:
Messrs. LaWare and Melzer.

Messrs. LaWare and Melzer dissented because
they did not favor a directive that was biased
toward possible easing during the intermeeting
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period. In their view, monetary policy already was
appropriately stimulative, as evidenced in part by
the Jow level of short-term interest rates and by the
rapid growth in reserves since early this year, and
was consistent with the promotion of economic
growth in line with the economy’s long-run poten-
tial. Business and consumer confidence were in
fact at low levels, but they reflected a variety of
problems facing the economy that were unrelated
to the stance of monetary policy. Accordingly, what
was needed at this point was a more patient mone-

tary policy—one that was less predisposed to react
to near-term weakness in economic data and that
allowed more time for the effects of earlier easing
actions to be reflected in the economy. Indeed, an
easing move in present circumstances might well
stimulate inflationary concerns by reducing confi-
dence in the System’s willingness to pursue
an anti-inflationary policy and thus could have
adverse repercussions on domestic bond markets
and further damaging effects on the dollar in
foreign exchange markets. ]
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Legal Developments

FINAL RULE—AMENDMENTS TO REGULATIONS
G, T, U AND X

The Board of Governors is amending 12 C.F.R. Parts
207, 220, 221, and 224, its Reglations G, T, U, and X
(Securities Credit Transactions; List of Marginable
OTC Stocks; and List of Foreign Margin Stocks). The
List of Marginable OTC Stocks (OTC List) is com-
prised of stocks traded over-the-counter (OTC) in the
United States that have been determined by the Board
of Governors of the Federal Reserve System to be
subject to the margin requirements under certain Fed-
eral Reserve regulations. The List of Foreign Margin
Stocks (Foreign List) represents foreign equity secu-
rities that have met the Board’s eligibility criteria
under Regulation T. The OTC List and the Foreign
List are published four times a year by the Board. This
document sets forth additions to and deletions from
the previous OTC List and the Foreign List. Both
Lists were last published on July 27, 1992 and effective
on August 10, 1992.

Effective November 9, 1992. accordingly, pursuant
to the authority of sections 7 and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C. 78g and
78w), and in accordance with 12 C.F.R. 207.2(k) and
207.6 (Regulation G), 12 C.F.R. 220.2(u) and 220.17
(Regulation T), and 12 C.F.R. 221.2(j) and 221.7 (Reg-
ulation U), there is set forth below a listing of deletions
from and additions to the OTC List and the Foreign
List.

Deletions from the List of Marginable OTC
Stocks

Stocks Removed for Failing Continued Listing
Requirements

B&H Bulk Carriers, Ltd.: $.01 par common

Banyan Mortgage Investors L.P.. Depositary units
representing $10.00 par units of limited partnership

Banyan Morigage Investments L.P. 1I: Depositary
units of limited partnership interest

Bobbie Brooks Incorporated: $.001 par common

Brajdas Corporation: $.10 par common

Calgene, Inc.: $.001 par convertible exchangeable
preferred

Cedar Group, Inc.: $.001 par common; Class A, war-
rants (expire 11-08-94)

Chemical Leaman Corporation: $2.50 par common

Concorde Career Colleges, Inc.: $.10 par common

Consul Restaurant Corporation: $.10 par common

Cytogen Corporation: $2.50 par convertible exchange-
able preferred

EIP Microwave, Inc.: No par common
Employers Casualty Company: $.25 par common

First of American Bank Corporation: Series E, con-
vertible preferred; 9% convertible preferred, $11.00
par value

Glenex Industries, Inc.: No par common
Griffith Consumers Company: $.01 par common
GV Medical, Inc.: $.05 par common

Health Professionals Inc.: $.02 par common

Howard Savings Bank, The (New Jersey): $2.00 par
common

Jean Philippe Fragrances, Inc.: Warrants (expire
01-15-93)

John Adams Lift Corporation: No par common

Long Lake Energy Corporation: $.001 par common

Major Realty Corporation: $.01 par common

Mass Microsystems, Inc.: No par common

Medical Technology Systems, Inc.: Warrants (expire
08-15-92) '

Natec Resources, Inc.: No par common

Nu-Med, Inc.: $.01 par common

Nucorp. Inc.: Paired Warrants (expire 10-31-92);
Class C, Warrants (expire 06-30-93)

Pioneer Standard Electronics, Inc.: 9% convertible
subordinated debentures

Reserve Industries Corporation: $1.00 par common
Smith International, Inc.: Class A, Warrants (expire

02-28-95)
Sonora Gold Corporation: No par common
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Tel-Offshore Trust: No par units of beneficial interest
Transtech Industries, Inc.: $.50 par common

Wolverine Exploration Company: $.50 par common;
$1.00 par convertible exchangeable preferred; Class
A, Warrants (expire 12-31-93)

Stocks Removed for Listing on a National
Securities Exchange or Being Involved in an
Acquisition

Allied Research Corporation: $.10 par common

Applied Power, Inc.: Class A, $.20 par common

Automated Security Holdings PLC: American Depos-
itary Receipts

Basic American Medical, Inc.: No par common

Consolidated-Tamoka Land Co.: $1.00 par common
Cousins Properties Inc.: $1.00 par common

Durr-Fullauer Medical, Inc.: $.50 par common; 7%
convertible subordinated debentures

Federated Bank, S.S8.B, (Wisconsin): $.10 par com-
mon

First American Bancorp: $1.00 par common

First Federal of Alabama, FSB: $.01 par common

First Federa)l Savings & Loan Association of Lena-
wee: $1.00 par common

First National Pennsylvania Corp.: $4.166 par com-

mon
First Peoples Financial Corporation: $6.00 par com-

mon
First Savings Bancorp: $1.00 par common
First Security Corporation of Kentucky: No par com-

mon
Fred Mever, Inc.: $.01 par common

Goal Systems International, Inc.: No par common
Golden Corral Realty Corporation: $.01 par common

Health Insurance of Vermont, Inc.: $3.00 par common
Henley Group, Inc., The: $.01 par common
HMO America, Inc.: $.01 par common

Intermagnetics General Corporation: $.10 par com-
mon

KMC Enterprises, Inc.: $.001 par common

Magna International, Inc.: Class A. No par subordi-
nated voting shares
Meiro Bancshares Inc.: $.01 par common

New London Inc.: $.10 par common

Niagra Exchange Corporation: $1.00 par common

Nova Pharmaceutical Corporation; $.01 par common;
Class C, Warrants (expire 06-30-93); Class D, War-
rants (expire 06-30-98)

PHP Healthcare Corporation: $.01 par common

Provident Life & Accident Insurance Company of
America: Class A, $1.00 par common; Class B,
$1.00 par common

Quantronix Corporation: $.01 par common

Security Financial Group Inc.: $.10 par common
Society Corporation: $1.00 par common

Sunrise Medical Inc.: $1.00 par common

Sunwest Financial Services, Inc.: No par common
Surgical Care Affiliates, Inc.: $.25 par common

T2 Medical Inc.: $.01 par common

Washington Energy Company: $5.00 par common
Wicat Systems. Inc.: $.01 par common
Wiland Services, Inc.: $.10 par common

Additions to the List of Marginable OTC
Stocks

3C1 Complete Compliance Corporation: $.01 par com-
mon

4th Dimension Software 1.td.: Ordinary Shares, N1S
.01 par value

Abiomed, Inc.: $.01 par common

Adelphia Communications Corporation: Class A, $.01
par common

Alden Press Company, The: $.01 par common

Alpine Meadows of Tahoe, Inc.: $.25 par common

Amber’s Stores, Inc.: £.01 par common

American Insurance Group, Inc.: $.10 par common

American Life Holding Company: $.01 par redeem-
able cumulative preferred

American Residential Holdings Corporation: $.04 par
common

American Studios, Inc.: $.001 par common

Amity Bancshares, Inc.: $.01 par common

Ampex Incorporated: Class A, $.01 par common

Anchor Bancorp Wisconsin, Inc.: $.10 par common

Appliance Recycling Centers of America, Inc.: No par
common

Arbor National Holdings, Inc.: $.01 par common

Arch Petroleum. Inc.: $.01 par common

B.V.R. Technologies Limited: Ordinary Shares NIS
.50 par value
Bank of East Tennessee: $2.00 par common
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Banyan Systems Incorporated: $.01 par common

Base Ten Systems, Inc.: Series A, rights (expire
11-09-92)

Bestop, Inc.: $.002 par common

B1l Enterprises, Inc.: No par common

Biomedical Waste Systems, Inc.: $.001 par common;
Class B, Warrants (expire 06—04-96)

Biotime, Inc.: No par common

Bolsa Chica Company, The: Series A, convertibie
preferred

Branford Savings Bank (Connecticut): $1.00 par com-
mon

California Jamar, Inc.: $.01 par common

Cam-Net Communications: No par common

Capitol Multimedia Inc.: $.10 par common

Caraustar Industries, Inc.: $.10 par common

Cenit Bancorp, Inc. (Virginia): $.01 par common

Chai-Na-Ta Ginseng Products Limited: No par com-
mon

Cheesecake Factory Incorporated, The: $.01 par com-
mon

Clinicom Incorporated: $.001 par common

Clinicorp, Inc.: $.01 par common

Columbia Banking Systems, Inc. (Washington): No
par common

Comcentral Corporation: $.02 par common

Compania Cervecerias Unides S.A.: American Depos-
itary Receipts

Control Data Systems, Inc.: $.01 par common

Corrections Corporation of America: Warrants (expire
09-14-96)

Creative Technologies Ltd.: $.25 par ordinary shares

Crownamerica, Inc.: No par common

Cryenco Sciences Inc.: Class A, $.01 par common

Cynagen, Inc.: $.01 par common

Danskin, Inc.: $.01 par common
Data Race, Inc.: No par common
DSP Technology, Inc.: No par common

Eagle Hardware & Garden, Inc.: No par common
Electronics for Imaging, Inc.: No par common
Encore Wire Corporation: $.01 par common

Energy Conversion Devices, Inc.: $.01 par common
Envirogen, Inc.: $.01 par common

Ezcony Interamerica Inc.: No par common

F&M Distributors. Inc.: $.01 par common

Fabri-Centers of America. Inc.: 6¥4% convertible sub-
ordinated debentures

First Banks. Inc.: Class C, 9% increasing rate redeem-
able cumulative preferred

First Charter Corporation (North Carolina): $5.00 par
common

First Federal Savings Bank of Colorado: $1.00 par
common

First Interstate Bank of Southern Louisiana: $2.50 par
common

First Pacific Networks, Inc.: $.001 par common

First United Corporation (Maryland): $5.00 par com-
mon

Firstrock Bancorp, Inc.: $.01 par common

Genzyme Corporation: Series N, Warrants (expire
12-31-96)

Hi-Tech Pharmacal Company, Inc.: $.01 par common

Interface, Inc.: 8% convertible subordinated deben-
tures due 2013
International Petroleum Corporation: No par common

Jones Spacelink, Lid.: Class A, $.01 par common
Just Toys, Inc.: $.01 par common

Kennedy-Wilson, Inc.: $.01 par common

Layne, Inc.: $.01 par common

Lifecell Corporation: $.001 par common

Lifequest Medical, Inc.: $.001 par common

Littelfuse, Inc.: $.0] par common; Warrants (expire
12-31-2001)

McAfee Associates, Inc.: $.01 par common

Medco Containment Services, Inc.: 6% convertible
subordinated debentures

Medic Computer Systems, Inc.: $.01 par common

Medical Marketing Group, Inc.: 7.5% convertible sub-
ordinated debentures

Medrad, Inc.: $.10 par common

Megafoods Stores, Inc.: $.001 par common

Micro Bio-Medics, Inc.: $.03 par common

Microtek Medical, Inc.: $.01 par common

Mobile America Corporation: $.10 par common

Money Store, Inc., The: No par common

MSB Bancorp, Inc. (New York): $.01 par common

Mutual Savings Bank, F.S.B. (Michigan): $.01 par
common

Netrix Corporation: $.06 par common

Noise Cancellation Technologies, Inc.: $.01 par com-
mon

Northstar Computer Forms, Inc.: $.05 par common

Nu-Kote Holding, Inc.: Class A, $.01 par common

On Assignment, Inc.: $.01 par common

Paco Pharmaceutical Services, Inc.: $.01 par common
PDK Labs, Inc.: $.01 par common; Series A, $.01 par
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cumulative convertible preferred; Class B, Warrants
(expire 04-14-97); Class C, Warrants (expire
04-14-97)

Peak Technologies Group, Inc., The: $.01 par com-
mon

Petroleum Heat and Power Company, Inc.: Class A,
$.10 par common

Pyxis Corporation: $.01 par common

Research Frontiers Incorporated: $.125 par common

Scios Nova Inc.: Class C, Warrants (expire 06-30-93);
Class D, Warrants (expire 06-30-98)

Softimage Inc.: No par common

Somanetics Corporation: $.01 par common; Class B,
Warrants (expire 03-20-96)

Sportmart, Inc.: $.01 par common

Sports & Recreation, Inc.: $.01 par common

Sports Heros, Inc.: Warrants (expire 11-20-95)

Stratacom, Inc.: $.01 par common

Swing-N-Slide Corporation: $.01 par common

Synetic, Inc.: 7% convertible subordinated debentures

Theragenics Corporation: $.01 par common

Todhunter International, Inc.: $.01 par common

Tops Appliance City, Inc.: No par common

Transamerican Waste Industries, Inc.: $.001 par com-
mon; Class A, Warrants (expire 11-16-96); Class B,
Warrants (expire 11-12-96)

TW Holdings, Inc.: Series A, 9% cumulative convert-
ible exchangeable preferred

U.S. Bancorp (Oregon): Series A, 8% par cumula-
tive preferred

Union Bank (California): Series A, 8.375% preferred
stock

Uniroyal Technology Corporation: $.01 par common

Universal Standard Medical Laboratories, Inc.: No
par common

Value-Added Communications, Inc.: $.01 par com-
mon

Zoll Medical Corporation: $.01 par common

Additions to the List of Foreign Margin Stocks

Canon Inc.: ¥ 50 par common
Cathay Pacific Airways, Lid.: HK$.20 par common
Citic Pacific Ltd.: HK$.40 par common

Hong Kong & China Gas Co. Ltd.: HK$.25 par
common
Hopewell Holdings Lid.: HK$.50 par common

Nippon Telegraph & Telephone Corporation: ¥ 50,000
par common

Shimachu Co. Ltd.: ¥ 50 par common

Deletions from the List of Foreign Margin
Stocks

Hammerson Property Investment and Development
Corporation PLC: Common, par value 25 p

Hawker Siddeley Group PLC: Common, par value
25p

Maxwell Communication Corporation PLC: Ordinary
shares, par value 25 p

Taylor Woodrow PLC: Common, par value 20 p
Trafalgar House PLC: Common, par value 20 p

Ultramar PLC (Lasmo PLC): Ordinary shares, par
value 25 p

FINAL RULE—AMENDMENT TO REGULATION J

The Board of Governors is amending 12 C.F.R. Part
210. its Regulation J (Collection of Checks and Other
Items by Federal Reserve Banks and Funds Transfers
Through Fedwire) to require paying banks that receive
presentment of checks from a Federal Reserve Bank
to settle for those checks as soon as one hour after
receipt of the checks. This amendment is necessary to
implement the procedures for posting debits and cred-
its to depository institutions’ reserve and clearing
accounts in order to measure daylight overdrafts ac-
curately under the Board’s payments system risk
reduction program. The intent of the program is to
reduce both Federal Reserve and overall payments
system risk. The Board is also making other technical
and clarifying amendments to Regulation J. '

Effective October 14, 1993, 12 C.F.R. Part 210 is
amended as follows:

FPart 210—Regulation J (Collection of Checks
and Other Items by Federal Reserve Banks and
Funds Transfers Through Fedwire)

I. The authority citation for part 210 continues to read
as follows:

Authoriry: Federal Reserve Act, sec. 13 (12 U.S.C.
342}, sec. 11(i) and (§) (12 U.S.C. 248(i) and (j)), sec. 16
(12 U.S.C. 248(0) and 360), and sec. 19(f) (12 U.S.C.
464): and the Expedited Funds Availability Act
(12 U.S.C. 4001 er seq.).
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2. The table of contents for subpart A is amended by
revising the entry for 210.9 to read ‘‘Settlement and
Payment.”

3. Section 210.2 is amended by revising paragraph (d)
and the last sentence of paragraph (g) and adding new
paragraphs (n) and (o) before the concluding text to
read as follows:

Section 210.2—Definitions.
* * * * *

(d) Banking day means the part of a day on which a
bank is open to the public for carrying on substantially
all of its banking functions.

* *® * * *

@)* * * ltem does not include a check that cannot be
collected at par, or a pavment order as defined in
section 210.26(i) and handled under subpart B of this
part.

(n) Clock hour means a time that is on the hour, such
as 1:00, 2:00, etc.

(0) Fedwire has the same meaning as that set forth in
section 210.26(e) of this part.

* * * * *

4. Section 210.9 is amended by revising the heading
and paragraph (a) to read as follows:

Section 210.9—Settlement and Payment.

(a) Cash items. (1) On the day a paying bank receives!
a cash item directly or indirectly from a Reserve
Bank, it shall settle for the item such that the
proceeds of the settlement are available to the
Reserve Bank by the close of Fedwire on that day,
or it shall return the item by the later of the close of
the paying bank’s banking day or the close of
Fedwire. If the paying bank fails to settle for or
return a cash item in accordance with this paragraph
(a)(1). it is accountable for the amount of the item as
of the close of its banking day or the close of

1. A paving bank is deemed 10 receive a cash item on its next
banking day if it receives the item:

(1) On a day other than a banking day for it: or

(2) On a banking day for it. but after a "cut-off hour™" established by

it in accordance with state law.

Fedwire on the day it receives the item, whichever

is earlier.

(2)(i) On the day a paying bank receives a cash item
directly or indirectly from a Reserve Bank, it shall
settle for the item so that the proceeds of the
settlement are available to the Reserve Bank, or
return the item, by the latest of:

(A) The next clock hour that is at least one hour

after the paying bank receives the item;

(B) One hour after the scheduled opening of

Fedwire; or

(C) Such later time as provided in the Reserve

Bank’s operating circular.
(i) If the paying bank fails to settle for or return a
cash item in accordance with paragraph (a)(2)(i) of
this section, it shall be subject to any applicable
overdraft charges. Settlement under paragraph
(a)(2)(i) of this section satisfies the settlement
requirements of paragraph (a)(1) of this section.

(3)(i) If a paying bank closes voluntarily on a day
that is a banking day for a Reserve Bank, and the
Reserve Bank makes a cash item available to the
paying bank on that day, the paying bank shall
either:

(A) On that day, settle for the item so that the
proceeds of the settlement are available to the
Reserve Bank, or return the item, by the latest
of:
(1) The next clock hour that is at least one
hour after the paying bank ordinarily would
have received the item;
(2) One hour after the scheduled opening of
Fedwire; or
(3) Such later time as provided in the Reserve
Bank’s operating circular; or
(B) On the next day that is a banking day for
both the paying bank and the Reserve Bank,
settle for the item so that the proceeds of the
settlement are available to the Reserve Bank by
the later of:
(1) One hour after the scheduled opening of
Fedwire on that day; or
(2) Such later time as provided in the Reserve
Bank’s operating circular; and compensate
the Reserve Bank for the value of the float
associated with the item in accordance with
procedures provided in the Reserve Bank’s
operating circular.
(i) If a paying bank closes voluntarily on a day
that is a banking day for a Reserve Bank, and the
Reserve Bank makes a cash item available to the
paying bank on that day, the paying bank is not
considered to have received the item until its next
banking day, but it shall be subject to any appli-
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cable overdraft charges if it fails to settle for or
return the item in accordance with paragraph
(a)(3)()) of this section. The settlement require-
ments of paragraphs (a)(1) and (a)(2) of this section
do not apply to a paying bank that settles in
accordance with paragraph (a)(3)(i) of this section.
(4)(1) If a paying bank receives a cash item directly or
indirectly from a Reserve Bank on a banking day
that is not a banking day for the Reserve Bank:
(A) The paying bank shall:
(1) Settle for the item so that the proceeds of
the settlement are available to the Reserve
Bank by the close of Fedwire on the Reserve
Bank’s next banking day; or
(2) Return the item by midnight of the day it
receives the item.
If the paying bank fails to settie for or return a
cash jtem in accordance with this paragraph
(a)(4)(i)(A), it shall become accountable for the
amount of the item as of the close of the its
banking day on the day it receives the item.
(B) The paying bank shall:
(1) Settle for the item so that the proceeds of
the settlement are available to the Reserve
Bank by one hour after the scheduled open-
ing of Fedwire on the Reserve Bank’s next
banking day or such later time as provided in
the Reserve Bank’s operating circular; or
{2) Return the item by midnight of the day it
receives the item.
If the paying bank fails to settle for or return a
cash item in accordance with this paragraph
(a)(4)(i)(B), it shall be subject to any applicable
overdraft charges. Settlement under this para-
graph (a)(4)(i)(B) satisfies the settlement re-
quirements of paragraph (a)(4)(i}(A) of this sec-
tion.
(ii) The settlement requirements of paragraphs
(a)(1) and (a)(2) of this section do not apply to a
paying bank that settles in accordance with para-
graph (a)(4)(i) of this section.
(5) Settiement with a Reserve Bank under para-
graphs (1) through (4) of this section shall be made
by debit to an account on the Reserve Bank’s books,
cash, or other form of settiement to which the
Reserve Bank agrees.
(6) If a cash item is unavailable for return. the paying
bank may send a notice in lieu of return as provided

£. Section 210.28 is amended by adding a new para-
graph (b)(5) to read as follows:

Section 210.28—Agreement of sender.
* * * * *

(b)* w %
(5) If a sender, other than a government sender
described in section 210.25(d) of this part, incurs an
overdraft in its account as a result of a debit to the
account by a Federal Reserve Bank under paragraph
{a) of this section, the account will be subject to any
applicable overdraft charges, regardless of whether
the overdraft has become due and payable. A Fed-
eral Reserve Bank may debit a sender’s account
under paragraph (a) of this section immediately on
acceptance of the payment order.

* % ok %k

FINAL RULE—AMENDMENT 70 REGULATION
cc

The Board of Governors is amending 12 C.F.R. Part
229, its Regulation CC (Availability of Funds and
Collection of Checks) 1o require paying banks to
provide same-day settlement for checks presented by
8:00 a.m. local time at specified locations. The amend-
ments will eliminate presentment fees for these checks
and thereby facilitate their collection. The Board has
adopted these amendments pursuant to its responsibil-
ities under the Expedited Funds Availability Act to
reguiate the receipt, payment, collection, or clearing
of checks in order to carry out the provisions of the
Act and 1o improve the check collection system.

Effective January 3, 1994, 12 C.F.R. Part 229 is
amended as follows:

Parr 229— Amended]

1. The authority citation for part 229 continues to read
as follows:

Authority: 12 U.S.C. 4001 et seq.

2. In the table of contents to part 229, the entry for
section 229.34 is revised to read as follows:

Parr 229—Availability of Funds and Collection
of Checks

Subpart C—Coliection of Checks

L * * %



924 Federal Reserve Bulletin [J December 1992

Section 229.34—Warranties.

3. In section 229.1, the last sentence of paragraph
(b)(3) is revised to read as follows:

Section 229.1—Authority and purpose;
organization.

(b)* * K
(3)* * * These rules cover the direct return of
checks, the manner in which the paying bank and
returning banks must return checks to the deposi-
tary bank, notification of nonpayment by the paying
bank, indorsement and presentment of checks,
same-day settlement for certain checks, the liability
of banks for failure to comply with subpart C of this
part, and other matters.

4. In section 229.2, paragraph (mm) is redesignated as
paragraph (pp) and new paragraphs (mm), (nn), and
(oo) are added to read as follows:

Section 229.2—Definitions.
* * * L2 *

(mm) Fedwire has the same meaning as that set forth in
section 210.26(e) of this chapter.

(nn) Good faith means honesty in fact and the obser-
vance of reasonable commercial standards of fair
dealing.

(00) Interest compensation means an amount of
money calculated at the average of the Federal Funds
rates published by the Federal Reserve Bank of New
York for each of the days for which interest compen-
sation is payable, divided by 360. The Federal Funds
rate for any day on which a published rate is not
available is the same as the published rate for the last
preceding day for which there is a published rate.

* * * * *

5. In section 229.30, paragraph (c) introductory text is
revised to read as follows:

Section 229.30—Paying bank’s responsibility
for return of checks.

* * *® * *

(¢) Extension of deadline. The deadline for return or
notice of nonpavment under the U.C.C., Regulation ]

(12 C.F.R. Part 210}, or section 229.36(f)(2) of this part
is extended:

6. In section 229.34, the heading is revised, paragraphs
(c) and (d) are revised and redesignated as paragraphs
(d) and (e), respectively, and a new paragraph (c) is
added to read as follows:

Section 229.34—Warranties.
* % * % %

(¢) Warranry of settlement amount, encoding, and
offset. (1) Each bank that presents one or more checks
to a paying bank and in return receives a settlement
or other consideration warrants to the paying bank
that the total amount of the checks presented is
equal to the total amount of the settlement de-
manded by the presenting bank from the paying
bank.
(2) Each bank that transfers one or more checks or
returned checks to a collecting, returning, or depos-
itary bank and in return receives a settlement or
other consideration warrants to the transferee bank
that the accompanying information, if any, accu-
rately indicates the total amount of the checks or
returned checks transferred.
(3) Each bank that presents or transfers a check or
returned check warrants to any bank that subse-
quently handles it that, at the time of presentment or
transfer, the information encoded after issue in
magnetic ink on the check or returned check is
correct.
(4) A paying bank may set off the amount by which
the settlement paid to a presenting bank exceeds the
total amount of the checks presented against subse-
quent settlements for checks presented by that
presenting bank.
(d) Damages. Damages for breach of these warranties
shall not exceed the consideration received by the
bank that presents or transfers a check or returned
check, plus interest compensation and expenses re-
lated to the check or returned check, if any.
(e) Tender of defense. If a bank is sued for breach of a
warranty under this section, it may give a prior bank in
the collection or return chain written notice of the
litigation, and the bank notified may then give similar
notice 10 any other prior bank. If the notice states that
the bank notified may come in and defend and that
failure to do so will bind the bank notified in an action
later brought by the bank giving the notice as to any
determination of fact common to the two litigations,
the bank notified is so bound unless after seasonable
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receipt of the notice the bank notified does come in
and defend.

7. In section 229.36, a new paragraph (f) is added to
read as follows:

Section 229.36—Presentment and issuance of
checks.

* * * * *

(f) Same-day sertlement. (1} A check is considered
presented, and a paying bank must settle for or
return the check pursuant to paragraph (f)(2) of this
section, if a presenting bank delivers the check in
accordance with reasonable delivery requirements
established by the paying bank and demands pay-
ment under this paragraph —

(i) At a Jocation designated by the paying bank for
receipt of checks under this paragraph that is in
the check processing region consistent with the
routing number encoded in magnetic ink on the
check and at which the paying bank would be
considered to have received the check under
paragraph (b) of this section or, if no location is
designated, at any location described in paragraph
(b) of this section; and
(ii) By 8:00 a.m. on a business day (local time of
the location described in paragraph (f)(1)(i) of this
section).
A paying bank may require that checks presented
for settlement pursuant to this paragraph (f)(1) be
separated from other forward-collection checks or
returned checks.
(2) If presentment of a check meets the requirements
of paragraph ()(1) of this section, the paying bank is
accountable to the presenting bank for the amount
of the check unless, by the close of Fedwire on the
business day it receives the check, it either:
(i) Settles with the presenting bank for the amount
of the check by credit to an account at a Federal
Reserve Bank designated by the presenting bank;
or
(i) Returns the check.
(3) Notwithstanding paragraph (f)(2) of this section,
if a paying bank closes on a business day and
receives presentment of a check on that day in
accordance with paragraph (f)(1) of this section, the
paying bank is accountable to the presenting bank
for the amount of the check unless. by the close of
Fedwire on its next banking day. it either:
(i) Settles with the presenting bank for the amount
of the check by credit to an account at a Federal
Reserve Bank designated by the presenting bank:
or
(i1) Returns the check.

If the closing is voluntary, unless the paying bank
settles for or returns the check in accordance with
paragraph (f)(2) of this section, it shall pay interest
compensation to the presenting bank for each day
after the business day on which the check was
presented until the paying bank settles for the
check, including the day of settlement.

8. In section 229.39, paragraph (d) is redesignated as
paragraph (e), and a new paragraph (d) is added to read
as follows:

Section 229.39—Insolvency of bank.
*® % * * *

(d) Preference against presenting bank. If a paying
bank settles with a presenting bank for one or more
checks, and if the presenting bank breaches a warranty
specified in section 229.34(c)(1) or (3) of this part with
respect to those checks and suspends payments before
satisfying the paying bank’s warranty claim, the pay-
ing bank has a preferred claim against the presenting
bank for the amount of the warranty claim.

* * * * x*

APPENDIX E TO PART 229—[AMENDED]

9. The Commentary to section 229.2 is amended by
adding and reserving a new paragraph (mm) and
adding new paragraphs (nn) and (00) to read as fol-
lows:

Section 229.2—Dsefinitions.

(mm) [Reserved]

(nn) Good faith. This definition of good faith derives
from U.C.C. section 3~103(a)(4). '
(00) Interest compensation. This calculation of interest
compensation derives from U.C.C. section 4A-506(b).
(See sections 229.34(d) and 229.36(f).)

10. The Commentary to section 229.30(c) is amended
by revising the introductory text, the first two sen-
tences in numbered paragraph (1), the second sentence
in numbered paragraph (2), the first sentence of the
paragraph immediately following numbered paragraph
(2). and the last two paragraphs to read as follows:

Section 229.30—Paying Bank’s Responsibility
for Return of Checks.

* * * * *
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(c) Extension of deadline. This paragraph permits ex-
tension of the deadlines for returning a check for which
the paying bank has previously settled (generally mid-
night of the banking day following the banking day on
which the check is received by the paying bank) and for
returning a check without settling for it (generally
midnight of the banking day on which the check is
received by the paying bank, or such other time pro-
vided by section 210.9 of Regulation J (12 C.F.R. Part
210) or section 229.36(f)(2) of this part), but not of the
duty of expeditious return, in two circumstances:
1. A paying bank may have a courier that
leaves after midnight (or after any other appli-
cable deadline) to deliver its forward-
collection checks. This paragraph removes the
constraint of the deadline for returned checks
if the returned check reaches either the depos-
itary bank or the returning bank to which it is
sent on that bank’s banking day following the
expiration of the applicable deadline. * * *
2. * * * In such a case, the U.C.C. deadline
for returning checks received and settled for
on Friday, or for returning checks received
on Saturday without settling for them, might
require the bank to return the checks by
midnight Saturday. * * *

The time limits that are extended in each case are the
paying bank’s midnight deadline for returning a check
for which it has already settled and the paying bank’s
deadline for returning a check without settling for it in
U.C.C. sections 4-301 and 4-302, sections 210.9 and
210.12 of Regulation J (12 C.F.R. 210.9 and 210.12),
and section 229.36(f)(2) of this part. * * *

The paying bank satisfies its midnight or other return
deadline by dispatching returned checks to another
bank by courier, including a courier under contract with
the paying bank, prior to expiration of the deadline.

This paragraph directly affects U.C.C. sections
4-301 and 4-302 and sections 210.9 and 210.12 of
Regulation ] (12 C.F.R. 210.9 and 210.12) to the extent
that this paragraph applies by its terms, and may affect
other provisions.

11. The Commentary to section 229.34 is amended by
revising the heading, revising and redesignating para-
graphs (c¢) and (d) as paragraphs (d) and (e), respec-
tively, and adding a new paragraph (c) to read as
follows:

Section 229.34—Warranties.

(¢c) Warranty of setlement amount, encoding, and
offser. Paragraph (c)(1) provides that a bank that

presents and receives settlement for checks warrants
to the paying bank that the settlement it demands
(e.g., as noted on the cash letter) equals the total
amount of the checks it presents. This paragraph gives
the paying bank a warranty claim against the present-
ing bank for the amount of any excess settiement made
on the basis of the amount demanded, plus expenses.
If the amount demanded is understated, a paying bank
discharges its settlement obligation under U.C.C. sec-
tion 4-301 by paying the amount demanded, but
remains liable for the amount by which the demand is
understated; the presenting bank is nevertheless liable
for expenses in resolving the adjustment.

When checks or returned checks are transferred to a
collecting, returning, or depositary bank, the trans-
feror bank is not required to demand settiement, as is
required upon presentment to the paying bank. How-
ever, often the checks or returned checks will be
accompanied by information (such as a cash letter
listing) that will indicate the total of the checks or
returned checks. Paragraph (c)(2) provides that if the
transferor bank includes information indicating the
total amount of checks or returned checks transferred,
it warrants that the information is correct (i.e., equals
the actual total of the items).

Paragraph (c)(3) provides that a bank that presents
or transfers a check or returned check warrants the
accuracy of the magnetic ink encoding that was placed
on the item after issue, and that exists at the time of
presentment or transfer, to any bank that subsequently
handles the check or returned check. Under U.C.C.
section 4-209(a), only the encoder (or the encoder and
the depositary bank, if the encoder is a customer of the
depositary bank) warrants the encoding accuracy, thus
any claims on the warranty must be directed to the
encoder. Paragraph (c)(3) expands on the U.C.C. by
providing that all banks that transfer or present a
check or returned check make the encoding warranty.
In addition, under the U.C.C., the encoder makes the
warranty to subsequent collecting banks and the pay-
ing bank, while paragraph (c)(3) provides that the
warranty is made to banks in the return chain as well.

A paying bank that settles for an overstated cash
letter because of a misencoded check may make a
warranty claim against the presenting bank under
paragraph (c)(1) (which would require the paying bank
to show that the check was part of the overstated cash
letter) or an encoding warranty claim under paragraph
(c)(3) against the presenting bank or any preceding
bank that handled the misencoded check.

Paragraph (c)(4) provides that the paying bank may
set off any excess settlement made against settlement
owed to the presenting bank for checks presented
subsequently.

(d) Damages. This paragraph adopts for the warranties
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in section 229.34(a), (b), and (c) the damages provided
in U.C.C. section 4-207(c) and 4A-506(b). (See defini-
tion of “‘interest compensation’’ in section 229.2(00).)
(e) Tender of defense. This paragraph adopts for this
regulation the vouching-in provisions of U.C.C. sec-
tion 3-119.

12. The Commentary to section 229.36 is amended by
adding a new paragraph (f) to read as follows:

Section 229.36—Presentment and Issuance of
Checks.

% * * * %

() Same-day settlement. This paragraph provides that,
under certain conditions, a paying bank must settle
with a presenting bank for a check on the same day the
check is presented in order to avail itself of the ability
to return the check on its next banking day under
sections 4-301 and 4-302 of the U.C.C. This para-
graph does not apply to checks presented for immedi-
ate payment over the counter. Settling for a check
under this paragraph does not constitute final payment
of the check under the U.C.C. This paragraph does not
supersede or limit the rules governing collection and
return of checks through Federal Reserve Banks that
are contained in subpart A of Regulation J (12 C.F.R.
part 210).

(1) Presentment requirements—Location and time.

For presented checks to qualify for mandatory

same-day settlement, information accompanying the

checks must indicate that presentment is being made
under this paragraph—e.g. *‘these checks are being
presented for same-day settlement’—and must in-
clude a demand for payment of the total amount of
the checks together with appropriate payment in-
structions in order to enable the paying bank to
discharge its settlement responsibilities under this
paragraph. In addition, the check or checks must be
presented at a location designated by the paying
bank for receipt of checks for same-day settlement
by 8:00 a.m. local time of that Jocation. The desig-
nated presentment location must be a location at
which the paying bank would be considered to have
received a check under section 229.36(b). The pay-
ing bank may not designate a location solely for
presentment of checks subject to settlement under
this paragraph; by designating a location for the
purposes of section 229.36(f). the paying bank
agrees to accept checks at that location for the

purposes of section 229.36(b).

The designated presentment location also must be
within the check processing region consistent with the
nine-digit routing number encoded in magnetic ink on
the check. A paving bank that uses more than one

routing number associated with a single check pro-
cessing region may designate, for purposes of this
paragraph, one or more locations in that check pro-
cessing region at which checks will be accepted, but
the paying bank must accept any checks with a routing
number associated with that check processing region
at each designated location. A paying bank may des-
ignate a presentment location for travelers checks with
an 8000-series routing number anywhere in the coun-
try because these travelers checks are not associated
with any check processing region. The paying bank,
however, must accept at that presentment location any
other checks for which it is paying bank that have a
routing number consistent with the check processing
region of that Jocation.

If the paying bank does not designate a presentment’
location, it must accept presentment for same-day
settlement at any location identified in section
229.36(b), i.e., at an address of the bank associated
with the routing number on the check, at any branch or
head office if the bank is identified on the check by
name without address, or at a branch, head office, or
other location consistent with the name and address of
the bank on the check if the bank is identified on the
check by name and address. A paying bank and a
presenting bank may agree that checks will be ac-
cepted for same-day settlement at an alternative loca-
tion (e.g., at an intercept processor located in a
different check processing region) or that the cut-off
time for same-day settlement be earlier or later than
8:00 a.m. local time.

In the case of a check payable through a bank but
payable by another bank, this paragraph does not
authorize direct presentment to the bank by which the
check is payable. The requirements of same-day set-
tlement under this paragraph would apply to a pay-
able-through or payable-at bank to which the check is
sent for payment or collection.

KReasonable delivery requirements. A check is con-
sidered presented when it is delivered to and payment
is demanded at a location specified in paragraph (f)(1).
Ordinarily, a presenting bank will find it necessary to
contact the paying bank to determine the appropriate
presentment location and any delivery instructions.
Further, because presentment might not take place
during the paying bank’s banking day, a paying bank
may establish reasonable delivery requirements to
safeguard the checks presented, such as use of a night -
depository. If a presenting bank fails to follow reason-
able delivery requirements established by the paying
bank, it runs the risk that it will not have presented the
checks. However, if no reasonable delivery require-
ments are established or if the paying bank does not
make provisions for accepting delivery of checks
during its non-business hours, leaving the checks at
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the presentment location constitutes effective present-
ment.

Sorting of checks. A paying bank may require that
checks presented to it for same-day settlement be
sorted separately from other forward-collection
checks it receives as a collecting bank or returned
checks it receives as a returning or depositary bank.
For example, if a bank provides correspondent check
collection services and receives unsorted checks from
a respondent bank that include checks for which it is
the paying bank and that would otherwise meet the
requirements for same-day settlement under this sec-
tion, the collecting bank need not make settlement in
accordance with paragraph (f)(2). If the collecting
bank receives sorted checks from its respondent bank,
consisting only of checks for which the collecting bank
is the paying bank and which meet the requirements
for same-day settlement under this paragraph, the
collecting bank may not charge a fee for handling those
checks and must make settlement in accordance with
this paragraph.

(2) Serrlement—1If a bank presents a check in accor-

dance with the time and location requirements for

presentment under paragraph (f)(1), the paying bank
must either settle for the check on the business day
it receives the check without charging a presentment
fee or return the check prior to the time for settle-
ment. (This return deadline is subject to extension
under section 229.30(c).) The settlement must be in
the form of a credit to an account designated by the

presenting bank at a Federal Reserve Bank (e.g., a

Fedwire transfer). The presenting bank may agree

with the paying bank to accept settlement in another

form (e.g., credit to an account of the presenting
bank at the paying bank or debit to an account of the
paying bank at the presenting bank). The settlement
must occur by the close of Fedwire on the business
day the check is received by the paying bank. Under
the provisions of section 229.34(c). a settlement
owed to a presenting bank may be set off by adjust-
ments for previous settlements with the presenting

bank. (See also section 229.39(d).)

Checks that are presented after the 8:00 a.m. (local
time) presentment deadline for same-day settiement
and before the paying bank’s cut-off hour are treated as
if they were presented under other applicable law and
settled for or returned accordingly. However. for pur-
poses of settlement only, the presenting bank may
require the paving bank to treat such checks as pre-
sented for same-day settlement on the next business
day in lieu of accepting settlement by cash or other
means on the business day the checks are presented to
the paying bank. Checks presented after the paying
bank’s cut-off hour or on non-business days. but other-
wise in accordance with this paragraph. are considered

presented for same-day settlement on the next business
day.

(3) Closed paying bank—There may be certain busi-

ness days that are not banking days for the paying

bank. Some paying banks may continue to settle for
checks presented on these days (e.g., by opening
their back office operations or by using an intercept
processor). In other cases, a paying bank may be
unable to settle for checks presented on a day it is
closed. If the paying bank closes on a business day
and checks are presented to the paying bank in
accordance with paragraph (f)(1), the paying bank is
accountable for the checks unless it settles for or
returns the checks by the close of Fedwire on its next

banking day. In addition, checks presented on a

business day on which the paying bank is closed are

considered received on the paying bank’s next bank-
ing day for purposes of the U.C.C. midnight deadline

(U.C.C. 4-301 and 4-302) and this regulation’s expe-

ditious return and notice of nonpayment provisions.

If the paying bank is closed on a business day
voluntarily, the paying bank must pay interest com-
pensation, as defined in section 229.2(00), to the
presenting bank for the value of the float associated
with the check from the day of the voluntary closing
until the day of settiement. Interest compensation is
not required in the case of an involuntary closing on a
business day. such as a closing required by state law.
In addition, if the paying bank is closed on a business
day due to emergency conditions, settlement delays
and interest compensation may be excused under
section 229.38(e) or U.C.C. section 4-109(b).

Good faith—Under section 229.38(a), both present-
ing banks and paying banks are held to a standard of
good faith, defined in section 229.2(nn) to mean hon-
esty in fact and the observance of reasonable commer-
cial standards of fair dealing. For example, designating
a presentment iocation or changing presentment loca-
tions for the primary purpose of discouraging banks
from presenting checks for same-day settlement might
not be considered good faith on the part of the paying
bank. Similarly, presenting a large volume of checks
without prior notice could be viewed as not meeting
reasonable commercial standards of fair dealing and
therefore may not constitute presentment in good
faith. In addition, if banks, in the general course of
business, regularly agree to certain practices related to
same-day settlement. it might not be considered con-
sistent with reasonable commercial standards of fair
dealing, and therefore might not be considered good
faith, for a bank to refuse to agree to those practices if
agreeing would not cause it harm.

U.C.C. sections affected—This paragraph directly
affects the following provisions of the U.C.C. and may
affect other sections or provisions:
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1. Section 4-204(b)(1), in that a presenting
bank may not send a check for same-day
settlement directly to the paying bank, if the
paying bank designates a different location in
accordance with paragraph (f)1).

2. Section 4-213(a), in that the medium of
settlement for checks presented under this
paragraph is limited to a credit to an account
at a Federal Reserve Bank and that, for
checks presented after the deadline for same-
day settlement and before the paying bank’s
cut-off hour, the presenting bank may require
settlement on the next business day in accor-
dance with this paragraph rather than accept
settlement on the business day of present-
ment by cash.

3. Section 4-301(a), in that, to preserve the
ability to exercise deferred posting, the time
limit specified in that section for settiement or
return by a paying bank on the banking day a
check is received is superseded by the re-
quirement to settle for checks presented un-
der this paragraph by the close of Fedwire.
4. Section 4-302(a), in that, to avoid account-
ability, the time limit specified in that section
for settlement or return by a paving bank on
the banking day a check is received is super-
seded by the requirement to settle for checks
presented under this paragraph by the close
of Fedwire.

13. The Commentary to section 229.37 is amended by
adding two new paragraphs after lettered paragraph (f)
as follows:

Section 229.37—Variations by Agreement.

g. A presenting bank may agree with a paying bank to
present checks for same-day settlement at a Jocation
that is not in the check processing region consistent
with the routing number on the checks. (§ee section
229.36(H)(1)3).)

h. A presenting bank may agree with a paying bank to
present checks for same-day settlement by a deadline
earlier or later than 8:00 a.m. (See section
229.36(f)(1)Gi).)

14. The Commentary to section 229.38 is amended by

revising the last sentence of the first paragraph of
paragraph (a} as follows:

Section 229.38—Liability.

(a) Standard of care; liability; measure of damages.
* * * The standard of care is similar to the standard
imposed by U.C.C. sections 1-203 and 4-103(a) and
includes a duty to act in good faith, as defined in
section 229.2(nn) of this regulation.

¥ Ok % kX

15. The Commentary to section 229.39 is amended by
redesignating paragraph (d) as paragraph (e) and add-
ing a new paragraph (d) as follows:

Section 229.39—Insolvency of Bank.
* * * & *

(d) Preference against presenting bank. This para-
graph gives a paying bank a preferred claim against a
closed presenting bank in the event that the presenting
bank breaches an amount or encoding warranty as
provided in section 229.34(c)(1) or (3) and does not
reimburse the paying bank for adjustments for a set-
tlement made by the paying bank in excess of the value
of the checks presented. This preference is intended to
have the effect of a perfected security interest and is
intended to put the paying bank in the position of a
secured creditor for purposes of the receivership pro-
visions of the Federal Deposit Insurance Act and
similar provisions of state law.

* * * * *

ORDERS 1SSUED UNDER BANK HOLDING
COMPANY ACT

Orders Issued Under Section 3 of the Bank
Holding Company Act

AMCORE Financial, Inc.
Rockford, Illinois

Ovrder Approving Acquisition of a Bank Holding
Company

AMCORE Financial, Inc., Rockford, Illinois (*‘AM-
CORE"), a bank holding company within the meaning
of the Bank Holding Company Act (““BHC Act’’), has
applied under section 3(a)(3) of the BHC Act
(12 U.S.C. § 1842(a)(3)) 1o acquire by merger Dixon
Bancorp. Inc. (“'Dixon”’), and thereby indirectly to
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acquire its subsidiary bank, Dixon National Bank
(*‘Bank’’), both of Dixon, Illinois.!

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 20,686 (1992)). The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the BHC Act.

AMCORE, with total consolidated assets of $1.31
billion,2 controls six subsidiary banks, all located in
Illinois. AMCORE is the thirteenth largest commercial
banking organization in that state, controlling deposits
of $1.1 billion, representing less than 1 percent of total
deposits in commercial banks in Illinois. Dixon, with
one subsidiary bank, controls deposits of $210 million,
representing less than 1 percent of total deposits in
commercial banks in that state. Upon consummation
of the proposal, AMCORE would be the tenth largest
commercial banking organization in that state.

The banking subsidiaries of AMCORE and Dixon do
not compete in any of the same banking markets.
Accordingly, the Board has concluded that this pro-
posal would not have a significantly adverse effect on
competition in any relevant banking market.

Convenience and Needs Considerations

In considering an application under section 3 of the
BHC Act, the Board must consider the convenience
and needs of the communities to be served and take
into account the records of the relevant depository
institutions under the Community Reinvestment Act
(12 U.S.C. § 2901 er seq.) (""CRA”’). The CRA re-
quires 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 the safe and sound operation of such
institutions. To accomplish this end, the CRA requires
the appropriate federal supervisory authority to *‘as-
sess the institution’s record of meeting the credit
needs of its entire community, including low- and
moderate-income neighborhoods, consistent with the
safe and sound operation of such institution’’, and to
take that record into account in its evaluation of bank
holding company applications.?

In connection with this application, the Board has
received comments from two organizations (‘‘Protes-

1. Under the terms of the merger agreement between AMCORE and
Dixon, AMCORE will form & shell subsidiary corporation to merge
directly with Dixon, with Dixon to be the surviving corporate entity.
AMCORE may liquidate Dixon at 2 later date, and hold Bank directly.

2. Assets and deposit data are as of March 31, 1992,

3. 12 U.S.C. § 2903.

tants’’) alleging that AMCORE’s subsidiary bank,
AMCORE Bank N.A., Rockford, Rockford, Illinois
(*‘Rockford Bank "), has failed to meet the commercial
credit needs of low-income and minority developers in
southwest Rockford. The Board has carefully re-
viewed the CRA performance records of AMCORE,
Dixon and their subsidiary banks, as well as all com-
ments received, and the responses to those comments,
and all of the other relevant facts of record, in light of
the CRA, the Board’s regulations, and the Statement
of the Federal Financial Supervisory Agencies Re-
garding the Community Reinvestment Act (‘‘Agency
CRA Statement’’).4

Record of Performance Under the CRA
A. CRA Performance Examinations

The federal banking agencies have indicated in the
Agency CRA Statement that a CRA examination is an
important, and often controlling, factor in the consid-
eration of an institution’s CRA record.s In this case,
the Board notes that all of AMCORE'’s subsidiary
banks have received *‘outstanding’ or ‘‘satisfactory”’
ratings from their primary supervisors during the most
recent examination of each institution’s CRA perfor-
mance. In particular, AMCORE's lead subsidiary
bank, Rockford Bank, received a *'satisfactory’ rating
for CRA performance from the OCC as of October 10,
1991.¢ Bank received an *‘outstanding’’ rating for CRA
performance in its most recent examination.”

B. Business Lending in Low- and
Moderate-Income Areas

Rockford Bank provides business and development
ioans in low- and moderate-income and minority areas
to assist in meeting commercial credit needs. For
example, for the period 1990-91, Rockford Bank made
285 small business loans totalling $32.2 million within

4. 54 Federal Register 13,742 (1989).

5. 1d.

6. The OCC’s examination revealed technical violations of the
Consumer Credit Protection Act and certain problems in collecting
data under the Home Mortgage Disclosure Act. The OCC has noted
that Rockford Bank has taken satisfactory steps to correct these
deficiencies. AMCORE'’s other subsidiary banks have been most
recently rated for CRA performance as follows: AMCORE Bank,
N.A.. Sterling, Sterling Illinois, received an ‘‘outstanding’’ perfor-
mance rating from the OCC on March 31, 1991; AMCORE Bank,
N.A.. Woodstock, Woodstock, 1llinois, received an ‘‘outstanding’’
performance rating from the OCC on June 1§, 1950; AMCORE Bank,
N.A.. Pekin, Pekin, Illinois. received & ‘‘satisfactory'’ performance
rating from the OCC on April 25, 1990; and AMCORE Bank, Ogle
County, Mount Morris, Hlinois, received a *‘satisfactory’’ rating from
the FDIC on August 11, 1989.

7. Bank was examined by the OCC in June 1989.
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12 of the 15 low- and moderate-income or integrated
and minority census tracts in the City of Rockford.® As
of September 15, 1992, Rockford Bank had commer-
cial loans in the original amount of $55 million out-
standing to businesses located in integrated and minor-
ity census tracts in the City of Rockford, and
commercial loans in the original amount of $240.1
million outstanding to businesses located in low-
income census tracts in that city. In addition, the bank
participates in the State of Illinois Economically Tar-
geted Investment Program, a linked deposit program
that promotes economic development for small and
emerging businesses and the creation of affordable
housing through special interest-rate financing.® Rock-
ford Bank also co-sponsors and participates in the
presentation of programs designed to provide practical
guidance in financial management for small busi-
nesses.

In addition to small business commercial lending,
Rockford Bank makes loans to low-income, first-time
home buyers for the acquisition or rehabilitation of
properties in the City of Rockford through a number of
public and private programs. These programs include:

(1) Tri-Way Housing Partnership (low-interest home

rehabilitation loans to low-income homeowners);

(2) City of Rockford Homestead Partnership (low-

interest mortgage loans to low-income, first-time

homebuyers of newly acquired and rehabilitated
homes);

(3) UDAG (Urban Development Action Grant)

Housing Partnership Program (home rehabilitation

loans for borrowers meeting annual income limita-

tions);

(4) West Side Alive Participation Certificate Pur-

chase Program (new housing for low-income indi-

viduals); and

(5) Nllinois Homestart Mortgage Partnership (linked

deposit program offering low-interest mortgage

loans, credit counseling, and fiexible underwriting
criteria for low- and moderate-income homebuyers).

8. The average Joan amount was approximately $113,000.

9. Protestants allege that Rockford Bank failed to provide conven-
tional financing, in connection with this program, for the development
of a supermarket and pharmacy to be jocated in a low-income area of
southwest Rockford. In response to Protestants’ allegations, Rock-
ford Bank has submitted its credit analysis of this project. The Board
also notes that Rockford Bank has participated in the Economically
Targeted Investment Program, formerly the Linked Deposit Program,
to fund other projects, in the aggregate amount of $1.1 million. These
projects included the rehabilitation of apartment units for low-income
tenants, refinancing an emergency shelter for adolescent women who
are pregnant or have children. and upgrading a tire rubber recycling
facility. In light of all of the facts of record, the Board does not believe
that the decision of the Rockford Bank to refrain from participating in
funding the supermarket and pharmacy project identified by Protes-
tants indicates that the Rockford Bank has failed to help meet the
credit needs of its community.

As of August 1, 1992, Rockford Bank also held mu-
nicipal housing bonds in the face amount of $350,000,
and helid fire department bonds in the face amount of
$270,000 to finance projects in southwest Rockford.

Additional Elements of CRA Performance

The Board also has considered other elements of :
AMCORE and Rockford Bank’s CRA performance.
The record reveals that AMCORE has in place the
types of policies and procedures outlined in the
Agency CRA Policy Statement that contribute to
effective CRA programs. For example, AMCORE has
policies and procedures governing CRA performance
at its subsidiary banks, including Rockford Bank, that
ensure board of director participation and review. In
addition, Rockford Bank ascertains the credit needs of
its community through formal call programs and par-
ticipation in various community and governmental
organizations. Market efforts for the bank’s services
and products include the use of neighborhood news-
papers and billboards that target low- and moderate-
income consumers. Rockford Bank also engages in
community development and redevelopment activities
through the Rockford Local Development Corporation
(revolving loan funds for higher risk ventures to create
or retain jobs) and the Linked Deposit Program of the
Illinois State Treasurer (use of state deposits to fund
low-interest economic development loans).

The Board has carefully considered the entire
record of the CRA performance of AMCORE, includ-
ing the comments filed in this case by Protestants, in
reviewing the convenience and needs factors under the
BHC Act. Protestants have raised both specific and
general concerns about the adequacy of the existing
CRA programs of AMCORE. Based on a review of the
entire record of performance by AMCORE, including
the information provided by the Protestants and the
CRA performance examinations by the Rockford
Bank’s primary regulator, the Board concludes, with
respect to convenience and needs considerations un-
der the BHC Act, that the efforts of AMCORE and
Dixon to help meet the credit needs of all segments of
the communities served by their subsidiary banks,
including the CRA performance records of the rele-
vant banks, are consistent with approval of this appli-
cation.10

10. Protestants have requested information regarding attendance at
@ public hearing, and the Board has treated these comments as a
request that the Board hold a public hearing or meeting on this
application. However, the Board is not required under section 3 of the
BHC Act 10 hold a public meeting or hearing uniess the primary
supervisor for the bank to be acquired does not approve the proposal.
In this case. the primary supervisor for Bank has not objected to this
proposal.



932 Federal Reserve Bulletin [J December 1992

Other Considerations

Considerations relating to the financial and managerial
resources and future prospects of AMCORE, its sub-
sidiary banks, and Bank, and other factors required to
be reviewed by the Board under the BHC Act also are
consistent with approval of this proposal.

Based on the foregoing and other facts of record, the
Board has determined that the application should be,
and hereby is, approved. The Board’s approval of this
transaction is specifically conditioned upon compli-
ance with the commitments made by AMCORE in
connection with this application. For purposes of this
action, all these commitments are conditions imposed
in writing by the Board and, as such, may be enforced
in proceedings under applicable laws. The transaction
approved in this Order shall not be consummated
before the thirtieth calendar day following the effective
date of this Order, or later than three months after the
effective date of this Order. unless such period is
extended for good cause by the Board or by the
Federal Reserve Bank of Chicago, pursuant to dele-
gated authority.

By order of the Board of Governors, effective
October 26, 1992.

Voting for this action: Chairman Greenspan and Governors
Mullins. Angell. Kelley, Lindsey. and Phillips. Absent and
not voting: Governor LaWare.

JENNIFER J. JOHNSON
Associate Secretary of the Board

Banc One Corporation
Columbus, Ohio

Banc One Texas Corporation
Columbus. Ohio

Order Approving the Merger of Bank Holding
Companies

Banc One Corporation, and its wholly owned subsid-
iary, Banc One Texas Corporation, both of Columbus,
Ohio (together. ‘‘Banc One’’) and bank holding com-

Under its rules. the Board may. in its discretion. hold a public
hearing or meeting on an application to clarify factual issues related to
the application and to provide an opportunity for testimony. if
appropriate. 12 U.S.C. §§ 262.3(e) and 262.25(d). In the Board's
view, all interested parties have had ample opportunity to present
writterr submissions. and have submitted substantial written com-
ments. In light of these submissions and all the facts of record. the
Board has determined that a public meeting or hearing is not necessary
to clarifv the factual record in these applications. or is otherwise
warranted in this case. Accordingly, the request by Protestamis for a
public meeting or hearing on this application is hereby denied.

panies within the meaning of the Bank Holding Com-
pany Act ("'BHC Act’"), have applied for the Board’s
approval under section 3 of the BHC Act
(12 U.S.C. § 1842) to acquire Team Bancshares, Inc.,
Dallas, Texas (‘‘Team Bancshares’), and its wholly
owned subsidiary, Team Bancshares I1, Inc., Wilm-
ington, Delaware (‘‘Team II'’) (together, ‘‘Team’’),
and thereby indirectly acquire Team’s subsidiary
bank, Team Bank, Fort Worth, Texas.!

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 32,219 (1992)). The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the BHC Act.

Banc One, with total deposits of $43.9 billion, con-
trols banking subsidiaries in Ohio, Indiana, Michigan,
Wisconsin, lllinois, Texas, and Kentucky.2 Banc One
operates one subsidiary bank in Texas, Bank One
Texas. N.A., Dallas, Texas (**BOT"’). BOT is the
third largest commercial banking organization in
Texas, controlling $13.6 billion in deposits, represent-
ing 8.1 percent of total deposits in commercial banks in
Texas. Team Bank is the fifth largest commercial
banking organization in Texas, controlling $5.4 billion
in deposits. representing 3.2 percent of total deposits
in commercial banks in the state. Upon consummation
of this proposal, Banc One would become the second
largest commercial banking organization in the state,
controlling $19 billion in deposits, representing 11.3
percent of total deposits in commercial banking orga-
nizations in Texas.

Competitive, Financial, Managerial and Supervisory
Considerations

Banc One and Team compete in eight Texas banking
markets.* The Board has considered the competitive
effects of the proposal on depository institutions in
each of these markets.4 Upon consummation, all bank-
ing markets would remain moderately concentrated or
unconcentrated as measured by the Herfindahl-

1. Banc One will acquire Team Bancshares through the merger of
Team Bancshares and Team Il into Banc One Texas Corporation.
Banc One Texas Corporation will continue as a second-tier subsidiary
of Banc One Corporation.

2. State data are as of December 31, 1991; market data are as of
June 30, 1990.

3. These markets are: Austin, Dallas, Fort Worth, Houston,
Longview. Sherman-Denison, Williamson, and Wichita Falls.

4. In this context. depository institutions include commercial banks,
savings banks, and savings associations. The Board previously has
indicated that thrift institutions have become, or have the potential to
become. major competitors of commercial banks. See Midwest Finan-
cial Group. 15 Federal Reserve Bulletin 386 (1989); National City
Corporation. 70 Federal Reserve Bulletin 743 (1984).
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Hirschman Index (‘‘HHI).> After considering the
competition offered by other depository institutions in
the market, the number of competitors remaining in
the market, the increase in concentration, and the
other facts of record, the Board has concluded that
consummation of the proposal would not result in a
significantly adverse effect on competition in these or
any other relevant banking markets.¢

The financial and managerial resources, and future
prospects of Banc One, Team, and their respective
subsidiaries, and the other supervisory factors the
Board must consider under section 3 of the BHC Act,
are consistent with approval of this proposal.

Convenience and Needs Considerations

In considering the convenience and needs of the
communities to be served by these institutions under
section 3 of the BHC Act, the Board has taken into
account the record of the subsidiary banks of BOT and
Team under the Community Reinvestment Act
(12 U.S.C. § 2901 er seq.) (“CRA™). The CRA re-
quires 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 the safe and sound operation of such
institutions. To accomplish this end, the CRA requires
the appropriate federal supervisory authority to ‘‘as-
sess the institution’s record of meeting the credit
needs of its entire community, including low- and

5. Under the revised Department of Justice Merger Guidelines,
49 Federal Register 26,823 (June 29, 1984), & market in which the
post-merger HHI is above 1800 is considered to be highly concen-
trated. The Justice Department has informed the Board that a bank
merger or acquisition generally will not be challenged (in the absence
of other factors indicating anticompetitive effects) unless the post-
merger HHI is at least 1800 and the merger increases the HHI by more
than 200 points. The Justice Department has stated that the higher
than normal HHI thresholds for screening bank mergers for anticom-
petitive effects implicitly recognize the competitive effect of limited-
purpose lenders and other non-depository financial entities.

6. Consummation of the proposal would result in the following
post-merger shares of market deposits (market share date are based on
calculations in which the deposits of thrifts are included at 50 percent)
and changes in the HHI:

(1) Austin market—18.8 percent with an increase of 173 points to

1296 points;

(2) Dallas market—19.2 percent with an increase of 118 points to

1106 poinis;

(3) Fort Worth market—22.8 percent with an increase of 260 points

to 953 points.

(4) Houston market—11.5 percent with an increase of 27 points o

§16 points;

(5) Longview market—21.0 percent with an increase of 167 points to

1106 points;

(6) Sherman-Denison market—23.2 percent with an increase of 251

points to 1107 points;

(7) Williamson market—3.5 percent with an increase of 6 poinis to

777; and

(8) Wichitz Falls market—28.5 percent with an increase of 356

points t0 1425 points.

moderate-income neighborhoods, consistent with the
safe and sound operation of such institution,” and to
take this record intc account in its evaluation of bank
holding company applications.”

In connection with this application, the Board has
received comments that support and comments that
oppose the proposal. For example, some commenters
have commended the CRA efforts of Banc One and
Team Bank in the Dallas community, especially in the
area of small and minority-owned businesses in the
Southern Dallas community. Several commenters also
support Banc One’s current CRA activities and be-
lieve that Banc One is building an effective relation-
ship with low- and moderate-income neighborhoods.#

Other commenters (‘‘Protestants’’) have criticized
the CRA record of performance of Banc One and
Team Bank as insufficient in meeting the need for
credit and deposit services in low- and moderate-
income and minority neighborhoods.? Specifically,
Protestants allege that BOT has an inadequate record
in the following areas:

(1) Lending under government-insured programs

such as the FHA, VA and SBA;

(2) Locating branches in low- and moderate-income

neighborhoods; and

(3) Delineating its service community narrowly

enough to permit effective credit services to low-

and moderate-income neighborhoods.

In addition, Protestants believe that Team Bank’s
performance has been inadequate in:
(1) Meeting the credit needs of low- and moderate-
income neighborhoods in Dallas County; and
(2) Ascertaining the need for and publicizing the
availability of mortgage loans,

Protestants also allege, on the basis of data reported
under the Home Mortgage Disclosure Act
(“*HMDA""}), that subsidiary banks of Banc One and
Team Bank do not make a sufficient number of loans in
predominately minority communities and have a high
rate of denying loan applications from minority bor-
rowers.'0

7. 12 U.S8.C. § 2903.

8. The Southern Dallas Development Corporation, The Minority
Opportunity News ("TMON™), and the Malcolm X Community
Council (*MXCC ") commented favorably upon BOT’s CRA record.

9. Rainbow Bridge, Inc. has filed comments relating to Banc One
and Team Bank. Comments received from TMON and MXCC raise
issues related to Team Bank.

10. Protestants also suggest that BOT's staff and management
should refiect the ethnic diversity of its local community. While the
Board fully supports affirmative programs designed to promote equal
opportunity in every aspect of a bank’s personnel policies and
practices in the employment, development, advancement, and treat-
ment of employees and applicants for employment, the Board believes
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The Board has carefully reviewed the CRA perfor-
mance records of Banc One’s subsidiary banks and
Team Bank, as well as Protestants’ comments and
Banc One's responses to those comments, in light of
the CRA, the Board’s regulations, and the Statement
of the Federal Financial Supervisory Agencies Re-
garding the Community Reinvestment Act (‘‘Agency
CRA Statement’’).!!

Record of Performance Under the CRA
A. CRA Performance Examinations

The Agency CRA Statement provides that a CRA
examination is an important and often controlling
factor in the consideration of an institution’s CRA
record and that these reports will be given great weight
in the applications process.!? The Board notes that
BOT and Team Bank have received ‘‘satisfactory”
ratings at their most recent examinations for CRA
performance.!? In addition, all of the other sixty sub-
sidiary banks of Banc One have received either *‘sat-
isfactory’’ -r *‘outstanding’’ ratings from their primary
supervisors in the most recent examinations of their
CRA performance.

B. Corporate Policies

The Board recently has concluded that Banc One’s
corporate CRA policies and procedures contribute to
an effective CRA program,' and Banc One has com-
mitted that these policies and procedures will be
implemented at Team Bank. These policies include
monitoring CRA performance at the holding company
level through quarterly reports from subsidiary banks
that are submitted to Banc One’s corporate CRA
Committee.

Banc One also has established holding company
subsidiaries that assist banks in the Banc One system
in their CRA programs. For example, Banc One has a
corporate Community Development Corporation
(“*CDC’’) with resources to assist all bank affiliates in
financing projects designed to promote community
welfare, housing availability and economic develop-

ment.'s Banc One also has a mortgage subsidiary,
Banc One Mortgage Corporation, which assists affili-
ates by offering specialized mortgage products de-
signed for low- and moderate-income applicants. Banc
One’s corporate CRA Research Division assists Banc
One’s subsidiary banks in collecting and analyzing
lending data to monitor the distribution of loan prod-
ucts throughout their delineated market areas. BOT’s
CRA officer and other officers periodically report to
BOT’s board of directors on progress made under the
bank’s CRA program in meeting the credit needs of all
its communities, including low- and moderate-income
areas.

C. Ascertainment and Marketing

BOT annually develops a plan that includes specific
programs for identifying banking needs in each of its
markets. Findings made pursuant to the plan are
reviewed at the holding company level on a quarterly
basis. BOT also has undertaken activities to ascertain
the credit needs of its eighteen markets in Texas.6 For
example, BOT has contacted a broad array of groups
and individuals including community and neighbor-
hood improvement or development organizations,
consumer credit organizations, private businesses, re-
ligious leaders, members of various ethnic organiza-
tions, and housing and other public officials. In addi-
tion, several bank offices have established Community
Advisory Councils to provide a method for assessing
needs on an ongoing basis.

Banc One markets specific banking products by
advertising on television, radio, and in print. In addi-
tion, BOT has taken several steps to target its market-
ing to minority and low- and moderate-income areas of
its community. BOT conducts advertising campaigns
in low-and moderate-income areas by the use of direct
mail, flyers placed on door knobs, and specialized
print. The types of credit advertised in these targeted
campaigns include home-improvement and other
housing loans, and loans related to used car, debt
consolidation, and income tax payments. As part of
these campaigns, Spanish language materials are used
where appropriate.!” BOT also conducts public edu-
cation seminars in both English and Spanish to instruct
individuals on the home buying process in general and

that the bank’s general personnel practices are beyond the scope of
factors that may be assessed under the CRA.

11. 54 Federal Register 13,732 (1989).

12. 54 Federal Register 13.745 (1989).

13. BOT received & satisfactory rating by the Office of the Comp-
troller of the Currency. its primary federal supervisor, as of March 31.
1991. Team Bank received a satisfactory rating by the FDIC, ijts
primary federal supervisor, as of January 25. 1991,

14. Banc One Corporation, 78 Federal Reserve Bulletin 6992, 701-02
€1992).

15, To date, the CDC has provided $18 million in equity for
low-income housing projects utilizing the low-income housing tax
credit.

16. The most recent performance examination by the OCC noted
certain markets, which are not the subject of Protestants’ comments,
in which BOT's ascertainment efforts could be improved. The Board
expects BOT to take steps to address these issues.

17. In addition, BOT provides Spanish language instruction for
certain of its customer contact employees, and provides ATM ma-
chines with Spanish-language screens.
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on how to apply for credit products. The OCC noted
that BOT’s marketing efforts have been responsive 1o
identified community needs.

D. Lending and Other Activities

BOT has instituted or participates in a range of
programs designed to provide a variety of credit
products to low- and moderate-income borrowers.
BOT employs eight lenders to originate loans under
its affordable lender program. In Dallas, a total of
five employees (two loan officers) are employed to
originate and process mortgage loans in Jow- and
moderate-income areas of Dallas. In 1991, through
its affordable housing lender program, BOT made 99
mortgage loans, for a total of $4 million, in low- and
moderate-income areas, most of which were in South
Dallas. In 1992, BOT has made 150 loans for a total
of $6.6 million in these same areas. BOT also has
played a leading role in the establishment and fund-
ing of the Dallas Affordable Housing Partnership.
which seeks to develop housing opportunities for
low-income residents of Dallas.

BOT has responded to ascertained needs for hous-
ing-related lending in local communities with specific
programs. For example, BOT developed a program tc
provide loans for closing costs as part of an ‘‘urban
homesteading’” program in Abilene. In Houston and
several other markets, BOT promoted the availability
of home improvement loans with longer than normal
terms (fifteen years) and lower than normal minimum
income limits in response to a perceived need for those
loans. In San Antonioc, BOT worked with the Eastside
Development Courncil to provide purchase and reha-
bilitation loans for homes held by HUD and the RTC.
BOT also supports more than a dozen other neighbor-
hood development groups, several of which are lo-
cated in Dallas.’®

In addition, BOT has become recertified within the
last two years to issue VA and FHA loans after these
certifications lapsed under prior owners of its banks.
BOT also offers Fannie Mae/Community Homebuyer
loans. BOT’s mortgage company affiliate is now
offering, on a limited basis, the HUD 203(k} pur-
chase-rehabilitation loan program.!® BOT also offers
Texas Veterans Land Board and Texas Department

18. For exampie, BOT supports Dalias Adopt-A-Block; the Dallas
Center for Nonprofit Management; the Downtown Family Sheiter of
Dallas; Inter-Faith Housing of Dallas: Consumer Credit Counseling of
Greater Dallas: the Nonprofit Loan Center of Dallas: and the Oak Chiff
Development Corporation of Dallas.

1¢. BOT’s loan volume under all governmental guaranteed loar
programs has increased as & result of its marketing efforts. The Board
expects BOT to continue its efiorts under these programs and will
review its progress in future applications.

of Housing and Community Affairs loans, and par-
ticipates in the GE Capital Community Homebuyers
Program. BOT has its own program in which it offers
Bank One ‘‘American Dream’ loans. All of these
credit products are offered through BOT’s affordable
lender program.

BOT established a small business lending unit at the
end of 1991 that targets Jow- and moderate-income
census tracts. In 1992, $8.5 million of the $12.3 million
in loans extended by the unit have been in low- and
moderate-income census tracts. Approval rates in
both upper income and low- and moderate-income
tracts are approximately equal. BOT is the largest
contributor 1o the Southern Dallas Development Fund
and also participates as a substantial lender.20 In
addition, BOT is a certified lender in the Dallas/Ft.
Worth Minority and Women Owned Business Consor-
tium. BOT has also organized a task force to work
with the Association of General Contractors to assist
small contractors to obtain contracts through a ‘‘big
brother”’ program.

E. Branch Offices and Service Area

The OCC’s examination noted that BOT is seeking to
expand its network of branch offices. Since Janvary
1990, BOT has acquired branch offices in transactions
involving failed institutions, and this program has
resulted in expansion into previously unserved or
underserved low- and moderate-income areas in Dal-
las. For example, BOT has opened, through acquisi-
tion or de novo, two new offices in Dallas and one in
Houston in low- and moderate-income areas of those
cities. BOT now has a total of six offices in low- and
moderate-income areas of Dallas.

The OCC’s examination also concluded that BOT’s
service area was generally reasonable and that none of
the community delineations excludes low- and moder-
ate-income neighborhoods. In some areas, however,
examiners noted that BOT s delineated market was
geographically larger than its existing resources could
effectively serve.?! BOT has revised its market delin-
eations in response to its most recent CRA examina-
tion by the OCC, and has stated to the OCC that it will
make additional revisions as further acquisitions are
completed.

20. BOT has loaned $220.000 as participations in four Southern
Dalias Development Corporation ¢*SDDC"')-sponsored projects and
made an $800.000 investment in @ multi-bank community development
corporation: sponsored by the SDDC that provides debt and equity
financing to small and minoritv-owned businesses.

21. Examiners also found that BOT made a concerted effort to serve
extensive low- and moderate-income neighborhoods in some market
areas regardless of the iocations of its offices.
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F. HMDA Data and Lending Practices

The Board has reviewed the 1990 and 1991 HMDA
data reported by subsidiaries of Banc One and Team,
and comments from the commenters regarding these
data. Data cited by the Protestants indicate some
disparities in rates of housing-related loan applica-
tions, and in approvals and denials that vary by racial
or ethnic group in certain areas served by BOT and
Team.

Because all banks are obligated to ensure that their
lending practices are based on criteria that assure not
only safe and sound lending, but also assure equal
access to credit by creditworthy applicants regardiess
of race, the Board is concerned when the record of an
institution indicates disparities in lending to minority
applicants. The Board recognizes, however, that
HMDA data alone provide only a limited measure of
any given institution’s lending in the communities that
the institution serves. The Board also recognizes that
HMDA data have limitations that make the data an
inadequate basis, absent other information, for con-
clusively determining whether an institution has en-
gaged in illegal discrimination on the basis of race or
ethnicity in making lending decisions.

The most recent examinations for CRA compliance
and performance conducted by bank supervisory
agencies found no evidence of illegal discrimination at
BOT or Team.2? In the case of BOT, examiners
concluded that the bank affirmatively encourages
credit applications from all segments of the commu-
nity. including low- and moderate-income neighbor-
hoods. for all types of credit offered. The examination
report of BOT also indicated that in no instance were
low- and moderate-income areas being excluded from
obtaining loans, and that BOT s efforts to increase
lending were reasonable and appropriate.

HMDA data for 1991 show that Team and BOT have
made progress in improving their lending records in
low- and moderate-income neighborhoods, including
the Dallas MSA. In addition, BOT’s housing-rejated
lending in these Dallas neighborhoods has increased
significantly under its affordable housing lender pro-
gram. This program features flexible underwriting
standards and a review by a regional underwriting
manager of all mortgage applications from minority

22. Examiners noted some violations of anti-discrimination laws
involving procedures and income calculations which had not ad-
versely affected any individual borrowers. The OCC examiners rec-
ommended uniform policies, review procedures and forms for all the
BOT branches to address these jssues, and BOT management has
committed to undertake sufficient actions to preclude the recurrence
of these violations. The OCC has advised the Board that Banc One is
taking appropriate actions to address recommendations made by the
OCC in BOT ¢« most recent CRA performance examination, and that
these actions support & satisfactory CRA performance record at BOT.

borrowers proposed to be denied. Through August
1992, BOT has exceeded its total 1991 lending to low-
and moderate-income areas in Dallas under this pro-
gram by more than 50 percent. In addition, although
the number of housing-related loans made by Banc
One in the Dallas MSA increased 52 percent from 1990
to 1991, the number of housing-related loans made to
biack borrowers in the Dallas MSA increased more
than 70 percent over the same period.

G. Conclusion Regarding Convenience and
Needs Factors

The Board has carefully considered all of the facts of
record, including the comments filed in this case, in
reviewing the convenience and needs factors under the
BHC Act. Based on a review of the entire record of
performance, including information provided by com-
menters supporting and opposing the proposal and the
performance examinations by the banks’ primary reg-
ulators, the Board believes that the efforts of Banc
One and Team to help meet the credit needs of all
segments of the communities served by their subsid-
iary banks, including low- and moderate-income
neighborhoods, are consistent with approval.

The Board recognizes that the record compiled in
this application points to some areas for improvement
in the CRA performance of BOT and Team Bank. The
Board expects Banc One to continue its progress in
addressing the housing-related credit needs of low-
and moderate-income and minority neighborhoods in
its service communities, and to implement fully the
CRA initiatives and commitments discussed in this
Order and contained in its application. Banc One’s
progress in these areas will be monitored by the
Federal Reserve Bank of Cleveland and in future
applications requiring the Board’s review of its CRA
performance record.??

23. Protestants have requested a public hearing or meeting on the
issues raised in their comments, including the role of race and income
in lending in South Dallas. Section 3(b) of the BHC Act does not
require the Board to hold a 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. In this
case, the Texas State Banking Commissioner has not recommended
denial of the proposal.

Generally, under the Board’s rules, the Board may, in its discretion,
hold & public hearing or meeting on an application to clarify factual
issues related to the application and to provide an opportunity for
testimony. if appropriate. 12 U.S.C. §§ 262.3(¢) and 262.25(d). The
Board has carefully considered this request. In the Board's view,
Protestants have had ample opportunity to present written submis-
sions, and Protestants have submitted written comments that have
been considered by the Board. Further, Protestants have not identi-
fied facts that are material to the Board's decision and that are in
dispute. Therefore. the Board has determined that & public meeting or
hearing is not necessary to clanfv the factual record in this applica-
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Based on the foregoing, including the conditions and
commitments described in this Order and those made
in the application, and all of the facts of record, the
Board has determined that the application should be,
and hereby is, approved. The Board’s approval of this
proposal is specifically conditioned on compliance by
Banc One and its subsidiaries with these conditions
and commitments. For the purposes of this action,
commitments and conditions will both be considered
conditions imposed in writing and, as such, may be
enforced in proceedings under applicable law.

The acquisition shall not be consummated before the
thirtieth 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 by the Federal Reserve Bank
of Cleveland, acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 28, 1992.

Voting for this action: Vice Chairman Mullins and Gover-
nors Angell, Kelley, LaWare. Lindsey, and Phillips. Absent
and not voting: Chairman Greenspan.

JENNIFER J. JOHNSON
Associate Secretary of the Board

Carolina First Corporation
Greenville, South Carolina

Order Approving Acquisition of Shares of a Bank
Holding Company

Carolina First Corporation, Greenville. South Caro-
lina (““CFC™’), a bank holding company within the
meaning of the Bank Holding Company Act (the
“BHC Act”), has applied for the Board’s approval
under section 3(a)3) of the BHC Act
(12 U.S.C. § 1842(a)(3)) to acquire up to 9.8 percent of
the outstanding voting shares of ComSouth Bank-
shares, Inc., Columbia, South Carolina (‘‘Com-
South™’).!

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 36,649 (1992)). The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the BHC Act. CFC is the tenth largest commercial

tion. or otherwise warranted in this case. and the request for a public
meeting or hearing on this application is denied.

1. ComSouth controls two subsidiary banks, Commercial Bank of
the South. N.A.. Columbia. South Carolina. and Bank of Charleston,
N.A., Charleston, South Carolina.

banking organization in South Carolina, controlling
deposits of $283.6 million, representing approximately
1.5 percent of the total deposits in commercial banking
organizations in the state.2 ComSouth is the 2lIst
largest commercial banking organization in South
Carolina, controlling deposits of $83.3 million, repre-
senting iess than one percent of the total deposits in
commercial banking organizations in the state.

The Board has carefully reviewed comments filed by
some members of ComSouth’s board of directors
opposing this proposal (‘‘Protestants’). Protestants
assert that the presence of CFC as a significant minor-
ity shareholder would increase dissension within the
ComSouth board of directors. Protestants also believe
that such an investment would impair the ability of
ComSouth to obtain a more desirable merger partner
and to raise capital.

The Board previously has approved the acquisition
by a bank holding company of less than a controlling
interest in a bank. noting that ‘‘nothing in section 3(c)
of the [BHC] Act requires denial of an application
solely because a bank holding company proposes to
acquire less than a controlling interest in a bank or
bank holding company.””? CFC has indicated that it
will remain a passive investor in ComSouth following
consummation of this proposal, and CFC has made
commitments of the type relied on by the Board in
previous cases that ensure that CFC will not exercise
a controlling infiuence over ComSouth.4 These com-
mitments include a commitment not to seek or accept
any representation on the board of directors of Com-
South, and a commitment not to attempt to influence
the management or policies of ComSouth. CFC may
not, therefore, participate in the deliberation or deci-
sionmaking of the ComSouth board of directors. In
addition, CFC may not participate in the evaluation or
acceptance of future merger proposals involving Com-
South other than through the exercise of its voting
rights as a shareholder of ComSouth.

Protestants have not provided any significant sup-
port for their contention that this investment will
interfere with the ability of ComSouth to raise capital,
and the Board's experience in evaluating other, simi-

2. All banking data are as of June 30, 1992; state ranking data are as
of December 31, 1991, '

3. United Counties Bancorporation, supra; Marine Midland Banks,
Inc., 75 Federal Reserve Bulletin 455 (1989); Midlantic Banks, Inc., 70
Federal Reserve Bulletin 776 (1984). The Board has noted in these
orders that the requirement in section 3(a)(3) of the BHC Act that the
Board’s approval be abtained before a bank holding company acquires
more than 5 percent of the voting shares of a bank also suggests that
Congress contemplated the acquisition by bank holding companies of
between 5 and 25 percent of the voting shares of banks.

4. Summit Bancorp. Inc., 77 Federal Reserve Bulietiv 952 (1991);
United Counties Bancorporation, 15 Federal Reserve Bulletin 714
(1989). These commitments are set forth in the Appendix.
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lar, proposals under the BHC Act has not indicated, as
a general matter, any diminished capacity to raise
capital in other cases involving passive minority inves-
tors.S Based on the facts of record and CFC’s commit-
ments, the Board has concluded that CFC would not
acquire control or the ability to exercise a controlling
influence over ComSouth upon consummation of this
proposal.®

CFC and ComSouth do not operate bank subsidiar-
ies in the same banking markets. Moreover, CFC has
committed that there will be no officer or director
interlocks between CFC and ComSouth, that the in-
vestment by CFC in ComSouth will remain passive,
and that CFC will not act alone or in concert with any
other entity to control ComSouth. On the basis of the
record, the Board concludes that consummation of
this proposal would not have a significantly adverse
effect on competition in any relevant banking market.”

In light of all the facts of record, the Board con-
cludes that the financial and managerial resources and
future prospects of CFC and ComSouth and their
subsidiaries, and other factors the Board must con-
sider under section 3 of the BHC Act, are consistent
with approval of this application. Considerations re-
lating to the convenience and needs of the communi-
ties to be served by CFC’s and ComSouth’s subsidiary
banks also are consistent with approval.

Based on the foregoing, including the conditions and
commitments described in this Order and those made
in the application, and all of the facts of record. the
Board has determined that the application should be.
and hereby is, approved. The Board’s approval of this
proposal is specifically conditioned on compliance by
CFC and its subsidiaries with all of the conditions and
commitments referenced in this order or made in the
application as supplemented. The commitments and
conditions relied on in reaching this decision are
conditions imposed in writing by the Board in connec-
tion with its findings and decision, and may be en-
forced in proceedings under applicable law,

The transaction shall not be consummated before
the thirtieth calendar day following the effective date
of this Order, or later than three months after the

5. See Summit Bancorp, Inc., and United Counties Bancorporation,
supra. See also, The Summit Bancorporation, 75 Federal Reserve
Bulletin 712 (1989).

6. The Office of the Comptroller of the Currency, the primary
regulator of the subsidiary banks of ComSouth, has informed the
Board that it has no objection to approval of this proposal.

7. The Board has previously noted that noncontrolling interests in
competing banks or bank holding companies may raise serious ques-
tions under the BHC Act. The Board believes that one company need
not acquire control of another in order to substantially lessen compe-
tition between them. and that the specific facts of each case will
determine whether the minority investment in & company will be
anticompetitive. See Sun Banks, Inc., 71 Federal Reserve Bulletir 243
(1985).

effective date of this Order, unless such period is
extended for good cause by the Board or by the
Federal Reserve Bank of Richmond, acting pursuant
to delegated authority.

By order of the Board of Governors, effective
October 26, 1992.

Voting for this action: Chairman Greenspan and Governors
Mullins, Angell, Kelley, Lindsey, and Phillips. Absent and
not voting: Governor LaWare.

JENNIFER J. JOHNSON
Associate Secretary of the Board

Appendix

As part of this proposal, CFC has committed that it
will not, without the Board’s prior approval:

(1) Exercise or attempt to exercise a controlling infiu-
ence over the management or policies of ComSouth or
its bank subsidiaries;

(2) Have or seck to have any employees or represen-
tative serve as an officer, agent or employee of Com-
South or its bank subsidiaries;

(3) Take any action causing ComSouth or its bank
subsidiaries to become a subsidiary of Carolina First;
(4) Acquire or retain shares that would cause the
combined interest of Carolina First and its officers,
directors and affiliates 10 equal or exceed 25% of the
outstanding voting shares of ComSouth;

(5) Propose a director or slate of directors in opposi-
tion 10 a nominee or slate of nominees proposed by the
management or board of directors of ComSouth;

(6) Attempt to influence the dividend policies or prac-
tices of ComSouth or its bank subsidiaries;

(7) Solicit or participate in soliciting proxies with
respect to any matter presented to the shareholders of
ComSouth;

(8) Attempt to influence the loan and credit decisions
or policies of ComSouth and its bank subsidiaries, the
pricing of services, any personnel decision, the loca-
tion of any officers, branching, the hours of operation,
or similar activities of ComSouth and its bank subsid-
iaries;

(9) Dispose or threaten to dispose of shares of Com-
South in any manner as a condition of specific action
or nonaction by ComSouth;

(10) Enter into any other banking or nonbanking
transactions with ComSouth, except that Carolina
First may establish and maintain deposit accounts with
bank subsidiaries of ComSouth, provided that the
aggregate balances of all such accounts do not exceed
$500,000 and that the accounts are maintained on .
substantially the same terms as those prevailing for
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comparable accounts of persons unaffiliated with
ComSouth; or

(11) Seek or accept representation on the board of
directors of ComSouth.

First Interstate BancSystem of Montana, Inc.
Billings, Montana

Order Approving Acquisition of Bank, Membership
in the Federal Reserve System, and Merger of Banks

First Interstate BancSystem of Montana, Inc., Bill-
ings, Montana (‘‘FIBM"’), a bank holding company
within the meaning of the Bank Holding Company Act
(**BHC Act™"), has applied under section 3 of the BHC
Act (12 U.S.C. § 1842), to acquire First Interstate
Bank of South Missoula, N.A., a de novo bank
(‘*‘South Missoula Bank’'). A subsidiary bank of
FIBM, First Interstate Bank of Commerce, Billings,
Montana (*‘Billings Bank ™), also has applied pursuant
10 section ¢ of the Federal Reserve Act
(12 U.S.C. § 321) for membership in the Federal Re-
serve System. In addition, Billings Bank has applied
pursuant to section 18(c) of the Federal Deposit Insur-
ance Act (12 U.S.C. § 1828(c)) (the ‘‘Bank Merger
Act”’) 10 merge South Missoula Bank and its six other
subsidiary banks’ into Billings Bank, and to establish
branches at the present offices of these banks listed in
the Appendix pursuant to section 9 of the Federal
Reserve Act.

Notice of the applications. affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 39,203 (1992)) and
given in accordance with applicable law. As required
by the Bank Merger Act, reports on the competitive
effects of the merger were requested from the United
States Attorney General, the Office of the Comptrolier
of the Currency (**OCC’’), and the Federal Deposit
Insurance Corporation (*"FDIC’’). The time for filing
comments has expired, and the Board has considered
the applications and all the comments received in light
of the factors set forth in section 3(c) of the BHC Act,
the Bank Merger Act and the Federal Reserve Act.

Billings Bank and all of the other banks to be merged
into Billings Bank, except for the newly chartered
South Missoula bank, are subsidiaries of FIBM. FIBM
is the third largest commercial banking organization in
Montana, controlling deposits of $576.7 million, rep-

1. These banks are: First Interstate Bank of Missoula. N.A.,
Missoula; First Interstate Bank of Hardin. Hardin (**Hardin Bank "');
First Interstate Bank of West Billings, Billings,; First Interstate Bank
of Miles City, Miles City: First Interstate Bank of Billings Heights,
Billings: and First Interstate Bank of Coistrip, Colstrip (**Colstrip
Bank'’), al! in Montane.

resenting 9.0 percent of the total deposits in commer-
cial banking organizations in the state.2 This proposal
represents a reorganization of FIBM’s subsidiary
banks and the establishment of new branches. Accord-
ingly, consummation of the proposal would not have a
significantly adverse effect on competition in any
relevant banking market.

Considerations Under the Convenience and Needs
Factor

A. Colstrip Bank

In considering applications under section 3 of the BHC
Act, the Bank Merger Act and the Federal Reserve
Act, the Board must consider the convenience and
needs of the community to be served, and take into
account the records of the relevant depository institu-
tions under the Community Reinvestment Act
(12 U.S.C. § 2901 ¢r seq.) (““CRA™). The CRA re-
quires 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 the safe and sound operation of such
institutions. To accomplish this end, the CRA requires
the appropriate federal supervisory authority to ‘‘as-
sess the institution’s record of meeting the credit
needs of its entire community, including low- and
moderate-income neighborhoods, consistent with the
safe and sound operation of such institution,”’ and to
take this record into account in its evaluation of bank
holding company applications.?

In October 1991, the Board denied an application by
FIBM to merge with an affiliated holding company on
the basis of the record of performance under the CRA
of one of FIBM’s subsidiary banks, Colstrip Bank.4
The Board found that deficiencies in Colstrip Bank's
record of meeting the credit needs of its community,
particularly on the Northern Cheyenne Indian Reser-
vation (‘‘Reservation’’), had continued through con-
secutive CRA performance examinations by Colstrip
Bank’s primary supervisor, the FDIC. The Board also
found that FIBM had not taken sufficient steps to
address these deficiencies. The Colstrip Order noted
that the denial of FIBM’s application was without
prejudice to future applications by FIBM at such time
as Colstrip Bank’s CRA record of performance was in
place and that its policies and programs were workin,
well. ‘

2. All banking data are as of June 30, 1992.

3. 12 U.S.C. §2903.

4. First Interstate BancSvstems of Montana, Inc., 77 Federal
Reserve Bulletin 1007 (1991) {**Colstrip Order™’).
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The Colstrip Order outlined specific aspects of Col-
strip Bank’s CRA performance that the Board be-
lieved should be addressed, including Colstrip Bank’s
delineation of its service community, ascertainment
and marketing efforts related to the Reservation, and
record of offering and extending credit to the residents
of the Reservation. For example, the Board noted that
the bank had excluded the Reservation from its service
area, and had only recently undertaken some steps to
increase its contacts in order to ascertain the credit
needs of the residents of the Reservation. In addition,
Colstrip Bank’s efforts to market credit-related ser-
vices to the residents of the Reservation were found to
be minimal. The Board also found only nominaj
amounts of lending to residents of the Reservation,
including housing-related loans and government spon-
sored lending programs.

The Board believes that the ability of Colstrip Bank
to demonstrate that its CRA record of performance is
in place and that its programs and policies are working
well is an important consideration in light of the
Board’s findings in the Colstrip Order. The record of
these applications refiects additional steps taken by
Colstrip Bank to address the deficiencies noted in the
Colstrip Order.

Colstrip Bank has revised its community delineation
to include all of the Reservation and FIBM has com-
mitted that it will not amend the community delinea-
tion for any of its banks or branches without the prior
approval of the Federal Reserve Bank of Minneapolis.
In addition, Colstrip Bank has expanded its ascertain-
ment efforts regarding the Reservation through a num-
ber of steps that include direct mail surveys, commu-
nity and consumer panel meetings, and presentations
to residents of the Reservation. Colstrip Bank officers
and directors have also met with local community and
business organization such as the Northern Cheyenne
Livestock Association and the Northern Cheyenne
Chamber of Commerce.® Other outreach efforts that
Colstrip Bank is arranging include intercultural train-
ing for the staff, officers and directors of the bank.
Colstrip Bank’s board of directors has convened its
meetings on the Reservation to permit discussions
with residents.s

Marketing efforts for the Reservation have been
improved by a number of activities. For example,
Colstrip Bank now uses direct mailings and other
traditional marketing techniques to make the residents

5. An officer of Colstrip Bank currently serves as treasurer for the
Chamber of Commerce which focuses on economic development
issues related to the Reservation.

6. A Reservation resident and Northern Chevenne tribal member
serves on the Colstrip Bank board of directors and this director will
continue to serve as a director of Billings Bank following the proposed
METRETS.

of the Reservation aware of its credit products and
services. In addition, a bank loan officer visits the
Reservation on a monthly basis to take loan applica-
tions and to provide general assistance to potential
borrowers.

Colstrip Bank has increased the amount of lending
to Reservation residents since its lending activities
were reviewed by the FDIC and the Board. For the
first two quarters in 1992, Colstrip Bank overall made
$315,000 in new loans to Reservation borrowers, com-
pared to total lending in 1991 of $309,000. Agricultural
loans to Reservation borrowers during this same pe-
riod total $120,000, compared to $53,000 in total agri-
cultural lending in 1991.

Colstrip Bank also has shown some improvement in
the types of credit products it offers to borrowers on
the Reservation. The bank has started making FHA
home improvement loans on the Reservation and has
started accepting loan applications under the FHA 248
loan program which lessens restrictions under federal
law regarding liens on real property located on the
Reservation. Colstrip Bank also actively supports sev-
eral programs designed to benefit the Reservation’s
small businessmen, including the Circle Banking Proj-
ect and MicroBusiness Finance Program.

FIBM and Colstrip Bank have committed to take
additional steps to enhance the CRA record of perfor-
mance regarding the Reservation. These steps include
establishing a liaison committee that will meet quar-
terly, increasing its participation in government lend-
ing programs, providing technical assistance to small
businesses, and establishing fiexible lending criteria
for loans. In addition, FIBM and Colstrip Bank have
set & goal of $4 million in new lending to Reservation
residents over the next five years.

On the basis of these and other facts of record, the
Board concludes that the CRA performance record of
Colstrip Bank is now consistent with approval under
the convenience and needs factor. The Board expects
FIBM to continue its progress in improving this per-
formance and to comply with all commitments regard-
ing its CRA activities on the Reservation. Upon con-
summation of this proposal, Colstrip Bank will
become a branch of a state member bank, and the
Federal Reserve Bank of Minneapolis will have super-
visory authority over these activities and will monitor
FIBM’s progress and compliance. In addition, the
Board will closely review this record in future appli-
cations by FIBM that require consideration of its CRA
performance record.

B. Bardin and Billings Banks

In reviewing the convenience and needs factor, the
Board also has considered comments from the Crow
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Tribal Council and several individuals (collectively,
“Protestants’’) critical of the CRA performance of
Hardin Bank and Billings Bank.” Protestants allege
generally that:
(1) Hardin Bank has not adequately ascertained the
credit needs of Crow Tribal members;?
(2) Hardin Bank has not provided adequate banking
services to the Crow Reservation; and
(3) Hardin Bank and the FIBM banks in Billings® do
not make sufficient loans to Crow Tribal members.

The Board has carefully reviewed the CRA perfor-
mance records of Hardin Bank and the Billings banks,
as well as Protestants’ comments and the responses of
FIBM to those comments, and all of the other relevant
facts, in light of the CRA, the Board’s regulations, and
the jointly issued Statement of the Federal Financial
Supervisory Agencies Regarding the Community Re-
investment Act (“‘Agency CRA Statement’’).10

Initially, the Board notes that both Hardin Bank and
the Billings banks have received a **satisfactory ™ rating
for CRA performance from their primary regulators,
the FDIC or the OCC, in their most recent examina-
tions for CRA performance.!! The Agency CRA State-
ment provides that a CRA examination is an important
and often controlling factor in the consideration of an
institution’s CRA record and that these reports will be
given great weight in the applications process.!?

Ascertainment and Marketing. Hardin Bank’s board
of directors has formalized a CRA policy and a written
Community Reinvestment Act Goals and Description
of Needs Ascertainment Program for its ascertainment
efforts throughout its delineated service area. This

7. One commenter has aileged that Billings Bank did not approve a
business Joan because of (1) her age and sex. and (2) the fact that her
corporatior, was & small business. FIBM has responded that Billings
Bank denied the loan on the basis of the applicant’s financial condi-
tion. Based on all the facts of record. including reievant reports of
examination. the Board concludes that these comments do not war-
rant denial of these applications.

8. Protestants also allege that Crow Tribal members are inade-
quately represented on the Hardin Bank's board of directors. Two
Crow Tribal members, including the Hardin Bank's president, cur-
rently sit on its board of directors. The Board believes that the
adequacy of a group’s representation on the board of a bank is
generally beyond the scope of factors that are required to be assessed
under the CRA.

2. In addition to FIBM's lead Billings Bank. two small FIBM
subsidiaries, First Interstate Bank of West Billings (**West Billings
Bank") ané First Interstate Bank of Billings Heights (*'Billings
Heights Bank™"). are located in Billings, Montana.

10. 54 Federal Register 13,742 (1989).

11. The most recent CRA examination by the FDIC for Hardin Bank
was as of August 1991, and the most recent CRA examination by the
OCC for Billings Bank was as of November 1988. In addition, Wes1
Billings Bank and Billings Heights Bank were most recently examined
by the FDIC as of December 1990. Norne of these examinations found
anv evidence of illegal discriminatory lending practices by these
FIBM subsidiary banks.

12. 54 Federal Register at 13,745,

service area includes the Crow Reservation and the
bank’s ascertainment activities within this service area
include calls on customers and non-customers to ob-
tain information concerning credit and deposit needs
and communicate services available to the local com-
munity. Ascertainment efforts are also conducted
through officer and employee involvement in local
community groups. For example, Hardin Bank man-
agement has discussed FHA 248 financing for real
estate loans on trust land held by the Bureau of Indian
Affairs (““BIA”") with both the Cheyenne and Crow
tribal councils. In addition, Hardin Bank has partici-
pated in workshops in Crow Agency and Hardin for
Native American business borrowers.

Hardin Bank also markets its banking products
throughout its service area by mixed media advertising
that includes local television, radio and newspaper. In
addition, Hardin Bank has recently mailed a brochure
to Crow Reservation residents describing its services.

After consummation of the proposal, the CRA com-
mittees at Hardin Bank and Billings Bank, as well as the
other subsidiary FIBM banks, will become branch
CRA committees and will meet regularly with Commu-
nity Advisory Boards to address CRA concerns. FIBM
states that the Community Advisory Boards will play a
central role in identifying community credit needs,
working with bank and branch management on efiorts
to address such needs and assessing the success of
these efforts. Records of these meetings will be for-
warded to FIBM's CRA committee and will be pre-
sented 1o the Billings Bank’s board of directors at each
regular meeting. FIBM's board of directors will com-
municate directly with the Community Advisory
Boards and branch management on matters of CRA
policy.

Lending Activities. Lending to residents of the Crow
Reservation for housing-related, consumer and small
business purposes comprises a substantial percentage
of Hardin Bank’s overall lending activity, and the bank
currently has a number of these types of loans outstand-
ing that were originated to Crow Reservation borrow-
€rs.!? For example, Hardin Bank has 30 home mortgage
and home improvement loans with total balances of
approximately $700,000, and 425 consumer loans with
total balances of approximately $1.7 million. Small
business loans total 27 with current balances totaling
approximately $1.1 million. Hardin Bank’s outstanding
agricultural loans originated to the Crow Reservation
currently total 107 loans, with total balances of approx-
imately $3.2 million.14

13. All FIBM lending data are as of September 1992,

14. Hardin Bank also has an additional 5 real estate loans for
agricultural properties tc the Crow Keservation totaling approxi-
mately $700.000.
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FIBM's lending activities in Billings for Crow Res-
ervation borrowers are conducted primarily through
the lead Billings Bank. For example, Billings Bank
currently has 204 consumer loans originated to Crow
Reservation borrowers with total balances of approx-
imately $1.2 million. In addition, Billings Bank had
extended S agricultural loans totaling approximately
$400,000 to the Crow Reservation.!*

On the basis of all the facts of record, including all of
the comments received and relevant examination re-
ports, the Board believes that the CRA performance
records of Hardin Bank and the Billings banks, as well
as the other FIBM subsidiary banks. are consistent
with approval of these applications.i¢

Other Considerations

The Board also concludes that the financial and man-
agerial resources and future prospects of FIBM, Bill-
ings Bank. South Missoula Bank, and all the other
subsidiary banks of FIBM, as well as other factors
required to be considered by the Board. are consistent
with approval under the BHC Act and the Bank
Merger Act.1?

Billings Bank also has applied under section 9 of the
Federal Reserve Act to become a member of the
Federal Reserve System and to establish branches at
the present offices of the banks to be merged into
Billings Bank. The Board has considered the factors it
is required to consider when reviewing applications

15. The total number of agricultural joans extended by all FIBM
affiliates to the Crow Reservation is 125, with total outstanding
balances of approximately $4.6 million.

16. One Protestant has requested that the Board hold a public
hearing or meeting (o assess further facts surrounding the CRA
performance of FIBM and its subsidiary banks relating to the Crow
Keservation. The Board ic not required under the Federal Reserve
Act. the Bank Merger Act or the BRC Act to hold a public hearing or
meeting in this case. Under the Board's rules, the Board may. in its
discretion, hold a public hearing or meeting or an application to clarify
factual issues related to the application and to provide an opportunity
for testimony. if appropriate. 12 U.S.C. §§ 262.3(¢) and 262.25(d).

The Board has carefully considered this request. In the Board's
view, interested parties have had a sufficient opportunity to present
written submissions. and have submitted written comments that have
been considered by the Board. In light of this. the Board has
determined that a public meeting or hearing is not necessary to clarify
the factual record in these applications, or otherwise warranied in this
case. Accordingly. the request for a public meeting or hearing on these
applications is hereby denied.

17. Several commenters have alleged that shareholders of FIBM
mayv have violate¢ section 2 of the Crow Indian Allotment Act, 41
Stat. 751 (11920). as amended by 54 Stat. 252 (1940). by purchasing rea!
estate Jocated on the Crow Reservation. These allepation: Go not
involve any actions by management on behalf of FIBM banks. In
addition:. these allegation are subject to ongoing court proceedings
that will provide the plaintific with an adequate remedy if the alieged
misconduct can be established. Based on a review of all the facts of
record. the Board concludes that these comments do not provige «
basis for denying these applications.

pursuant to section 9 of the Federal Reserve Act and
finds those factors to be consistent with approval.

Based on the foregoing and other facts of record, the
Board has determined that the applications shouid be,
and hereby are, approved. This approval is specifically
conditioned upon compliance by FIBM and its subsid-
iaries with the commitments made in connection with
these applications. For purposes of this action, all of
the commitments and conditions will be considered
conditions imposed in writing and, as such, may be
enforced in proceedings under applicable law. These
transactions shall not be consummated before the
thirtieth calendar day following the effective date of
this Order, or later than three months after the effec-
tive date of this Order, unless such period is extended
for good cause by the Board or by the Federal Reserve
Bank of Minneapolis, acting pursuant to delegated
authority.

By order of the Board of Governors, effective
October 26, 1992,

Voting for this action: Chairman Greenspan and Governors
Mullins, Angell, Kelley, Lindsey, and Phillips. Absent and
not voting: Governor LaWare.

JENNIFER J. JOHNSON
Associate Secretary of the Board

Appendix

Billings Bank will establish the following
branches:

(1) 101 E. Front Street, Missoula, Montana;
(2) 402 North Center, Hardin, Montana;

(3) 1115 Main Street, Miles City, Montana;
(4) 730 Main Street. Billings, Montana;

(5) 2501 Central Avenue, Billings, Montana;
(6) 12 Cherry Street, Colstrip, Montana; and
(7) 3502 Brooks. Missoula, Montana.

Meridian Bancorp, Inc.
Reading, Pennsylvania

Order Approving Acquisition of a Bank Holding
Company

Meridian Bancorp, Inc.. Reading, Pennsylvania (*‘Me-
ridian’’), a bank holding company within the meaning
of the Bank Holding Company Act (‘*‘BHC Act’), has
applied for the Board’s approval under section 3 of the
BHC Act (12 U.S.C. § 1842) to acquire all of the
voting shares of Peoples Bancorp, Inc., Lebanon,
Pennsylvania (*‘Peoples’’). and thereby to acquire
indirectly Peoples’ subsidiary bank, The Peoples Na-
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tional Bank of Lebanon, Lebanon, Pennsylvania
(*‘Peoples Bank’’). Meridian’s wholly owned subsid-
iary state member bank, Meridian Bank, Reading,
Pennsylvania (‘*Meridian Bank’’), also has applied for
the Board’s approval under section 18(c) of the Fed-
eral Deposit Insurance Act (the ‘‘Bank Merger Act”)
to merge with Peoples Bank and under section 9 and
section 24A of the Federal Reserve Act to establish
additional branches and invest in bank premises.!

Notice of the applications, affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 34,494 (1992)). The
time for filing comments has expired, and the Board
has considered these applications and all comments
received in light of the factors set forth in section 3(c)
of the BHC Act, the Bank Merger Act, and the Federal
Reserve Act.2 As required by the Bank Merger Act,
reports on the competitive effects of the merger were
requested from the United States Attorney General,
the Office of the Comptroller of the Currency
(**‘OCC""), and the Federal Deposit Insurance Corpo-
ration (“‘FDIC”’).

Meridian, with approximately $11.9 billion in con-
solidated assets, controls two subsidiary banks located
in Pennsylvania and one subsidiary bank located in
Delaware.? Meridian controls deposits of $9 billion in
Pennsylvania, and is the fourth largest commercial
banking organization in that state. Peoples, with ap-
proximately $143 million in consolidated assets, con-
trols one bank in Pennsylvania. Upon consummation
of the transaction, Meridian would remain the fourth
largest commercial banking organization in Pennsylva-
nia, controlling deposits of approximately $9.1 billion
in that state, representing 6.6 percent of deposits in
commercial banks in that state.

Competitive Considerations

Meridian and Peoples compete directly in the Harris-
burg/Lebanon/Carlisle MSA banking market.¢ Merid-
ian is the fifth largest commercial banking or thrift

1. Meridian will establish branches at the following locations:
1) 8th and Cumberland Streets, Lebanon, Pennsylvania:
(2) East Walnut at Cumberland Street, Lebanon, Pennsylvania:
(3) North Eighth Street. Lebanon, Pennsylvania;
(4) East Chocolate Avenve and Derry Road, Hershey, Pennsyi-
vania; and
(5) Dutch Way Farm Market Compiex, Schaefferstown, Pennsvi-
vania.

2. The Board has also considered comments filed after the close of
the comment period. Under the Board's rules, the Board may in its
discretion take into consideration the substance of such comments.
12 C.F.R. 262.3(¢).

3. Asset and state deposit data are as of June 30. 1992.

4. The Harmisburg/Lebanon/Carlisle MSA banking market com-
prises Cumberland, Dauphin. Lebanon. and Perry Counties in Penn-
sylvania.

organization (*‘depository institution”’) in the market,
controlling $559 million in deposits in the market,
representing 8.1 percent of total deposits held by
depository institutions in the market (‘‘market depos-
its’").5 Peoples is the tenth largest depository institu-
tion in the market, controlling $131 million in deposits,
representing 1.9 percent of market deposits. The mar-
ket would remain moderately concentrated upon con-
summation of the proposal, and the Herfindahl-
Hirschman Index (‘‘HHI") would increase by 31
points to 1047.¢ Thirty-five depository institutions op-
erating a total of 235 offices would remain in the
market. The Board also has sought comments con-
cerning the competitive effects of this proposal from
the United States Attorney General, the OCC, and the
FDIC. None of these agencies has provided any
objection to consummation of this proposal nor indi-
cated that the proposal would have any significantly
adverse competitive effects.

After considering the competition offered by other
depository institutions in the market, the number of
competitors remaining in the market, the increase in
concentration as measured by the HHI Index, and
other facts of record, the Board has concluded that
consummation of the proposal would not result in a
significantly adverse effect on competition in the Har-
risburg/Lebanon/Carlisle MSA banking market or in
any other relevant banking markets.’

Convenience and Needs Considerations

In considering an application under section 3 of the
BHC Act, the Bank Merger Act, and the Federal
Reserve Act, the Board must consider the conve-
nience and needs of the communities to be served, and

5. Market share data 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 poten-
tial to become, significant competitors of commercial banks. Midwest
Financial Group, 75 Federal Reserve Bulietin 386 (1989); National
City Corporation, 70 Federal Reserve Bulletin 743 (1984), Market
deposit data are as of June 30, 1991. and have been updated to refiect
mergers and acquisitions since that date.

6. Under the revised Department of Justice Merger Guidelines,
49 Federal Register 26,823 (June 29, 1984), a market in which the
post-merger HHI is between 1000 and 1800 is considered moderately
concentrated. The Justice Depariment has informed the Board that a
bank merger or acquisition generally will not be challenged (in the
absence of other factors indicating anti-competitive effects) unless the
post-merger HHI is at least 1800 and the merger increases the HHI by
200 points. The Justice Department has stated that the higher than
normal HHI thresholds for screening bank mergers for anti-competi-
tive effects implicitly recognize the competitive effect of limited-
purpose Jenders and other non-depository financial entities.

7. The Board has received comments opposing the proposal on the
grounds that Meridian would exercise monopoly or near-monopoly
power in this local banking market. For the reasons discussed above.
the Board does not believe that the proposal wouid result in signifi-
cantly anti-competitive effects in anv relevant banking market.
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take into account the records of the relevant depos-
itory institutions under the Community Reinvest-
ment Act (12 U.S.C. § 2901 er seq.) ("“CRA""). The
CRA requires the federal financial supervisory agen-
cies 1o encourage financial institutions to help meet
the credit needs of the local communities in which
they operate consistent with the safe and sound
operation of such institutions. To accomplish this
end, the CRA requires the appropriate federal super-
visory authority 1o '‘assess the institution’s record of
meeting the credit needs of its entire community,
inciuding low- and moderate-income neighborhoods,
consistent with the safe and sound operation of such
institution,”” and to take that record into account in
its evaluation of bank holding company applica-
tions.8

In connection with this application, the Board has
received comments from an organization (“Protes-
tant’’) alleging that Meridian has failed to ascertain or
meet the credit needs of low-income and minority
neighborhoods, and minority-owned small businesses.
in North Philadelphia. Protestant also alleges that
Meridian Bank has illegally discriminated in making
housing-related Joans in North Philadelphia on the
basis of 1990 data submitted under the Home Mort-
gage Disclosure Act (""HMDA™).?

The Board has carefully reviewed the CRA perfor-
mance records of Meridian’s subsidiary banks and
Peoples Bank, as well as the comments received and
Meridian’s response to those comments, in light of the
CRA, the Board’s regulations, and the Statement of
the Federal Financial Supervisory Agencies Regarding
the Community Reinvestment Act (*‘Agency CRA
Statement’’).10

§. 12 U.S.C. § 2903.

9. Several other commenters have questioned Meridian Bank's
abijlity to maintain an adequate level of responsiveness to local
banking needs in Lebanon County. Pennsylvania, where Peoples
Bank is located. Meridian has responded that its retail and commercial
functions are organized on a geographic basis, and following consum-
mation of this proposal. the bank’s retail manager and commercial
manager for its Susquehanna Valley division will maintain offices in
Lebanon County. In addition. Meridian has stated that the lending
authority of these managers and of other lending officers based in
Lebanon County will approximate the legal lending limit of Peoples
Bank. and that the variety of products and services offered by
Meridian Bank will be broader than those of FPeoples Bank. The main
office of Peoples Bank and three of its four branches will continue 10
be operated as branches of Meridian Bank. The Hershey. Pennsviva-
nia. branch of Peoples Bank will be closed because Meridian Bank
operates four branches within two miles of this branch.

Other commenters have raised issues regarding potential unemploy-
ment as a result of this proposal. which issues are not related to
Meridian’s record of performance under the CRA. Meridian has
committed that it will assist anv displaced emplovees 1o find employ-
ment with Meridian within the geographic area surrounding Lebanon
County. and will provide severance benefits to persons who cannot be
s0 employed.

10. 54 Federal Register 13.747 (1989),

Record of Performance Under the CRA
A. CRA Performance Examinations

The Agency CRA Statement indicates that decisions
by agencies to allow financial institutions to expand
wil] be made pursuant to an analysis of the institution’s
overall CRA performance and will be based on the
actual record of performance of the institution. The
Board also has reviewed the CRA examination records
of these institutions.!

Initially, the Board notes that Meridian Bank re-
ceived an ‘‘outstanding’’ rating from the bank’s pri-
mary federal regulator, the Federal Reserve Bank of
Philadelphia, in its most recent examination for CRA
performance as of July 1, 1991 (the ‘1991 Examina-
tion’’). Additionally, Peoples Bank and the other sub-
sidiary banks of Meridian received ‘‘outstanding’’ or
“*satisfactory’’ ratings from their primary federal reg-
ulators in their most recent CRA performance exami-
nations.!?

B. Corporate Policies

Meridian Bank has in place the types of policies and
procedures that the Board and other federal bank
supervisory agencies have indicated contribute to an
effective CRA program. Meridian Bank established
the Meridian Community Partnership Program
(“*“MCPP”’) in 1988 to institutionalize its CRA activi-
ties. MCPP is administered and implemented by the
Corporate Community Affairs Department of the
bank. This department is headed by the bank’s CRA
officer. Meridian Bank also has established a CRA
Monitoring Committee, which meets quarterly and is
responsible for reviewing the bank’s CRA perfor-
mance and making CRA-related policy decisions. This

11. The Agency CRA Statement provides that a CRA examination
is an important and often controlling factor in the consideration of an
institution's CRA record and that these reports will be given great
weight in the applications process. 54 Federal Register 13,745 (1989).
Protestant alleges that the most recent examination of Meridian Bank
for CRA performance does not accurately reflect the bank’s CRA
performance because the chairman of the board and chief executive
officer of Meridian is a Class A member of the board of directors of the
Federal Reserve Bank of Philadelphia, the bank’s primary federal
regulator. Federal Reserve Bank directors do not participate in the
direct supervision of banks or bank holding companies or in matters
such as applications processing, examinations. or enforcement pro-
ceedings. and did not participate in or review the CRA examination in
this case.

12. Peoples Bank received a ‘‘satisfactory’’ performance rating
from the OCC on January 22, 1990; Delaware Trust Company,
Wiimington. Delaware, received an “‘outstanding’’ performance rat-
ing from the FDIC on July 20. 1990: and The First Nationa! Bank of
Pike County. Milford. Pennsylvania. received & ‘‘satisfactory’ per-
formance rating from the OCC on August 30, 1982. Delaware Trust
Company and The First National Bank of Pike County are wholly
owned subsidiaries of Meridian.
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committee includes the chairman of the board and
chief executive officer of Meridian, the president and
chief executive officer of Meridian Bank, and other
executive officers of Meridian Bank, Meridian Mort-
gage Corporation, the bank’s morigage banking sub-
sidiary (‘‘MMC’), and other banking affiliates.

Additional committees involving senior managers of
Meridian Bank exist to investigate, promote, or review
CRA activities in specific areas, such as the use of tax
credits and the participation of the bank with commu-
nity development corporations. MCPP and CRA ac-
tivities in general are discussed at meetings of Merid-
ian Bank’s board of directors.!3 In addition, the 1991
Examination found that the allocation of human and
financial resources by the bank to MCPP had in-
creased and that the scope of the program had ex-
panded since the previous examination.

C. Ascertainment and Marketing Efforts

Meridian Bank has an established program to gather
and evaluate information about the communities it
serves, their credit needs, and the receptivity of those
communities to the bank’s products and services. This
program also serves to facilitate the development of
new products and services to address the identified
needs. For example, the 1991 Examination noted that
Meridian Bank officers made calls on over 1,500
community organizations and public sector agencies
during the preceding two-year period. Information
from these calls is entered into a central database,
where it is reviewed by departmental managers and
the Corporate Community Affairs Department. Merid-
ian Bank also operates the Meridian Community Fo-
rum, a speakers bureau designed to educate the com-
munities Meridian Bank serves concerning the bank’s
credit products and to learn from these communities
about their credit needs. Forums frequently are con-
ducted as workshops or seminars on specialized sub-
jects; forum subjects have included non-profit organi-
zation management, mortgage and small business
lending, and basic banking services. Over sixty forum
presentations were made in Philadelphia alone during
1990 and 1991.

Meridian Bank also ascertains the credit needs of
the communities it serves by encouraging its officers
and employees to serve on advisory boards of com-

13. For example, during the two-vear period preceding the 1991
Examination, the board of directors of Merdian twice approved an
expanded CRA statement for the bank and reviewed the bank's
community delineation and distribution of credits, the bank's Jow-
income housing tax credit activities. MCPP loan products,  proposal
to establish a community development corporation subsidiary, and &
proposal to participate in a special financial assistance package for the
City of Philadelphia during its fiscal crisis.

munity and public sector organizations serving low-
and moderate-income groups. As a result of this par-
ticipation, Meridian Bank has provided bridge financ-
ing to such organizations facing delays in the receipt of
public funds. Officers and employees serve on over 40
such boards, including, in the City of Philadelphia, the
North Broad Street Revitalization Project, North Phil-
adelphia Germantown/Lehigh Action Planning Com-
mittee, Philadelphia Council for Community Advance-
ment, and United Black Business Association.

Meridian Bank also has invited leaders from non--
profit, public sector, minority, and religious organiza-
tions to join with Meridian Bank employees on internal
advisory committees established in each of the bank’s
four geographic divisions. Advisory committees meet
at least quarterly to review the bank’s loan activity
reports, geocoded loan data, and marketing informa-
tion. The staff of the Corporate Community Affairs
Department reviews all records of these meetings to
evaluate and develop the bank’s products.?4

Meridiar: Bank’s market research department also
assembles and evaluates demographic data, informa-
tion on consumer habits, and competitive data. It
regularly conducts focus groups among Meridian Bank
employees to improve the delivery of services. For
example. Meridian Bank has implemented suggestions
from these focus groups to hire bilingual personnel,
introduce Spanish language ATM screens, and de-
velop Spanish and Korean language advertising mate-
rials. The market research department also creates
demographic profiles for each county and MSA served
by Meridian Bank. These profiles are provided to bank
management, included in the bank’s CRA statement,
and made available 10 community organizations. The
participation of community groups in this process has
prompted additional ascertainment efforts.’s Market
research also tracks the distribution of Meridian
Bank's housing, consumer, and commercial Joan prod-
ucts based on census tracts, gender, income, and race.
On the basis of this information, Meridian Bank has
introduced new products and altered the marketing of
old products. For example, NEED (Necessary Emer-
gency Expense Disbursement) Loans of up to $1,500,
repayable at an interest rate one-half percent below

i4. Advisory subcommittees also have been established when
appropriate to address specific Jocal needs. In the Susquehanna Valley
division of the bank, an advisory subcommittee identified the need to
increase minority Jending in that area and arranged for the bank to
make & lending commitment to Lancaster Enterprise. Inc., to be used
to fund smalier loans to minority businesses in Lancaster. Pennsylva-
nia.

15, For example. in Berks County. Pennsvlvania. community
organizaticns identified the need for more detailed information about
local housing needs, and Meridian Bank participated in the creation of
& funding consortium to contract for the performance of the targeted
SUrvey,
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the prevailing consumer loan rate. were introduced as
a result of this analysis.

In addition, Meridian Bank has well-established
marketing and advertising programs. These programs
are approved, reviewed, and monitored by senior
management, and inform all communities served by
the bank, including low- and moderate-income neigh-
borhoods, of the availability of the bank’s products
and services. The bank uses minority newspapers,
business directories, and radio stations, and the bank’s
printed advertising reflects the diversity of the neigh-
borhoods in its target markets. Many materials have
been produced in the Spanish language, and mass
mailings have been made to hispanic civic, commu-
nity, and service organizations throughout Meridian
Bank’s service communities. Newsletters have been
developed specifically for distribution to non-profit
organizations, small businesses, and agribusinesses.
Internally. CRA training manuals have been tailored to
each of the bank’s four geographic divisions. These
manuals focus on the products, community contacts,
public sector agencies, and demographic data appro-
priate to that area.

D. Lending and Other Activities

Meridian Bank offers and participates in a number of
programs designed to assist in meeting the housing-
related credit needs of its service communities, includ-
ing Jow- and moderate-income neighborhoods.'¢ For
example, Meridian Bank's mortgage lending depart-
ment, under the Meridian Community Partnership
Loan Program, offers a variety of conventional and
governmentally insured, guaranteed. or subsidized
loan programs designed to meet the credit needs of
low- and moderate-income homebuyers.!”

Meridian Bank originated 148 Joans in the aggregate
amount of $7.9 million in 1990 under the Pennsylvania
Housing Finance Agency (“PHFA’’) conventional
loan program, and a total of 226 loans aggrepating

16. The 1991 examination found that the geographic distribution of
Meridian Bank's housing-related credit extensions. applications, and
denials demonstrated a reasonable penetration into all segments of the
delineated service area.

17. Meridian Bank's residential morigage lending department offers
& standard product array of fourteen permanent mortgage loan types,
four construction Joan and permanent financing facilities. and various
special credit programs. Special credit programs inciude FHA Section
203(B). which provides morigage insurance for loans with loan-to-
value ratios in excess of 80 percent. FHA Section 221(D)(2). which
provides loans to low- and moderate-income homebuyers. Pennsviva-
nia Housing Finance Agency programs. which finance loans to cred-
itworthy. low-income. first-time homebuvers at reduced interest rates.
with reduced or assisted settlement coste. and the Delaware Valley
Mortgage Plan. which offers Jow- 10 moderate-income homebuyers
fiexible underwriting criteria. reduced interest rates. higher loan-to-
value ratios. and reduced settlement costs.

$14.5 million under all of its standard, governmentally-
assisted programs. Meridian Bank has also actively
participated in other special housing-related lending
programs in Philadelphia, including the Philadelphia
Redevelopment Authority 203(K) Program (bridge fi-
nancing to support loans to individuals and investors
to acquire and rehabilitate deteriorated properties) and
the Philadelphia MEND Program (loans to developers
to rehabilitate abandoned and deteriorated properties
for low- to moderate-income housing).

MMC, a wholly owned subsidiary of Meridian
Bank, provides financing for single-family housing,
multi-unit housing, and low- and moderate-income
projects through a full line of fixed rate, variable rate,
FHA, and VA loans. MMC participates in the State of
Pennsylvania First Time Home Buyer’s Mortgage
Bond Program and in the Community Home Buyer’s
Program (a partnership among the lender, a private
mortgage insurer, and the Federal National Mortgage
Association to permit less stringent loan underwriting
and lower settlement costs and to provide credit and
home maintenance counseling). From January 1991
through August 1992, Meridian Bank and MMC made
77 mortgage joans totaling approximately $4.5 million
in census tracts located in North Philadelphia.®

Meridian Bank’s small business lending activities
are conducted through a separate department within
the bank, and its programs emphasize lending tc small
businesses in low- and moderate-income areas. During
1990, Meridian Bank extended 104 loans aggregating
$6.9 million to small businesses with an employee base
of 20 or less. Meridian Bank is a Certified Preferred
SBA Lender. which reduces substantially the time
required to process SBA loan applications, and the
bank is an active SBA lender.? During 1990, Meridian
Bank originated over $18.6 million in SBA loans, and
during the first six months of 1991 it originated 25 loans
aggregating $8.5 million.2¢ In Philadelphia, Meridian
Bank participates in several credit programs designed

18. The 1991 Examination expressed some concern that, when
examined alone, MMC’s presence as a mortgagor in low- and moder-
ate-income census tracts in Philadelphia County, Pennsylvania, de-
clined from 1989 10 1990. However, the 1991 Examination also noted
the increased emphasis that Meridian Bank had placed during that
period on its newly formed internal mortgage lending department to
deliver credit services in low- and moderate-income census tracts.
The 1991 Examingtion called for a more coordinated joint effort from
Meridian Bank and MMC.

19. Meridian Bank has been the iargest volume SBA lender in the
six-state mid-Atlantic region that includes Pennsylvania during each
of the past six vears.

20. Meridian Bank also has an agribusiness lending department that
offers a variety of credit and banking services to small, independent
farming operations and to Jarger agricultural enterprises. Meridian
Bank is & Certified Preferred Lender under the Farmers Home
Administration guaranteed loan program, which. as in the SBA
program. permits the bank to reduce substantially the time required to
process loan applications.
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to assist in meeting the credit needs of small busi-
nesses, including the Philadelphia Commercial Devel-
opment Corporation (‘“PCDC’’)(promotion of entre-
preneurial development, especially among women and
minorities), the PCDC Housing Contractor Program,
and the West Philadelphia Neighborhood Enterprise
Center (micro-loan pool and peer group lending facil-
ity). Small business lending in North Philadelphia
census tracts from January 1991 through September
1992 totalled 25 loans for approximately $1.7 million.

Meridian Bank also offers special consumer credit
products for low- and moderate-income consumers
under guidelines used by PHFA for its special credit
programs. Qualified applicants are eligible for reduced
interest rates, and the underwriting criteria are more
flexible in evaluating the credit histories of low- and
moderate-income consumers.2’ Consumer lending
from January 1991 through June 1992 totalled 863
loans amounting to approximately $5.4 million in
North Philadelphia census tracts.

Community development activities by Meridian
Bank also support residents in North Philadeiphia. For
example, the bank supports the Allegheny West Foun-
dation with board participation, loans, and grants to
promote housing development and related programs
for limited income families in North Philadelphia,
inciuding a 41-unit low-income rental housing project,
and 1o encourage the development of neighborhood
small businesses. Meridian Bank made 10 community
development loans in North Philadelphia census tracts
totalling approximately $1.2 million from January 1991
through October 1992.

E. HMDA Data and Lending Practices

The Board has reviewed the 1990 HMDA data re-
ported by Meridian Bank in light of Protestant’s com-
ments. Data cited by the Protestant indicate disparities
in rates of housing-related loan applications, and in
approvals and denials that vary by racial or ethnic
group in certain areas served by Meridian Bank.
Because all banks are obligated to ensure that their
lending practices are based on criteria that assure not
only safe and sound lending, but aiso assure equal
access to credit by creditworthy applicants regardiess
of race, the Board is concerned when the record of an
institution indicates disparities in lending to minority
applicants. The Board recognizes, however. that
HMDA data alone provide only a limited measure of
any given institution’s lending in its community. The
Board also recognizes that HMDA data have limiia-

21. Under these guidelines. Mendian Bank made 2.697 loans
totalling $14.5 millior during 1990, and it made 3.4¥5 joans totalling
£20.2 million during the first six months of 1991,

tions that make the data an inadequate basis, absent
other information, for conclusively determining
whether an institution has engaged in illegal discrimi-
nation on the basis of race or ethnicity in making
lending decisions.

The 1991 Examination found no evidence of illegal
discrimination at Meridian Bank. In addition, the 1991
Examination found that Meridian Bank’s board of
directors and senior management periodically assess
the adequacy of its implemented nondiscriminatory
policies, procedures, and training programs through
internal reviews and management reporting systems.
The bank’s policies and procedure manuals also con-
tain information that is intended 1o inform operating
personnel of the provisions of the various consumer .
regulations adopted to prevent discriminatory or ille-
gal credit practices.

Meridian Bank has undertaken a number of steps
designed to improve its lending to minorities and low-
and moderate-income neighborhoods. For exampie, to
assist potential borrowers, Meridian Bank has in-
creased its own credit counseling efforts and its efforts
in conjunction with community groups, such as the
Harrisburg Fair Housing Council. The bank has also
increased the promotion of the PHFA First Time
Home Buyer’s Lending Program to improve the lend-
ing opportunities for these borrowers. Meridian Bank
is also participating in programs such as the Commu-
nity Home Buyers Program with more flexible under-
writing criteria which permit higher debt to income
ratios.

G. Conclusion Regarding Convenience and
Needs Factors

The Board has carefully considered the entire record
of this application. inciuding the comments filed in this
case, in reviewing the convenience and needs factor
under the BHC Act. Based on a review of the entire
record of performance, including information provided
by the commenters and the performance examinations
by the banks’ primary regulators, the Board believes
that the efforts of Meridian and Peoples to help meet
the credit needs of all segments of the community it
serves, including low- and moderate-income neighbor-
hoods, are consistent with approval of this application.

The Board recognizes that the record compiled in
these applications points to areas for improvement in
the CRA performance of Meridian Bank. In this re-
gard. Meridian has initiated steps designed to
strengthen its housing-related lending to low- and
moderate-income and minority borrowers. On the
basis of all the facis of record, the Board concludes
that the convenience and needs considerations, includ-
ing the performance records of Meridian and Peoples
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Bank, are consistent with approval of these applica-
tions. The Board expects Meridian Bank to implement
fully the CRA initiatives and commitments discussed
in this Order and contained in its application. Meridian
Bank’s progress in implementing these initiatives and
commitments will be monitored by the Federal Re-
serve Bank of Philadeiphia and in future applications
to expand its deposit-taking facilities.

Other Considerations

The Board also concludes that the financial and man-
agerial resources?? and future prospects of Meridian
and Peoples, and their subsidiary banks, and the other
factors that the Board must consider under section 3 of
the BHC Act and the Bank Merger Act are consistent
with approval. Meridian Bank also has applied under
sections 9 and 24A of the Federal Reserve Act to
establish branches and invest in branch premises. The
Board has considered the factors it is required to
consider when reviewing applications purstant 1o
these sections of the Federal Reserve Act and finds
those factors to be consistent with approval.

Based on the foregoing and other facts of record. the
Board has determined that the applications should be,
and hereby are, approved. The Board’s approval of
this transaction is specifically conditioned upon com-
pliance by Meridian with the commitments it has made
in connection with this application. For purposes of
this action, these commitments are considered condi-
tions imposed in writing by the Board in connection
with its findings and decision and may be enforced in
proceedings under applicable laws. The transaction
approved in this Order shall not be consummated
before the thirtieth calendar day following the effective
date of this Order. or later than three months after the
effective date of this Order. unless such period is
extended for good catse by the Federal Reserve Bank
of Philadelphia, pursuant to delegated authority.

By order of the Board of Governors, effective
October 26, 1992.

Voting for this action: Chairman Greenspan and Governors
Mullins, Angell. Kellev. Lindseyv. and Phillips. Absent and
not voting: Governor LaWare.

JENNIFER J. JOHNSON
Assaciate Secretary of the Board

22. The Board has considered a comment alleging that Meridian
Bank has emplovec wrongful demand and collection procedures in
connection with lozns made 10 & minorityv-owned partnership. On the
basis of all the facts of record. inciuding an investigation of the
allegations and relevant reports of examination by the Federal Re-
serve Bank of Philadelphia. the Board concludes that these comments
do not raise issues that would warrant & denial of these applicaticns.

Orders Issued Under Section 4 of the Bank
Holding Company Act

First Bank System, Inc.
Minneapolis, Minnesota

Order Approving Acquisition of a Savings
Association

First Bank System, Inc., Minneapolis, Minnesota
(**FBS”’), and its wholly owned subsidiary, Central
Bancorporation, Inc., Denver, Colorado (‘‘CBI”’),
both bank holding companies within the meaning of
the Bank Holding Company Act (**‘BHC Act™’), have
applied pursuant to section 4(c)(8) of the BHC Act
(12 U.S.C. § 1843(c)8)) to acquire Western Capital
Investment Corporation, Denver, Colorado (‘‘West-
ern Capital’’), and its savings association subsidiary,
Bank Western, Denver, Colorado, pursuant to the
Board’'s Regulation Y (12 C.F.R. 225.25(b)(9)).! West-
ern Capital has also applied to acquire the nonbanking
subsidiaries of Western Capital and thereby engage in
mortgage lending activities, credit insurance, and gen-
eral insurance agency activities pursuant to the
Board's Regulation Y.2

Notice of the applications, affording interested per-
sons an opportunity to submit comments, has been
published (57 Federal Register 34,780 (1992)). The
time for filing comments has expired, and the Board
has considered the applications and all the comments
received in light of the factors set forth in section
4(c)(8) of the BHC Act.

The Board has determined that the operation of a
savings association is closely related to banking and
permissible for bank holding companies. 12 C.F.R.
225.25(bX9). In making this determination, the Board
required that savings associations acquired by bank
holding companies conform their direct and indirect
activities to those permissible for bank holding com-
panies under section 4 of the BHC Act. In this regard,

1. Western Capital will merge with and into CBI, with CBI as the
surviving entity. FBS has also requested approval to acquire 19.9
percent of Western Capital’s stock under a stock option agreement.
This agreement becomes moot upor consummation of this proposal.

Z. These nonbanking subsidiaries are: Field Mortgage Co., Denver,
Colorado (morigage lending activities pursuant to 12 C.F.R.

Wyoming (credit insurance activities pursuant 1o 12 C.F.R.
225.25(b)(8)(i)). FBS. & bank holding company grandfathered to en-
gage in general insurance agency activities under section 4(c)(8)(G) of
the BHC Act. has also applied 10 acquire Western Capital’s Western
insurance Services. Inc.. Denver, Colorado. and thereby continue to
engage in these activities pursuant to 12 C.F.R. 225.25(b)8)(vii). FBS
i+ seeking approval from the Colorado Insurance Commissioner to
engage in these activities and the Board's action is specifically
conditioned upor: obtaining approval to continue these activities from
the state commissioner.
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the Board has previously determined that the activities
of Western Capital’s nonbanking subsidiaries that FBS
and CBI propose to retain are permissible activities for
bank holding companies.?

In considering applications under section 4(c)(8) of
the BHC Act, the Board is required to determine that
the performance of the proposed activities ‘‘can rea-
sonably be expected to produce benefits to the public
. . . that outweigh possible adverse effects, such as
undue concentration of resources, decreased or unfair
competition, conflicts of interests, or unsound banking
practices.” 12 U.S.C. § 1843(c)(8).

FBS, with total consolidated assets of approxi-
mately $17.8 billion, controls 24 banks in Colorado,
Minnesota, Montana, North Dakota, Washington and
Wisconsin.4 FBS is the fourth largest commercial
banking organization in Colorado, controlling deposits
of $2.2 billion, representing 9.2 percent of total depos-
its in commercial banking organizations in the state.
Western Capital is the second largest thrift organiza-
tion in Colorado, controlling deposits of $2.1 billion,
representing 31.2 percent of total thrift deposits in the
state. Upon consummation of the proposed transac-
tion, FBS would become the second largest bank and
thrift institution (together. ‘‘depository institutions’’)
in Colorado, controlling deposits of $4.3 billion, rep-
resenting 14.0 percent of total deposits in depository
institutions in the state.

FBS and Western Capital compete directly in the
Colorado Springs, Denver. Fort Collins, Grand Junc-
tion, Greeley and Pueblo banking markets, all in
Colorado. After considering the competition offered
by other depository institutions in these markets,s the
number of competitors remaining in the markets, the
increase in concentration® and other facts of record,

3. FBS has committed to divest any impermissible real estate
investments within two vears of consummation of the proposal.

4. Asset data are as of June 30. 1992. State deposit data are as of
December 31, 1991. Market deposit data are as of June 30, 1990, for
banks and March 31. 1990. for thrift institutions.

5. Market deposit data before consummation are based on calcula-
tions 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 1o become. major competitors of
commercial banks. See Midwest Financial Group. 75 Federal Reserve
Bulletin 386 (1989); National Cinv Corporation. 70 Federal Reserve
Bulletin 743 (1984). Because the deposits of Western Capital would be
controlled by a commercial banking organization under FBS's pro-
posal. those deposits are included at 100 percent in the calculation of
the pro forma market share. See Norwest Corporation. 78 Federal
Reserve Bulletin 452 (1992): First Banks, Inc.. 76 Federal Reserve
Bulletin 669. 670 n.9 (1990).

6. Under the revised Department of Justice Merger Guidelines, 4
Federal Register 26823 (June 29. 1984). a market in which the
post-merger HHI is less than 1000 js considered unconcentrated. &
market in which the post-merger HHI is between 1000 and 1800 is
considered moderately concentrated. and a market in which the
post-merger HHI is above 1800 is considered highly concentrated.
The Justice Depariment has informed the Board that a bank merger or
acquisition generally will not be challenged (in the absence of other

the Board has concluded that consummation of the
proposal would not result in a significantly adverse
cffect on competition in any relevant banking market.?
Accordingly, the Board concludes that consummation
of this proposal would not result in a significantly
adverse effect on competition in any relevant market.

Community Reinvestment Act Considerations

In considering applications to acquire a savings asso-
ciation under section 4 of the BHC Act, the Board also
reviews the records of performance of the relevant
institutions under the Community Reinvestment Act
(12 U.S.C. § 2901 er seq.) (*“CRA™).®2 The CRA re-
quires the federal financial supervisory agencies to
encourage financial institutions to heip meet the credit
needs of the local communities in which they operate,
consistent with the safe and sound operation of such
institutions. To accomplish this end, the CRA requires
the appropriate federal supervisory authority to ‘‘as-
sess an institution’s record of meeting the credit needs
of its entire community, including low- and moderate-
income neighborhoods, consistent with the safe and
sound operation of the institution,”” and to take that
record into account in its evaluation of bank holding
company applications.®

factors indicating anticompetitive effects) unless the post-merger HH1
is at least 1800 and the merger increases the HHI by more than 200
points. The Justice Department has stated that the higher-than-normal
HHI thresholds for screening bank mergers for anticompetitive effects
implicitly recognize the competitive effect of limited-purpose lenders
and other non-depository financial institutions.

7. In the Colorado Springs banking marker, FBS would become the
fourth largest depository institution. representing 12.5 percent of total
deposits in depository institutions in the market (*'market deposits"’),
and the HHI would increase by 34 points to 1240. FBS would become
the second largest depository institution in the Denver-Boulder bank-
ing market. representing 16.8 percent of market deposits, and the HH1
would increase by 131 points to 954. In the Fort Collins banking
market, FBS would become the fourth largest depository institution,
representing 6.3 percent of market deposits, and the HH] would
decrease by 59 points 10 2081, FBS would become the second largest
depository institution in the Grand Junction banking market, repre-
senting 23.8 percent of market deposits, and the HHI would increase
by 74 points 1o 1750. In the Greeley banking market, FBS would
become the fourth largest depository institution. representing 8.0
percent of market deposits. and the HHI would decrease by 34 points
to 1508. FBS would become the sixth largest depository institution in
the Pueblo banking market. representing 13.5 percent of market
deposits. and the HHI would decrease by 13 points to 1593.

&. The Board previously has determined that the CRA by its terms
does not generally apply to applications by bank holding companies to
acquire nonbanking companies under section 4(c)(§) of the BHC Act.
The Mitsui Bank. Lid., 76 Federal Reserve Bulletin 381 (1990). The
Board also has stated that, unlike other companies that may be
acquired by bank holding companies under section 4(c)(8) of the BHC
Act. savings associations are depository institutions. as that term is
defined in the CRA. and thus, acquisitions of savings associations are
subject to review under the express terms of the CRA. Norwest
Corporation, 76 Federal Reserve Bulletin 87% (1990).

¢. 12 U.S.C. & 2903
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In connection with these applications, the Board
has reviewed comments received from the Denver
Community Reinvestment Alliance (‘‘Protestant’’)
regarding the lending activities of the FBS operations
in Denver on the basis of data submitted under the
1990 Home Mortgage Disclosure Act (““HMDA™),
Protestant also alleges that FBS Mortgage Corpora-
tion (‘‘FBS Mortgage’’), a mortgage company sub-
sidiary of FBS, has inadequate outreach and market-
ing efforts to minority communities in Denver and
that FBS Mortgage denies a greater percentage of
mortgage loans to minorities than to non-minorities
in Denver.10

The Board has carefully reviewed the CRA perfor-
mance records of FBS and Bank Western, as well as
Protestant’s comments and FBS’s responses to those
comments, and all of the other relevant facts, in light
of the CRA, the Board’s regulations, and the State-
ment of the Federal Financial Supervisory Agencies
Regarding the Community Reinvestment Act (‘*Agen-
cy CRA Statement’’).1

Initially, the Board notes that FBS's lead bank, First
Bank, Minneapolis, Minnesota, received a *‘satisfac-
tory”” rating for CRA performance from its primary
regulator, the Office of the Comptroller of the Cur-
rency (**OCC™), in its most recent examination for
CRA performance in January 1991.'2 The Agency
CRA Statement provides that a CRA examination is an
important and often controlling factor in the consider-
ation of an institution’s CRA record and that these

10. The Board also has considered that the Depariment of Housing
and Urban Development (' HUD ') has been requested by a commu-
nity group to investigate the lending practices of FBS Mortgage in
Denver. This request was made in early October 1952, and HUD is in
the initial stages of the review of this matter. The Board will monitor
HUD's investigation and will take appropriate action. including su-
pervisory action, if appropriate, following completion of the review by
HUD.

11. 54 Federal Register 13,742 (1989).

12. All of the 24 subsidiary banks of FBS have received an
“outstanding” or a ‘‘satisfactory’” CRA rating from their primary
regulator in their latest examination for CRA performance with the
exception of Central Bank Grand Junction. Grand Junction. Colorado
(**GJ Bank"’). GJ Bank, which constitutes less than 1 percent of FBS's
consolidated assets, received a ‘‘needs to improve”” CRA perfor-
mance rating from the OCC as of June 1991. Following this examina-
tion. GJ Bank prompily undertook a number of steps to address
identified areas of weakness in CRA performance. For example, the
bank has improved its efforts to ascertain community credit needs
through & demographic analysis and community contacts. GJ Bank
also increased its marketing efforts, including to low- and moderate-
income communities. through medija advertisements, direct mail,
product brochures, telemarketing and reaitor calls. and is working
directly with community groups involved in building low-income
housing. In addition. GJ) Bank is participating in new lending programs
to meet the needs of its community. such as the Community Enter-
prise Loan Initiative. a microlending program. On the basis of these
and other facts of record. the Board believes that these initiatives
sufficiently address relevant areas of weakness in GJ Bank's record of
performance under the CRA.

reports will be given great weight in the applications
process.!13

Bank Western, which is the insured depository
institution that FBS and CBI propose to acquire,
received a ‘‘needs to improve'’ CRA rating in its most
recent examination by its primary regulatory, the
Office of Thrift Supervision (‘*OTS"’), in May 1992.
FBS has committed to initiate CRA training programs
for Bank Western staff immediately upon consumma-
tion of this proposal. In addition, FBS has committed
to institute its corporate CRA policies and programs,
discussed below, at Bank Western upon consumma-
tion of this proposal.

FBS Policies and Programs. FBS has a Vice-Presi-
dent for Community Relations that coordinates and
provides support to all community reinvestment ef-
forts within FBS. In addition, FBS has a nine-member
Senior CRA Policy Committee which is charged with
overseeing the overall CRA performance of FBS’s
subsidiary banks and resolving any CRA issues that
arise. CBI also has its own full-time Community
Relations Department to oversee FBS’s CRA activi-
ties in Colorado markets and to provide technical
assistance on CRA matters. CB] will form a Senior
CRA Policy Committee for Colorado.

Each of the subsidiary banks of FBS has a market
manager whose primary responsibility is developing
and implementing the local community reinvestment
efforts. To assist these market managers, FBS has
developed a Community Reinvestment Evaluation and
Planning Handbook (‘*‘CRA Handbook’'). The CRA
Handbook requires each of FBS’s subsidiary banks to
annually complete a six step CRA planning process
which includes: delineating the bank’s community;
evaluating the bank’s CRA performance for the prior
year: assessing community needs through community
involvement and analyzing pertinent economic and
demographic information; identifying specific commu-
nity credit needs, including for lJow- and moderate-
income individuals; developing specific plans for meet-
ing these credit needs, including the development of
products and outreach mechanisms to targeted bor-
rowers: and involving the bank’s board of directors in
CRA planning.!®

HMDA Data. The Board has reviewed the 1990 and
1991 HMDA data reporied by FBS in Denver, and

13. 54 Federal Register at 13,745,

14. Senior managers from Bank Western will also be included in
CBY's Senior CRA Policy Committee for Colorado.

15. Bank Western managers will receive a copy of FBS's CRA
Handbook. FBS will work with Bank Western to develop and imple-
ment & written CRA plan for Bank Western for 1993. The CRA plan
will include the six steps set forth above in the CRA planning process
as outlined in the CRA Handbook.
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Protestant’s comments regarding these data.’¢ These
data indicate that loan originations vary for FBS
Mortgage by racial or ethnic group and income level in
Denver.

The Board has evaluated the HMDA data for FBS
Mortgage in light of several factors. First, the Board
notes that FBS serves Denver through a combination
of CBI's subsidiary banks in the Denver area (the
“Central Banks’')!?” and FBS Mortgage. Thus, the
Board has considered the combined record in Denver
of the Central Banks and FBS Morigage. Second, the
Board has considered, in light of the generally satis-
factory record of FBS, the steps that FBS has com-
mitted to take to improve the record of FBS Mortgage
in Denver.

The Board believes that the lending record of FBS

Mortgage must be considered in the context of the

Central Banks lending activities in the Denver area.
For example, the Central Banks provide a number
credit products and services to residents and busi-
nesses located in low- and moderate-income and mi-
nority communities in Denver. As of year-end 1991,
the Central Banks originated $7.3 million in consumer
loans to consumers from low- and moderate-income
zip codes in the Denver MSA. Central Bank, N.A.
also has outstanding approximately $11.4 million in
loans to minority-owned businesses and approxi-
mately $4.4 million in loans to businesses owned by
women. In addition, Central Bank, N.A. has commit-
ted to provide $300,000 over a three-year period to the
Cole Coalition, a community development parinership
initiated to help strengthen a low-income neighbor-
hood in Denver.’® The Central Banks have extended

$500,000 in credit to support the construction of hous- -

ing for persons with disabilities in the Denver MSA.
In addition, the Central Banks have also recently
introduced the Community Enterprise Lending Initia-
tive (""CEL}") to provide technical assistance and
credit to small and emerging businesses. A CELI
Advisory Council that the Central Banks have formed
1o discuss the needs of small and emerging businesses
and to assess the effectiveness of the CELI program

16. Depository and mortgage company subsidiaries were required
for the first time in 1990 1o report the information regarding both loan
approvals and denjals to the banking agencies and the public. This
information includes data on the race. gender and income of individual
applicants, as well as the location of the property securing the
potential loan and the disposition of the application.

17. CBl's lead bank in Colorado, Central Bank. N.A.. Denver,
Colorado. received & '‘satisfactory” CRA rating from its primary
regulator, the OCC, in its most recent examination for CRA perfor-
mance in May 199]. The examination found no evidence of illegal
discrimination.

18. Senior officers and board members of Central Bank N A serve
on the board of directors of several organizations related to commu-
nity development and affordable housing, including the Capital Hill
Community Center and the Cole Neighborhood Project.

includes several key organizations that represent mi-
nority communities.’® Central Bank N.A. also has
provided $150,000 in grants to community organiza-
tions in 1991, including Colorado Housing Assistance
Corporation, Greater Denver Local Development Cor-
poration, and MiCasa Resource Center for Women.

FBS Mortgage has made 88 mortgage loans to low-
and moderate-income areas in Denver totaling approx-
imately $5.7 million in 1991. During 1992 to date, FBS
Mortgage has made 129 loans to low- and moderate-
income areas in Denver for a total of approximately
$10.5 million. FBS Mortgage also assists in meeting
the housing-related credit needs of low- and moderate-
income residents in Denver by participating in special
programs. For example, FBS Mortgage made 100
loans in Denver, for a total of $4.2 million, in 1991 to
low- and moderate-income persons in connection with
the Colorado Housing Finance Agency (‘‘CHFA™).
During 1992 to date, FBS Mortgage has made 78 loans
in Denver, for a total of $3.5 million, in connection
with the CHFA.

FBS Mortgage also has taken a number of steps
designed to improve its record of ascertainment, mar-
keting and lending to minority and low- and moderate-
income communities in Denver. For example, FBS
Mortgage has hired a new Community Lending Man-
ager who is responsible for community outreach and
marketing of affordable mortgage programs. FBS
Mortgage is also hiring two additional mortgage origi-
nators who will devote their time exclusively to mort-
gage programs for Jow- and moderate-income borrow-
ers. In addition, FBS Mortgage and the Central Banks
will convene at least four focus group meetings in the
Denver metropolitan area in 1993 to ascertain commu-
nity awareness of credit products and services offered
by both the Central Banks and FBS Mortgage and to
solicit feedback on performance.2¢

FBS Mortgage also has introduced a new mortgage
product, Home Advantage, for first mortgages. The
Home Advantage product was designed with more
flexible underwriting criteria and requires a downpay-
ment of only $1,000, which can be met in several
different ways. including through a secured or unse-
cured loan. As part of the Home Advantage program,
FBS Mortgage has established a Financial Assistance
Program 10 assist borrowers in obtaining funds, includ-

19. The Central Banks also offer SBA lending and provide small
business joans through their Mainstreet Credit depariment. Main-
street Credit uses simplified application forms and guarantees a
48-hour response after receiving a completed loan application.

20. CBI is planning to conduct a survey in 1993 of all available
publications, including neighborhood newspapers and newspapers
directed to specific ethnic populations, to determine appropriate
vehicles for FBS Mortgage and the Central Banks to reach minority
and Jow- and moderaie-income communities in Colorado.
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ing through FBS Mortgage, for closing costs, down-
payment and property rehabilitation. In connection
with the Home Advantage program, FBS Morigage
also plans to form partnerships with community orga-
nizations and/or government entities in Denver to
provide counseling, help with outreach and provide
feedback on product design.

FBS Mortgage has also introduced a home equity
loan for home improvement with liberalized under-
writing criteria. The minimum Joan amount under this
program is $2,000, and borrowers may get ioans for up
to 100 percent of the equity in their home. In addition,
FBS Morigage participates as an originator in the
Colorado Housing & Finance Authority 1992 bond
issue, which provides low interest rate mortgage loans
to low- and moderate-income first time homebuyers
throughout Colorado.

Based on a review of the entire record of perfor-
mance of FBS, including relevant examination re-
ports, the Board believes that the efforts of FBS to
help meet the credit needs of all segments of its
communities, including low- and moderate-income
neighborhoods, are generally consistent with approval
of this proposal. In reaching this conclusion, the Board
has also considered that FBS Mortgage has aiready
initiated some, and has committed to initiate addi-
tional, steps designed to strengthen home mortgage
lending to minority and low- and moderate-income
communities in Denver.

On the basis of all the facts of record, the Board
concludes that convenience and needs considerations,
including the CRA records of FBS and Western Cap-
ital, are consistent with approval of these applica-
tions.2! The Board expects FBS to implement fully the
CRA initiatives and commitments discussed in this
Order and contained in its application, including the
steps FBS has proposed to improve the lending record
of FBS Mortgage and Bank Western in Denver. FBS's

21. Protestant has requested that the Board hold a public hearing or
meeting to permit Protestant 1o attempt to elicit additional information
regarding the mortgage lending performance of FBS Morigage in
Denver and to obtain information on FBS’s lending activities relating
to disabled borrowers and to minoritv-owned small businesses. In
considering this request. the Board has considered that Protestant has
been provided an opportunity to seek information directly from
Applicant and 10 submit written comments to the Board regarding the
CRA performance of Applicant. and has in fact submitted written
comments regarding its CRA allegations. In addition, in response to
Protestant’s request for a meeting with FBS, the Federal Reserve
Bank of Minneapolis moderated an informal meeting on October 20,
1992. as provided for under the Board's Rules of Procedure
(12 C.F.R. 262.25(c)). In light of these facts and all the facts of record
relating to the CRA performance of FBS Morigage and the Central
Banks in Denver. including relevant examination information and the
steps taken by FBS Mortgage to improve its housing-related lending in
low-and moderate-income areas. the Board believes that & public
hearing or meeting requested would serve no useful purpose or be
required in this case.

progress in implementing these initiatives and commit-
ments will be monitored by the Board and taken into
account in the Board’s consideration of future appli-
cations by FBS to expand its deposit-taking facilities.

Financial, Managerial and Other Considerations

The financial and managerial resources of FBS and its
subsidiaries and Western Capital and its subsidiaries
are consistent with approval. In assessing the financial
factors, the Board believes that bank holding compa-
nies must maintain adequate capital at savings associ-
ations that they propose to acquire. Upon consumma-
tion, FBS will meet all applicable capital requirements
and has committed that Bank Western will meet all
current and future minimum capital ratios adopted for
savings associations by the OTS or the FDIC.»

In considering FBS’s acquisition of the nonbanking
activities of Western Capital, the Board notes that
these subsidiaries compete in geographic markets that
are regional or national in scope. These markets are
served by numerous competitors, and FBS does not
have a significant market share in any of these mar-
kets. Accordingly, the Board concludes that consum-
mation of this proposal would not have a significant
adverse effect on competition in any relevant market.
FBS has also stated that the proposal will result in an
increase in credit availability and improved services
for customers of Bank Western. The record does not
indicate that consummation of this proposal is likely to
result in any significantly adverse effects, such as
undue concentration of resources, decreased or unfair
competition, conflicts of interests, or unsound banking
practices.

Based upon consideration of all the facts in this
case, the Board has determined that the balance of the
public interest factors it must consider under section
4(c)(8) of the BHC Act is favorable and consistent with
approval of the FBS's applications to acquire Western
Capital. Accordingly, the Board has determined that
the applications should be, and hereby are, approved.
This approval is specifically conditioned on compli-
ance by FBS with all of the commitments made in
connection with these applications and with the con-
ditions referenced in this order. The determinations as
1o Western Capital’s nonbanking activities are also
subject to all the conditions contained in the Board’s
Regulation Y. including those in sections 225.4(d) and
225.23(b)(3) (12 C.F.R. 225.4(d) and 225.23(b)(3)), and
to the Board’s authority to require such modification
or termination of the activities of a holding company or

22. For purposes of this commitment. investments in impermissible
real estate projects and developments will be excluded from the
definition of capital.
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any of its subsidiaries as it finds necessary to assure
compliance with, or prevent evasions of, the provi-
sions and purposes of the BHC Act and the Board’s
regulations and orders issued thereunder. For pur-
poses of this approval, the commitments and condi-
tions relied on in reaching this decision are both
conditions imposed in writing by the Board and, as
such, may be enforced in proceedings under applicable
law.

The transaction shall 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 Minneapolis,
acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 29, 1992.

Voting for this action: Vice Chairman Mullins and Gover-
nors Angell, Kelley. LaWare. Lindsey, and Phillips. Absent
and not voting: Chairman Greenspan.

JENNIFER ]. JOHNSON
Associate Secretary of the Board

National Westminster Bank PLC
London, England

Order Approving Application 10 Engage in the
Execution and Clearance of Futures Contracts and
Options on Futures Conrracts and Providing
Investment Advice on These Instruments

National Westminster Bank PLC, London, England
(‘*Applicant’’), a registered bank holding company.
has applied under section 4(c)(8) of the Bank Holding
Company Act (“BHC Act™), 12 U.S.C. § 1843(c}8).
and section 225.23(a)(3) of the Board’s Regulation Y.
12 C.F.R. 225.23(a)(3). to acquire all of the outstand-
ing shares of Burns Fry Futures. Inc., Chicago, Illinois
(**Company’’), and. through Company. engage in the
execution and clearance on major commodity €x-
changes of certain futures contracts and options on
futures contracts as a futures commission merchant
(“*“FCM™). and provide investment advice on these
instruments. The activities would be conducted in the
United States and abroad.

Notice of the application. affording interested per-
sons an opportunity to submit comments, has been
duly published (57 Federal Register 1185 (1992)). The
time for filing comments has expired. and the Board
has considered the application and all comments re-
ceived in light of the public interest factors set forth in
section 4(c)(8) of the BHC Act.

Applicant. with total consolidated assets equivalent
to approximately U.S. $229.3 billion, is the 16th larg-

est banking organization in the world, and provides a
full range of retail and wholesale banking services
worldwide.? In the United States, Applicant operates
numerous representative offices, branches in New
York and Illinois, an agency in California, and numer-
ous nonbanking subsidiaries engaged in a variety of
activities. Applicant also controls NatWest Holdings,
Inc., New York, New York, and its subsidiaries,
National Westminster Bank USA, New York, New
York, and National Westminster Bank NJ, Jersey
City, New Jersey. Applicant engages in various activ-
ities in the United States under section 4(c)8) of the
BHC Act.

Company is a wholly owned subsidiary of Burns Fry
Limited, Toronto, Canada, and is registered with the
Commodity Futures Trading Commission (‘‘CFTC’")
as a futures commission merchant (‘‘FCM”’). Com-
pany engages in the execution and clearance of futures
contracts and options on futures contracts set forth in
the Appendix anc provides related investment advice
on these instruments.

The Board has previously determined by regulation
that the execution and clearance of futures contracts
and options on futures contracts for a variety of
financial instruments, and providing advisory services
with respect to such futures contracts are activities
that are closely related tc banking.? The Boar¢ by
Order has previously approved the execution and
clearance of, and the provision of advisory services °
with respect to, all the specific futures contracts,
options thereon, and exchanges in this proposal, ex-
cept the Nikkei Stock Average traded on the Chicago °
Mercantile Exchange.> The Nikkei Stock Average is
essentially identical to instruments previously ap-
proved by the Board.¢ Based on the facts of record, -
the Board concludes that the proposed activities, !
inciuding trading Nikkei Stock Average futures con- °
tracts and options thereon on the Chicago Mercantile
Exchange. are closely related to banking. ‘

1. Asset data are as of December 31, 1991. Ranking is as of
December 31, 1990.

2. 12 C.F.R. 225.25(b)(18) and (1a).

3. 8¢e. e.g., The Sanwa Bank, Limited. 77 Federal Reserve Bulletin
64 (1991): Chemical Banking Corporation, 76 Federal Reserve Bulle-
rin 660 (1990); The Long-Term Credit Bank of Japan, Limited, 76
Federal Reserve Builetin 55¢ (1990); The Long-Term Credit Bank of
Japari. Limited, 74 Federal Reserve Bulletin 573 (1988); The Chase
Mankauan Corporation. 72 Federal Reserve Bulletin 203 (1986).

4. The Nikkei Stock Average futures contract is & broad based bond
index that has been approved by the Board on the Singapore Interna-
tional Monetary Exchange. The Board has also approved several
futures contracts and options thereor traded on the Chicago Mercan-
tile Exchange. See Chemical Banking Corporation. supra. and orders
cited therein. The Board also notes that in conducting investment |
advisory zctlivities related 1o this instrument. an FCM is subject to
regulation under the Commodity Exchange Act and the regulations of
the CFTC as & registered advisor.
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Under section 4 of the BHC Act, the Board is also
required to determine that the performance of the
proposed activities by Applicant ‘‘can reasonably be
expected to produce benefits to the public . . . that
outweigh possible adverse effects, such as undue
concentration of resources, decreased or unfair com-
petition, conflicts of interests, or unsound banking
practices.”” 12 U.S.C. § 1843(c)(8).

In cases involving a nonbanking acquisition by a
bank holding company under section 4 of the BHC
Act, the Board considers the financial condition and
resources of the applicant and its subsidiaries and the
effect of the transaction on these resources.’ In this
case, the proposed activities will require a direct de
minimis capital investment by Applicant. The Board
also has considered Applicant’s record of financial
support to its U.S. operations to be an important
factor in assessing this proposal. Based on all the facts
of record, the Board concludes that the financial and
managerial resources of Applicant are consistent with
approval. There is no evidence in the record that
consummation of the proposal would result in any
significant adverse effects such as undue concentration
of resources, decreased or unfair competition, con-
flicts of interests, or unsound banking practices. In
addition, the Board has taken into account and has
relied on the regulatory framework established pursu-
ant 10 law by the CFTC for the trading of futures, as
well as the conditions set forth in section 225.25(b)(18)
of Regulation Y with respect to executing and clearing
futures contracts and options on futures contracts, and
in section 225.25(b)(19) of Regulation Y with respect to
the provision of investment advice as a FCM as to
futures contracts or options thereon. Based on consid-
eration of all the relevant facts. the Board concludes
that the balance of the public interest factors that it is
required to consider under section 4(c)8) is favorable.

Based on all the facts of record, and subject to the
commitments made by Applicant, as well as all of the
terms and conditions set forth in this order and in the
above noted Board orders that relate to these activi-
ties. the Board has determined that the application
should be, and hereby is, approved. The Board’s
determination is also subject to all of the conditions set
forth in Regulation Y, including those in sections
225.4(d) and 225.23(b), and to the Board's authority to
require modification or termination of the activities of
a bank holding company or any of its subsidiaries as
the Board finds necessary to assure compliance with,
and to prevent evasion of. the provisions of the BHC
Act and the Board’s regulations and orders issued

5. 12 C.F.R. 225.24: The Fuji Bank. Limircd. 7% Federal Reserve
Bulletin 94 (1989): Baverische Vereinsbank AG. 73 Federal Reserve
Bulletin 155, 156 (1987).

thereunder. The commitments and conditions relied
on in reaching this decision are conditions imposed in
writing by the Board in connection with its findings
and decision and may be enforced in proceedings
under applicable law.

This transaction shall 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,
pursuant to delegated authority.

By order of the Board of Governors, effective
October 7, 1992,

Voting for this action: Chairman Greenspan and Governors
Mullins, Kelley, LaWare, Lindsey, and Phillips. Absent and
not voting: Governor Angell.

JENNIFER J. JOBNSON
Associate Secretary of the Board

Appendix
Chicago Board of Trade

Major Market Index futures contract!
Bond Buyer Municipal Board Index futures contract?
Long-Term Municipal Bond Index futures contract?

Chicago Mercantile Exchange

Standard & Poor’s 500 Stock Price Index futures
contract (**S&P 500°")¢
Options on the S&P 5005

Financiele Termijnmarkt Amsterdam NV

Dutch Government Bond Index futures contract¢
Hongkong Futures Exchange Limited

Hang Seng Stock Index futures contracts’
Kansas Ciry Board of Trade

Value Line Futures (Maxi) Index futures contract®

1. Hongkong and Shanghai Banking Corporation, 76 Federal Re-
serve Bulletin 770 (1990) (‘*Hongkong and Shanghai’’).

2. 1d.

3. 1d.

4. Chkemical Banking Corporation, 76 Federal Reserve Bulletin 660
(1990) (*"Chemical’").

s Id.

6. Hongkong and Shanghai.

7. 1d.

8. Jd.
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Value Line Futures (Mini) Index futures contract®
London International Financial Futures Exchange

Financial Times-Stock Exchange 100 Index
("“FT-SE 100’)'0
FT-SE 100 futures contracts and options thereon!!
Options on foreign exchange’?
UK Bond futures contracts'3
Eurodollar and Sterling deposit interest rate futures
contracts!4

Marche a Terme d’Instruments Financiers
French Government Bond Index futures contracts!s
New York Futures Exchange

New York Stock Exchange Composite Index
(“NYSECI")¢
Options of the NYSECI”

Singapore International Monetary Exchange
Nikkei 225 futures contract'®
Svdney Futures Exchange

All Ordinaries Share Index futures contracts!®
Australian Government Bond futures contracts?0

Tokyo Stock Exchange

Tokyo Stock Price Index futures contracts?}
Japanese Government Bond futures contracts?

9. Id.
10. Chase Manhattan Corporation, 72 Federal Reserve Bulletin 203
(1986).

11. 1d.

12. Hongkong and Shanghai.
13. 1d.

14. Id.

15. 1d.

16. I1d.

17. 1d.

18. Id.

19. Id.

20. 1d.

21. 1d.

22. 1d.

Saban, S.A.
Panama City, Panama

Republic New York Corporation
New York, New York

Order Approving Application to Engage in Various
Securities-Related Activities, Including Acting as a
“Conduit’’ in Securities Borrowing and Lending

Saban, S.A., Panama City, Panama (‘‘'Saban™"), and its
subsidiary, Republic New York Corporation, New
York, New York (‘‘Republic’)(together, the **Appli-
cant’’), have applied pursuant to section 4(c)(8) of the
Bank Holding Company Act (12 U.S.C. § 1843(c)(8))
(*'BHC Act”) and section 225.23(a) of the Board’s
Regulation Y (12 C.F.R. 225.23(a)), for prior approval
to engage de novo, on a domestic and international
basis, through the Applicant’s wholly owned subsid-
iary, Republic New York Securities Corporation, New
York, New York (‘““Company’’), in the following ac-
tivities:
(1) Providing investment advisory services and fi-
nancial advisory services, including advice regard-
ing mergers. acquisitions, and capital raising pro-
posals by institutional customers, pursuant to
section 225.25(b)(4) of Regulation Y;
(2) Providing securities brokerage services on an
individual basis as well as in combination with
investment advisory services (‘‘full-service broker-
age”’), including exercising limited investment dis-
cretion on behalf of institutional customers;
(3) Purchasing and selling all types of securities on
the order of institutional and retail customers as a
*“‘riskless principal;’’ and
(4) Engaging in securities credit activities under the
Board’s Regulation T, pursuant to section
225.25(b)(15)of Regulation Y, including acting as a
‘‘conduit™ or “‘intermediary’’ in securities borrow-
ing and lending.

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
duly published (57 Federal Register 2098 (1992)). The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 4(c)(8)
of the BHC Act.

Republic. with $32.2 billion in total consolidated
assets, is the 11th largest commercial banking organi-
zation in New York State.! Republic operates one

1. Asset data are as of March 31, 1992,
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subsidiary bank and one subsidiary savings bank in
New York. and engages directly and through its sub-
sidiaries in a broad range of permissible nonbanking
activities throughout the United States.

Saban is organized under the Jaws of Panama and
operates a branch office in Gibraltar and a second-tier
holding company in Luxembourg. These jurisdictions
have laws limiting the disclosure of business or bank-
ing information.

To address the Board’s concerns about issues
arising from the operations of foreign companies that
operate banking organizations in the United States,
Saban and its principal sharcholder have exercised
their right to waive certain provisions of foreign
secrecy laws and have made various commitments
designed to enable the Board to have ready and
complete access to the books and records of Saban
and its affiliates. and to monitor the operations of
Saban and its affiliates in the same manner that the
Board inspects and monitors the activities of domes-
tic banking organizations. Among other commit-
ments, Saban and its principal shareholder each have
commitied:

(1) To submit to personal jurisdiction in the U.S.

with respect to all aspects of enforcement of U.S.

banking laws, and have exercised their rights to

waive certain defenses to assertions of personal
jurisdiction over Saban and its principal sharehoider

in the U.S.:

(2) To appoint a registered agent in the U.S. accept-

able 1o the Board for service of process: and

(3) To permit the Board at any time to inspect books

and records of Saban and its subsidiaries, as well as

the companies controlled by this shareholder.

Local counsel in relevant jurisdictions have given
opinions that local law would not prevent access to
books and records of these companies under these
circumstances. The Board believes that these steps are
important in order to ensure that the Board has access
to relevant information necessary to monitor compli-
ance with the banking laws and to ensure that the
location of an applicant or affiliate in a foreign juris-
diction does not impede the Board's ability to enforce
compliance with applicable U.S. banking laws.

The Board previously has determined by regulation
that engaging in the proposed:

(1) Investment advisory and financial advisory ser-

vices. including providing advice regarding mergers.

acquisitions. and capital raising proposals by insti-

tutional customers: and

(2) Securities brokerage activities, including full-ser-

vice brokerage and exercising limited investment

discretion on behalf of institutional customers. are

closely related to banking under section 4(c)(8) of
the BHC Act.?

Applicant has committed that Company will conduct
these activities in accordance with the conditions and
limitations set forth in Regulation Y.3

**Riskless principal” is the term used in the securi-
ties business to refer to a transaction in which a
broker/dealer, after receiving an order to buy (or sell)
a security from a customer, purchases (or sells) the
security for its own account to offset a contemporane-
ous sale to (or purchase from) the customer.4 Riskless
principal transactions are understood in the industry to
inciude only transactions in the secondary market.
Applicant thus proposes that Company would not sell
securities at the order of a customer that is the issuer
of the securities to be sold or in any transaction where
Company has a contractual agreement to place the
securities as agent of the issuer. In acting as a riskless
principal, Company also would not engage in any
transaction involving a security for which it makes a
market.

The Board previously has determined by order that,
subject to certain prudential limitations that address
the potential for conflicts of interests, unsound bank-
ing practices or other adverse effects, the proposed
riskless principal activities are so closely related to
banking as to be a proper incident thereto within the
meaning of section 4(c)8) of the BHC Act. The Board
also has determined that purchasing and selling secu-
rities on the order of investors as a riskless principal
does not constitute underwriting and dealing in secu-
rities for purposes of section 20 of the Glass—Steagali
Act, and that revenue derived from this activity is not
subject to the 10 percent revenue limitation on ineligi-
ble securities underwriting and dealing. Applicant has
committed that Company will conduct its riskiess
principal activities using the same methods and proce-
dures, and subject to the same prudential limitations
established by the Board in the Bankers Trust and J.P.
Morgarn orders.®

2. See 12 C.F.R. 225.25(b)(4), {b)15).

3. See id. Company will provide discretionary investment manage-
ment for institutional customers only, in accordance with the provi-
sions of sections 225.2(g) and 225.25(b)(15)(ii) of Regulation Y.

4. See Securities and Exchange Commission Rule 10b-10(a)&)(i)
(12 C.F.R. 240.10b-10¢z)(8)()).

5. Bankers Trust New York Corporation, 75 Federal Reserve
Bulletin. 829 (1989) (**Bankers Trust’"); J.P. Morgan and Companry,
Inc.. 76 Federal Reserve Bulleiin 26 (1990) (‘**J.P. Morgan™). As
detailed more fully in those orders. in addition to the commitments
imposed by the Board in connection with underwriting and dealing in
securities. Company will maintain specific records that will clearly
identify all riskless principel transactions, and Companyv will not
engage in any riskless principal transactions for any securities carried
in its inventory. When acting as a riskless principal, Company will
only engage in transactions in the secondary market, and not at the
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Acting as a Conduit in Securities Borrowing and
Lending

As part of its securities brokerage activities, Applicant
proposes that Company engage in securities credit
activities under the Board's Regulation T.¢ including
engaging in securities borrowing and lending activities.
Regulation T, which restricts the extent to which secu-
rities broker/dealers may obtain and extend credit,
permits securities borrowing and lending transactions
by broker/dealers if these activities are conducted *‘for
the purpose of making delivery of the securities in the
case of short sales, failure 10 receive securities required
to be delivered, or other similar situations.™’?

The Board previously has permitted a bank holding
company subsidiary to engage, as part of its securities
brokerage activities, in lending and borrowing securi-
ties that the bank or bank holding company holds on
behalf of customers.* In addition, banks and bank
holding companies are permitted to borrow and lend
securities held in their own portfolios.®

In this case, Applicant also proposes that Company
borrow and lend the securities of non-customer third
parties. Company would seek out counterparties to
securities borrowing and lending transactions and
would assume much the same risk in these transac-
tions as if Company were borrowing or lending its own
securities or its customers’ securities. In this capacity.
Company would act as 2 “"conduit’’ or “‘intermediary ™
in securities borrowing and lending. Company would
supply-—upon the request of another broker/dealer
who is unable to obtain securities needed to satisfy
customer investment or operational needs-—securities
not available in Company accounts or customer ac-
counts by seeking out third party non-customer lend-
ers. In addition to locating the securities, Company
proposes to coordinate, on behalf of the borrower and

order of a customer that is the issuer of the securities to be sold, will
not act as riskless principal in any transaction involving a security for
which it makes 2 market. nor hold itself out as making a market in the
security that it buvs and sells as a riskless principal. Moreover.
Company will not engage in riskless principal transactions on behalf of
its foreign affiliates that engage in securities dealing activities outside
the United States.

6. See 12 C.F.R. 225.25(b)15).

7. See 12 C.F.R. 220.16.

8. See The Chase Manhattan Corporation. 68 Federal Keserve
Bulletin. 725 (1983) (**Chase Manhanan™’). The Board found that
securities borrowing and lending is closely related to banking and
incidental to permissible discount securities brokerage activities and the
extension of margin credit under Regulation T. See aiso Canadiar
Imperial Bank of Commerce. 74 Federal Reserve Bulietin 571, 872 1.1
(1988).

9. See the Federal Financial Institutions Examination Council's
(*FFIEC™") Supervisory Folicy Statement on Securities Lending.
F.RR.S. §3-1579.5 (1985) tariiculating guidelines for securities
lending activities of banks).

lender, the exchange of securities and collateral nec-
essary to the transaction.!0

In order to approve an application submitted pursu-
ant to section 4(c)(8) of the BHC Act, the Board is
required to determine that the proposed activity is *‘so
closely related to banking as to be a proper incident
thereto.” 12 U.S.C. § 1843(c)(8).

Closely Related/Proper Incident to Banking
Analysis

A. Closely Related to Banking Analysis

Under the National Courier test, the Board may find
that an activity is closely related to banking for pur-
poses of section 4(c)(8) if banks generally:
(1) Conduct the proposed activity;
(2) Provide services that are operationally or func-
tionally so similar to the proposed activity as to
equip them particularly well to provide the proposed
services; or
(3} Provide services that are so integrally related to
the proposed service as to require their provision in
a specialized form."

The Board believes that banks generally perform
services that are operationally or functionally so similar
to the proposed conduit services as to equip them
particularly well to provide these services. In particu-
lar, the proposed conduit activity is operationally and
functionally similar to the securities borrowing and
lending activities banks conduct. Currently, national
and state banks are permitted to lend securities from
their own portfolio and, with the customer’s consent,
from the accounts of customers, and banks regularly do
borrow securities to meet their own needs and the
needs of customers.!? The substitution of a third party
in place of a trust or other customer of a bank does not
change significantly the way in which the securities
lending activity is conducted, either operationally or

10. Company will coordinate this exchange through accounts estab-
lished at the Depository Trust Company (**DTC"'), a privately-held
national clearinghouse for the settlement of transactions in corporate
and municipal securities. Once Company has located the desired
securities, the securities will be transferred to an account maintained
by Company at DTC and simultaneously delivered to an account of
the borrower at DTC. At the same time, the borrower must post
collateral which Company will receive into its DTC account.and
simultaneously deliver to an account maintained by the lender at
DTC.

11. See National Courier Association v. Board of Governors, 516
F.2d 1229, 1237 (D.C. Cir. 1975)"*National Courier'"). The Board
mzy also consider any other factor that an applicant may advance to
demonstrate a reasonable or close connection or relationship to
banking. 49 Federal Register 794, 806 (1984); Securities Industry
Ass'n v. Board of Governors, 468 U.S. 207, 210-11 n.5,

12. See supra note 9.
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functionally. The same steps and procedures necessary
1o effectuate the loan of a customer’s securities are
followed in loaning the securities of a non-customer
third party.

The risk associated with the proposed conduit ac-
tivity is substantially the same risk that a bank must
manage in lending securities from its own portfolio or
the portfolio of a customer. The risk to Company in
acting as a conduit is limited to ensuring that the
collateral posted by the borrower reflects continuously
the market value of the securities loaned. Company
has committed to mark this collateral to market on a
daily basis and make calls for supplemental collateral
where necessary.!3 Company also has represented that
it will not provide any indemnification to non-cus-
tomer third party lenders of securities.

For these reasons, the Board believes that the
proposed conduit activity is closely related to banking
for purposes of section 4(c)(8) of the BHC Act.

B. Proper Incident to Banking Analysis

In determining whether an activity is a proper incident
to banking, the Board must consider whether the activ-
ity ‘‘can reasonably be expected to produce benefits to
the public, such as greater convenience, increased
competition, or gains in efficiency. that outweigh pos-
sible adverse effects, such as undue concentration of
resources, decreased or unfair competition, conflicts of
interests, or unsound banking practices.”

1. Public Benefits. Applicant maintains that perform-
ing the proposed conduit activity through Company will
provide competition to the relatively few institutions in
the United States that engage in this activity. Addition-
ally, the de novo participation of Company in this
activity should promote the efficient operation of the
securities market by facilitating the completion of short
sales and the satisfaction of the operational needs of
broker/dealers in the market. Acting as a conduit in
securities borrowing and lending also will provide
greater convenience both to Company’s customers and
1o other participants in the securities markets. In this
regard, Company maintains that its ability to borrow
securities for its own or its customers’ accounts will be

13. If the price of the borrowed securities increases, the borrower is
required under Regulation T to provide additional collateral to Com-
pany. which in turn through transactions at DTC, passes the collateral
to the initial lender of the securities. In the event the borrower is
unable to meet this requirement. Company will have the contractual
right to terminate the borrowing transaction by purchasing the secu-
rities in the open market and delivering them to the lender, who will
then be obligated to return the borrower’s collateral to Company.
Because the borrowed securities will be marked to market by Com-
pany daily, the maximum exposure to Company in directly or indi-
rectly borrowing or lending securities is one dayv’s movement in the
price of the borrowed securities.

significantly enhanced if it has developed a role in the
marketplace as an intermediary.

2. Adverse Effects. Applicant contends that acting
as a conduit in securities borrowing and lending poses
the risks to Company that:

(1) The borrower will not replace the securities

loaned;

(2) The lender of the securities will not return the

collateral posted by the borrower; and

(3) The collateral posted by the borrower will not

cover sufficiently the value of the securities bor-

rowed.

These risks are the same as the risks inherent in
engaging in securities borrowing and lending involving
customer securities or securities in the lending com-
pany’s portfolio.!4

To minimize risk, Company would act as a conduit
only in situations where the potential borrower and
lender are matched before the transaction.!s In addi-
tion, Company will take various measures to minimize
operational risks, including conducting its conduit ac-
tivities in accordance with the collateral requirements
imposed on the borrowers of securities by Regulation
T.1¢ At the end of each day, Company will mark to
market the collateral posted by the borrower in all
transactions in which Company has loaned securities or
acted as an intermediary for a lender. Company also
proposes to establish credit guidelines for potential
borrowers and lenders,!” and Applicant has committed
that Company’s conduit activities will comply, in all
regards, with the guidelines, as applicable, set forth in

14. In a 1947 Board interpretation of the parameters of securities
borrowing and lending under Regulation T, the Board acknowledged
that Regulation T does not require that securities be borrowed only
from the customer accounts or portfolio of the broker/dealer lending
the securities: **The present language of the provision does not require
that the delivery for which the securities are borrowed must be on a
transaction which the borrower has himself made, either as agent or as
principal; he may borrow under the provision in order to relend to
someonc else for the latter person to make such a delivery.”” 33
Federal Reserve Bulletin 981 (1947).

15. A conduit transaction would only commence when a broker/
dealer needing to borrow securities approaches Company. Company
has committed that it will not, under any circumstances, borrow
securities in anticipation of a transaction.

16. Applicant has committed that the Board’s Regulation T—
requiring that all securities borrowing and lending transactions be
collateralized by at least 100 percent of the value of the securities as
computed on a daily basis—shall be Company’s minimum guideline
for posting collateral, and that Company will require many transac-
tions to be collateralized in excess of 100 percent of the value of the
securities marked-to-market.

17. These credit policies will include a review of all lenders and
borrowers and the establishment of z credit committee which will
determine limits on the credit exposure of any single borrower.
Applicant proposes that Company will transact its business only with
a select group of well-capitalized broker/dealers—most of which are
members of the New York Stock Exchange—that will not be broker-
age customers of Company.
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the FFIEC Supervisory Policy Statement on Securities
Lending.1®

Based on all the facts of record, including the
termsand conditions under which the Applicant pro-
poses to conduct these activities, the Board believes
that Company’s engaging in the proposed conduit
activity is not likely to result in significantly adverse
effects, such as undue concentration of resources,
decreased or unfair competition, conflicts of interests,
or unsound banking practices that wouid outweigh the
public benefits of Applicant’s proposal, such as greater
convenience, increased competition or gains in effi-
ciency.!®

Other Considerations

The financial and managerial resources of Applicant
and Company also are consistent with approval of this
application. The record also indicates that the conduct
of all of the activities that Applicant has applied to
conduct through Company can reasonably be expected
to produce public benefits that outweigh the possible
adverse effects associated with this proposal. In partic-
ular, the de novo entry of Company into the markets for
all of these services should increase competition among
the providers of these services. Thus. based on consid-
eration of all the relevant facts, the Board concludes
that the balance of the public interest factors that it is
required to consider under section 4(c)(8) is favorable.
Accordingly. based on all the facts of record, and
subject to all the conditions and commitments in this
Order, the Board has determined that the proposed
application should be, and hereby is. approved.
Approval of this proposal is specifically conditioned
on compliance by Applicant and its principal share-
holder and Company with the commitments made in
connection with this application, as supplemented, and
with the conditions referenced in this Order and in

18. In addition to establishing credit policies and a credit committee,
Company has committed that it will institute written policies and
procedures prescribed by the FFIEC, which include, among other
provisions, the establishment of:

(1) An adequate record-keeping system:

(2) Administrative procedures for marking securities to market and

making timely margin calls;

(3) Collateral requirements and procedures: and

(4) Written guidelines for selecting investments for cash collateral

where third party securities are loaned. and providing for written

agreements with both borrowers and lenders of securities,

18. Company would not be involved in making any public offering of
new securities as agent for an issuer. and thus. Company would not be
engaged in underwriting. Moreover, Company would not be involved
in the public sale of securities or in acting as a dealer for its own
account in buving or selling securities. Insteaé. Company would be
limited to borrowing or lending securities in transactions that do not
involve the sale or distribution of securities. For these and other
reasons. the proposed conduit activity does not appear to be prohib-
ited by the Glass-Steagali Act.

previous Board orders. The Board’s determination also
is subject to all of the conditions set forth in Regulation
Y, including those in sections 225.4(d) and 225.23(b),
and to the Board’s authority to require modification or
termination of the activities of a bank holding company
or any of its subsidiaries as the Board finds necessary to
assure compliance with, and to prevent evasion of, the
provisions of the BHC Act and the Board’s regulations
and orders issued thereunder. For purposes of this
action, these commitments and conditions are both
considered 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. This transaction shall 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,
pursuant to delegated authority.

By order of the Board of -Governors, effective
October 9, 1992.

Voting for this action: Chairman Greenspan and Governors
Mullins, Kelley, LaWare, Lindsey, and Phillips. Absent and
not voting: Governor Angell.

WiLriaM W, WILES
Secreiary of the Board

ACTIONS TAKEN UNDER THE FEDERAL DEPOSIT
INSURANCE CORPORATION IMPROVEMENT ACT

By the Board

Citizens Bancshares of Marysville, Inc.
Marysville, Kansas

Order Approving Conversion Transaction through
Merger Pursuant 10 Section 5(d)(3) of the Federal
Deposit Insurance Act

Citizens Bancshares of Marysville, Inc., Marysville,
Kansas (‘*‘Citizens’’), a bank holding company within
the meaning of the Bank Holding Company Act, has
applied pursuant to section S(d)3)(A)(ii) of the Federal
Deposit Insurance Act (“FDI Act’") (12 U.S.C.
§ 1815(d)(3)(A)ii)) to acquire and assume, through its
subsidiary The Citizens State Bank of Marysville,
Marysville, Kansas (‘‘Bank’’), a state non-member
bank, certain assets and liabilities of the Marysville,
Kansas, branch of First Savings Bank, F.S.B., Man-
hattan, Kansas (‘‘First Savings Branch'’}.! Section

1. This transaction also is subject to approval by the Federal
Deposit Insurance Corporation (**FDIC’') under the FDI Act and the
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5(d)(3) of the FDI Act requires the Board to approve the
transfer of such assets and liabilities to a bank holding
company's subsidiary bank that is a Bank Insurance
Fund member and to follow the procedures and con-
sider the factors set forth in the Bank Merger Act
(12 U.S.C. § 1828(c)).2

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
given in accordance with the Bank Merger Act. As
required by the Bank Merger Act. reports on the
competitive effects of the proposal were requested from
the United States Attorney General, the Office of the
Comptroller of the Currency (‘**‘OCC"’), and the FDIC.
The time for filing comments has expired, and the
Board has considered the application and all the com-
ments received in light of the factors set forth in the
Bank Merger Act and section 5(d)(3) of the FDI Act.

Citizens is the 70th largest commercial banking
organization in Kansas, controlling deposits of
$73.8 million. representing less than 1 percent of total
deposits in commercial banks in the state.* Upon
acquiring First Savings Branch, Citizens would as-
sume deposits of $15 million, and would become the
51st largest commercial banking organization in Kan-
sas, controlling deposits of $88.8 million. representing
less than 1 percent of total deposits in commercial
banks in the state.?

Citizens and First Savings Branch compete in the
Marshall County, Kansas, banking market.* Citizens
is the largest commercial banking or thrift organization
(together. ‘‘depository institution’’) in the market,
controlling deposits of $73.8 million, representing ap-
proximately 29 percent of total deposits in depository
institutions in the market (‘‘market deposits™).¢ Con-

Bank Merger Act, and the FDIC has approved this proposal. See
12 U.S.C. &§ 1815(d)(3)(A)() and 1828(c).

2. These factors include considerations relating to competition, the
financial and managerial resources and future prospects of the existing
and proposed institutions, and the convenience and needs of the
communities to be served. 12 U.S.C. § 1828(c).

3. Bank deposit datz are as of December 3]1. 199]. Thrift deposit
data are as of June 30. 1991.

4. First Savings Branch currently controls $3&.2 million in deposits.
Citizens has committed that Bank will not assume deposits or acquire
assets from First Savings Branch in an amount greater than
$15 million.

5. The Marshall County. Kansas, banking market is approximated
by Marshall County. Kansas.

6. In this context. depository institutions include commercial banks,
savings banks and savings associations. Market share data are based
on calculations in which the deposits of thrift institutions are included
at 50 percent. The Board previously has indicated that thrift institu-
tions have become. or have the potential to become. major competi-
tors of commercial banks. See WM Bancorp. 76 Federal Reserve
Bulletin 788 (1990): Midwest Financial Group. 75 Federal Reserve
Bulletin 386 (1989): National City Corporation. 70 Federal Reserve
Bulierir 743 (1984). Because the assumed deposits would be controlled
by a commercial banking organization under Citizens’ proposal. those
deposits are included at 100 percent in the calculation of its pro forma
market share. See Norwest Corporation. 78 Federal Reserve Bulletin

sidered as a thrift institution with its deposits weighted
at 50 percent, the portion of First Savings Branch to be
acquired would constitute the seventh largest deposi-
tory institution in the market, holding deposits repre-
senting approximately 3 percent of market deposits.
Upon consummation of the proposed transaction, Cit-
izens would control deposits of $88.8 million, repre-
senting approximately 36 percent of market deposits.
The Herfindahl-Hirschman Index (‘‘HHI’") would in-
crease by 395 points to 2224.7

A number of characteristics of the Marshall County
banking market indicate that the increase in concentra-
tion levels as measured by the HHI for this market
overstates the effect of this proposal on competition in
the market. First, the market has experienced a signif-
icant economic decline in recent years. Marshall
County is a rural county in northeastern Kansas on the
Nebraska border that has experienced a population
decrease of 9.3 percent to 11,600 between 1980 and
1990. During the same period, Kansas as a whole
experienced a population increase of 5.4 percent. There
is currently one depository institution competitor for
every 967 residents in the market, a ratio that is more
than three times greater than the average for this ratio
statewide in Kansas. Moreover, per capita income in
the market is approximately 78 percent of the state
average. Banking organizations in the Marshall County
banking market experience below-average profitability,
with an average return on assets of less than 1 percent
in 1991, which is approximately 15 percent below the
average in Kansas.? These and other facts of record
regarding the market suggest that the ability of the
Marshall County banking market to support a large
number of competitors has deteriorated.®

The Board also notes that eleven depository institu-
tions would continue to operate in the market after
consummation of this proposal, and the second largest
depository institution in the market would control ap-

452 (1992); First Banks, Inc.. 76 Federal Reserve Bulletin 669, 670
n. 9 (1990).

7. Under the revised Department of Justice Merger Guidelines,
49 Federal Regisier 26.823 (1984), a market in which the post-merger
HHI is above 1800 is considered to be highly concentrated. In such
markets, the Justice Department is likely to challenge a merger that
increases the HHJ by more than 50 points. The Department of Justice
has informed the Board that, as a general matter, @ bank merger or
acquisition will not be challenged, in the absence of other factors
indicating anticompetitive effects, unless the post-merger HHI is at
least 1800 and the merger increases the HHI by 200 points. The Justice
Department has stated that the higher-than-normal HHI thresholds for
screening bank mergers for anticompetitive effects implicitly recog-
nize the competitive effect of limited-purpose lenders and other
non-depository financial entities.

8. Data are based on financial reports submitied by Kansas financial
institutions and the Rand McNallv Commercial Atlas and Marketing
Guide (1992).

9. See. e.g., First Formoso, Inc., 76 Federal Reserve Bulletin 541
(1990).
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proximately 27 percent of market deposits. The Board
also has considered that the sale of First Savings
Branch will assist First Savings Bank, F.S.B., to in-
crease its capital ratios and that there does not appear
to be an alternative purchaser.

The United States Attorney General has indicated
that the proposal would not have a significantly ad-
verse effect on competition in any relevant banking
market. The FDIC has approved this proposal pursu-
ant to the FDI Act and the Bank Merger Act. The OCC
has not objected to consummation of this proposal or
indicated that the proposal would have any significant
adverse competitive effects.

Based on these and other facts of record, the Board
has determined that consummation of this proposal is
not likely to result in a significantly adverse effect on
competition in the Marshall County banking market or
any other relevant banking market.

The financial and managerial resources and future
prospects of Citizens and Bank are consistent with
approval of this proposal. Considerations relating to
the convenience and needs of the communities to be
served, and the other factors the Board must consider
under provisions of the Bank Merger Act, also are
consistent with approval.

Moreover, the record in this case shows that:

(1) The transaction will not result in the transfer of

any federally insured depository institwtion s federal

deposit insurance from one federal deposit insur-
ance fund to the other;

(2) Citizens and Bank currently meet. and upon

consummation of the proposed transaction will con-

tinue to meet, all applicable capital standards: and

(3) Since Bank is located in Kansas and is acquiring
certain assets and assuming certain liabilities of a
Kansas branch office of a federal savings bank, the
proposed transaction would comply with the Douglas
Amendment if First Savings Bank, F.S.B., were a
state bank which Citizens were applying to acquire
directly. See 12 U.S.C. § 1815(d)(3)(E) and (F).

Based on the foregoing and other facts of record, the
Board has determined that the application should be,
and hereby is, approved. This approval is specifically
conditioned upon compliance by Citizens with all of
the commitments made in connection with this appli-
cation, and these commitments have been relied on in
reaching this decision. For the purpose of this action,
these commitments will be considered conditions im-
posed in writing by the Board in connection with its
findings and decision. and, as such, may be enforced in
proceedings under applicable law. The acquisition
shall not be consummated before the thirtieth calendar
day following the effective date of this Order, or later
than three months after the effective date of this
Order, unless such period is extended for good cause
by the Board or by the Federal Reserve Bank of
Kansas City, acting pursvant to delegated authority.

By order of the Board of Governors, effective
October 19, 1992.

Voting for this action: Chairman Greenspan and Governors
Mullins, Angell. Kellev. LaWare, Lindsey, and Phillips.

JENNIFER J. JOHNSON
Associate Secrerary of the Board

ACTIONS TAKEN UNDER THE FEDERAL DEPOSIT INSURANCE CORPORATION IMPROVEMENT

ACT OF 1991

By the Director of the Division of Banking Supervision and Regulation and the General Counsel

of the Board

Copies are available upon request to the Freedom of Information Office, Office of the Secretary, Board of
Governors of the Federal Reserve System. Washington, D.C. 20551.

Acquired

Bank Holding Company Thrift

Approval
Date

Surviving
Bank(s)

BW3 Bancorporation,

West Des Moines, lowa F.S.B.,

Des Moines. lowa
United Savings and Loan

Citizens Bancshares of Eldon.
Inc..
Eldon. Missouri

Association.

Midland Savings Bank,

Lebanon. Missouri

Liberty Bank & September 25, 1992
Trust, NA,
Fonda. lowa

Citizens Bank of
Eldon.

Eldon, Missouri

October 8, 1992
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Actions taken—Continued

Bank Holding Company

Acquired
Thrift

Surviving
Bank(s)

Approval
Date

First Fidelity Bancorporation.

Lawrenceville, New Jersey

Mid Am, Inc..
Bowling Green, Ohic

Mid Am, Inc.,
Bowling Green. Ohic

SouthTrust Corporation.
Birmingham, Alabama
SouthTrust of Florida Inc.
Jacksonville, Florida

The Howard Savings
Bank,
Newark. New Jersey

The Citizens Loan and
Building Company.
Lima, Ohio

Home Savings of
America. F.S.B..
Irwindale. California

Colony Bank
Clearwater, Florida

First Fidelity Bank,
N.A., New Jersey,
Newark, New
Jersey

The Farmers Banking
Company N.A.,
Lakeview, Ohio

The Farmers Banking
Company N.A.,
Lakeview, Ohio

SouthTrust Bank of
West Florida,

St. Petersburg,
Florida

October 2, 1992

September 25, 1992

October 2, 1992

October 30, 1992

APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT

By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon
request to the Freedom of Information Office. Office of the Secretary, Board of Governors of the Federal Reserve

System, Washington, D.C. 20551.

Section 3

Effective

Bank(s) Date

Applicant(s)

OMNIBANK. Inc., A State Savings October 30, 1992
Bank, SSB.
Salisburv. Maryland
Citizens Savings. Inc., SSB
Concord. North Carolina
Home Savings Bank, Inc., SSB
Kings Mountain,
North Carolina

Security Capital Bancorp,
Salisburg, North Carolina
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By Federal Reserve Banks

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

request to the Reserve Banks.

Section 3
. Reserve Effective
Appl t k
pplicant(s) Bank(s) Bank Date
ABC Bancorp, Cairo Banking Company,  Atlanta September 25, 1992

Moultrie, Georgia
Acquisition Corporation,

Leawood, Kansas
Beliwood Community Holding

Company,

Bellwood, Nebraska
Boatmen's Bancshares, Inc.,

St. Louis, Missouri
Boatmen’s Bancshares, Inc.,

St. Louis, Missouri

BOK Financial Corporation,
Tulsa, Oklahoma

Carrollton Bancshares
Corporation,
Carrollton, Missouri

Central Bancshares, Inc.,
St. Paris, Ohio

Childress Bancshares, Inc.,
Childress, Texas

Childress Bancshares of
Delaware, Inc.,
Wilmington, Delaware

Coal City Corporation,
Coal City, Nlinois

Decatur Investment, Inc.,
Oberlin, Kansas

Deuel County Interstate Bank
Company,
Chappell, Nebraska

Dunlap lowa Holding Co..
Dunlap, lowa

Cairo, Georgia
LeavCorp, Inc.,

Leavenworth, Kansas
Bank of the Valley,

Bellwood, Nebraska

Catoosa Bancshares, Inc.,
Catoosa, Oklahoma
Security Bancshares,
Inc.,
Tulsa, Oklahoma
Southwest Trustcorp,
Inc.,
Oklahoma City,
Oklahoma
The First National Bank
of Carroliton,
Carrollton, Missouri
The First Central
National Bank of
St. Paris,
St. Paris, Ohio
Childress Bancshares of
Delaware, Inc.,
Wilmington. Delaware
First Bank & Trust of
Childress,
Chiidress, Texas
First Bank & Trust of
Childress,
Childress, Texas
Manufacturers National
Corporation,
Chicago, Hllinois
State Bank of Atwood,
Atwood. Kansas
Deuel County State Bank,
Chappell, Nebraska

Soldier Valley Financial
Services, Inc.,
Soldier, Jowa

Kansas City

Kansas City

St. Louis

St. Louis

Kansas City

Kansas City

Cleveland

Dallas

Dallas

Chicago

Kansas City

Kansas City

Chicago

October 13, 1992

October 13, 1992

September 28, 1992

September 28, 1992

October 1, 1992

September 29, 1992

October 9, 1992

October 19, 1992

October 19, 1992

September 25, 1992

October 8, 1992

October 6, 1992

September 28, 1992
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Section 3—Continued

. Reserve Effective
Applicant(s) Bank(s) Bank Date
Firstar Corporation, DSB Corporation, Chicago October 6, 1992

Milwaukee, Wisconsin
Firstar Corporation of Illinois,
Milwaukee, Wisconsin
First Bancorp of Kansas,
Wichita, Kansas

First Midwest Corporation of
Delaware,
Eimwood Park, lllinois
Georgia Bank Financial
Corporation,
Augusta, Georgia

Harbor Bankshares Corporation,

Baltimore, Maryland

Hawkeye Bancorporation,
Des Moines, lowa

Heartland Bancorp, Inc.,
El Paso, Hlinois

Key Centurion Bancshares, Inc..

Charleston, West Virginia

Liberty Bancorp, Inc.,
Oklahoma City, Oklahoma

Liberty Bancorp, Inc.,
Oklahoma City, Oklahoma

Mercantile Acquisition
Corporation of Kansas I,
St. Louis, Missouri

Deerfield, Illinois

WRB Bancshares, Inc.,
Oklahoma City,
QOklahoma

West Central Illinois
Bancorp, Inc.,
Monmouth, lllinois

FCS Financial
Corporation,
Martinez, Georgia

The Harbor Bank of
Maryland,

Baltimore, Maryland

Jasand, Inc.,

Cedar Rapids, Iowa

City National Bank of
Cedar Rapids,

Cedar Rapids, lowa

First National Bank and
Trust Company in
Gibson City,

Gibson City, Illinois

Peoples Bank of Charles
Town,

Charles Town,
West Virginia

F & M Bancorporation,
Inc.,

Tulsa, Oklahoma

Mid City Bank, N.A.,
Midwest City,
Oklahoma

Johnson County
Bankshares, Inc.,
Prairie Village,
Kansas

Kansas City

Chicago

Atlanta

Richmond

Chicago

Chicago

Richmond

Kansas City

Kansas City

St. Louis

October 16, 1992

October 13, 1992

October 21, 1992

October 2, 1992

October 13, 1992

September 23, 1992

September 30, 1992

October 16, 1992

October 16, 1992

October 9, 1992
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Section 3—Continued

. Reserve Effective
Applicant(s) Bank(s) Bank Date
Mercantile Bancorporation Inc., Crown Bancshares 11, St. Louis October 9, 1992
St. Louis, Missouri Inc.,
Shawnee Mission,
Kansas

Johnson County
Bankshares, Inc.,
Prairie Village, Kansas

MidAmerican
Corporation,
Shawnee Mission,
Kansas
MNB Bancshares, Inc., Manhattan National
Manhattan, Kansas Bank,
Manhattan, Kansas
Mohler Bancshares, Inc., First National Bank of
Harveyville, Kansas Harveyville,
Harveyville, Kansas
New Mexico National Financial Western Bancshares of
Incorporated, Truth or Consequences,
Roswell, New Mexico Inc..

Truth or Consequences,
New Mexico

FirstBank Truth or
Consequences,

Truth or Consequences,
New Mexico

Resource One, Inc., The Grant County State
Ulysses, Kansas Bank,
Ulysses, Kansas
Second Century Financial Bank of Perry,
Corporation, Perry, Kansas
Perry, Kansas
Sun Financial Corporation, The Security Bank of
Earth City, Missouri Mountain Grove,
Mountain Grove,
Missouri
Synovus Financial Corporation, First Commercial
Columbus, Georgia Bancshares, Inc.,
TB&C Bancshares, Inc., Jasper, Alabama

Columbus, Georgia
Fort Rucker Bancshares, Inc.,
Fort Rucker, Alabama
Synovus Financial Corporation, TB&C Bancshares, Inc.,
Columbus, Georgia Columbus, Georgia
Interim CB&T Bank of
Russell County,
Phenix City, Alabama

Kansas City

Kansas City

Dallas

Kansas City

Kansas City

St. Louis

Atlanta

Atlanta

October 20, 1992

October 1, 1992

October 16, 1992

October 22, 1992

October 7, 1992

October 8, 1992

October 7, 1992

October 7, 1992
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Section 3—Continued

. Reserve Effective
Applicant(s) Bank(s) Bank Date
Tomoka Bancorp, Inc., Tomoka State Bank, Atlanta October 9, 1992

Ormond Beach, Florida
United Nebraska Financial

Company,

Grand Island, Nebraska

Section 4

Ormond Beach, Florida
First Security Bank of

Holdrege,

Holdrege, Nebraska

Kansas City

October 16, 1992

Applicant(s)

Nonbanking
Activity/Company

Reserve
Bank

Effective
Date

Brooke Corporation,
Jewell, Kansas

Brooke State Bank,
Jewell, Kansas

Kansas City

October 16, 1992

Fidelity Southern Corporation, Fidelity National Capital Atlanta October 15, 1992
Decatur, Georgia Investors, Inc.,
Decatur, Georgia
Mercantile Bancorporation Inc., MidAmerican Insurance St. Louis October 9, 1992
St. Louis, Missouri Agency, Inc.,
Shawnee Mission,
Kansas
Mid Am, Inc., Ultra Bancorp, Cleveland October 2, 1992
Bowling Gree, Ohio Xenia, Ohio
NBD Bancorp, Inc., INB Financial Chicago October 6, 1992
Detroit Michigan Corporation,
NBD Indiana, Inc., Indianapoiis, Indiana
Detroit, Michigan BHC Financial, Inc.,
Philadelphia,
Pennsylvania
Norwest Corporation, PN Financial Services, Minneapolis October 8, 1992
Minneapolis, Minnesota Inc.,
Piscataway, New
Jersey
Prairieland Bancorp. Inc., Dunteman and Co., Chicago October 8, 1992
Bushnell, Illinois Bushnell and
Lewistown, Illinois
Wabasha Holding Company, First State Insurance of Minneapolis October 16, 1992
Wabasha, Minnesota Wabasha, Inc.,
Wabasha, Minnesota
Sections 3 and 4
. Nonbanking Reserve Effective
Applicant(s) Activity/Company Bank Date

Deuel County Interstate Bank
Company,
Chappell, Nebraska

Community Insurance
Agency, Inc.,
Hastun, Colorado

Kansas City

October 6, 1992
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APPLICATIONS APPROVED UNDER BANK MERGER ACT

By Federal Reserve Banks

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

request to the Reserve Banks.

. Reserve Effective
Applicant(s) Bank(s) Bank Date
Centura Bank, Peoples Federal Savings Richmond October 7, 1992
Rocky Mount, North Carolina Bank,
Wilmington, North
Carolina
Cole Taylor Bank. Cole Taylor Chicago October 9, 1992

Chicago, Hlinois

Custer County Bank,
Westcliffe, Colorado

Mellon Bank (MD),

Bank/Yorktown,
Lombard, Illinois
Green Mountain Bank,
Fountain Branch,
Fountain, Colorado
Standard Federal Savings

Kansas City

Richmond

October 9, 1992

October 2, 1992

Rockville, Maryland Bank,

Gaithersburg, Maryland

PENDING CASES INVOLVING THE BOARD OF GOVERNORS

This list of pending cases does not include suits
against the Federal Reserve Banks in which the Board
of Governors is not named a party.

Castro v. Board of Governors, No. 92-1764 (D. Dis-
trict of Columbia, filed July 29, 1992). Freedom of
Information Act case.

Board of Governors v. bin Mahfouz, No. 92-CI1V-5096
(S.D. New York, filed July 8. 1992). Action to freeze
assets of individual pending administrative adjudica-
tion of civil money penalty assessment by the Board.
On July 8, 1992, the court issued a temporary re-
straining order resiraining the transfer or disposition
of the individual's assets. On July 23, the court
denied the individual's motion for expedited discov-
ery on the ground that, as a fugitive from a criminal
indictment, he is disentitled from seeking relief from
the court.

Zemel v. Board of Governors, No. 92-1057 (D. District
of Columbia, filed May 4. 1992}. Age Discrimination
in Employment Act case.

Fields v. Board of Governors, No. 92-3920 (6th Cir..
filed September 14, 1992}. Federal Tort Claims Act
complaint alleging misrepresentation during applica-
tion process. The district court for the Northern
District of Ohio granted the Board's motion to

dismiss on August 10, 1992. On September 14, 1992,
the plaintiff filed a notice of appeal.

State of ldaho, Department of Finance v. Board of

Governors, No. 92-70107 (9th Cir., filed February
24, 1992). Petition for review of Board order return-
ing without action a bank holding company applica-
tion to relocate its subsidiary bank from Washington
to Idaho. The Board’s brief was filed on June 29,
1992. Oral argument was held October 6, 1992.

In re Subpoena Served on the Board of Governors,

Nos. 91-5427, 91-5428 (D.C. Cir., filed December
27, 1991). Appeal of order of district court, dated
December 3, 1991, requiring the Board and the
Office of the Comptroller of the Currency to produce
confidential examination material to a private liti-
gant. On June 26, 1992, the court of appeals affirmed
the district court order in part, but held that the bank
examination privilege was not waived by the agen-
cies” provision of examination materials 10 the ex-
amined institution, and remanded for further consid-
eration of the privilege issue.

First Interstate BancSvstem of Montana, Inc. v,

Board of Governors, No. 91-1525 (D.C. Cir., filed
November 1, 1991). Petition for review of Board’s
order denying on Community Reinvestment Act
grounds the petitioner’s application under section 3
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of the Bank Holding Company Act to merge with
Commerce BancShares of Wyoming, Inc. On Au-
gust 19, 1992, the court granted petitioner First
Interstate’s motion for a stay of the proceedings.

Board of Governors v. Kemal Shoaib, No. CV 91-5152
(C.D. California, filed September 24, 1991). Action
to freeze assets of individual pending administrative
adjudication of civil money penalty assessment by
the Board. On October 15, 1991, the court issued a
preliminary injunction restraining the transfer or
disposition of the individual's assets.

Board of Governors v. Ghaith R. Pharaon, No. 91-
CIV-6250 (S.D. New York, filed September 17,
1991). Action to freeze assets of individual pending
administrative adjudication of civil money penalty
assessment by the Board. On September 17, 1991,
the court issued an order temporarily restraining the
transfer or disposition of the individual’s assets.

Fields v. Board of Governors, No. 3:91CV069 (N.D.
Ohio. filed February 5, 1991). Appeal of denial of
request for information under the Freedom of Infor-
mation Act. The Board’s motion for summary judg-
ment was granted in part and its motion to dismiss
was denied on June 23, 1992.

FINAL ENFORCEMENT DECISION ISSUED BY THE
BOARD OF GOVERNORS

United States of America

Before the Board of Governors of the Federal
Reserve System

Washington, D.C.

In the Matter of
James L. Magee

An Institution-Affiliated
Party of Farmers Bank and
Trust Company,
Blytheville, Arkansas and
Farmers Bancorp, Inc.
Blytheville. Arkansas

Docket No. 91-024-E 11

Respondent.

FINAL DECISION

This is an administrative enforcement proceeding
instituted by the enforcement staff (‘‘Enforcement
Counsel’’) of the Board of Governors of the Federal
Reserve System (the ‘‘Board’’) against Respondent
James L. Magee, an officer and director of Farmers
Bank and Trust Co., Blytheville, Arkansas (“FBT”
or the *Bank’) and Farmers Bancorp, Inc.,
Blytheville, Arkansas, (‘‘Bancorp’’). Following an
administrative hearing, Administrative Law Judge
(*‘ALJ’") Frederick M. Dolan, Jr. issued a Recom-
mended Decision finding that from 1984 to 1990,
Magee used his official position at FBT to extract
from FBT's ‘‘Miscellaneous Expense’’ account pay-
ments to himself totalling hundreds of thousands of
dollars in excess of his salary and bonus, and that
Magee caused FBT to pay to another individual,
Gaylon Lawrence, Sr. (‘‘Lawrence’’), hundreds of
thousands of dollars in excess of the amount called
for in Lawrence’s consulting agreement with FBT.
The ALJ found that this misconduct satisfies the
statutory criteria for the Board to issue against
Magee an Order of Removal and Prohibition (‘‘Pro-
hibition Order’’) pursuant to section 8(e)(1) of the
Federal Deposit Insurance Act (“‘FDI Act’’) as
amended, 12 U.S.C. § 1818(e)(1), prohibiting Magee
from further participation in the affairs of any feder-
ally-supervised financial institution without the ap-
proval of the appropriate supervisory agencies.

In his exceptions to the Recommended Decision,
Magee does not deny that he caused the payments to
be made, that the payments to himself constituted
unsafe or unsound practices, or that he was negli-
gent. Magee instead argues that the practices were
insufficiently grave in effect, and displayed insuffi-
cient culpability on his part, to justify his prohibition
from banking. Magee has also, without stating any
reasons. requested the opportunity to present oral
argument before the Board with respect to his excep-
tions.

Upon review of the administrative record, the
Board hereby makes its Final Decision, and adopts
the ALJ's Recommended Decision, Recommended
Findings of Fact and Recommended Conclusions of
Law, except as specifically supplemented or modi-
fied herein. The Board therefore determines that the
attached Order of Removal and Prohibition shall
issue against Magee, prohibiting him from future
participation in the affairs of any federally-super-
vised financial institution without the approval of the
appropriate supervisory agency.

Because the legal and factual issues have been
thoroughly explained in the written submissions, the
Board denies Magee’s request for oral argument.
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Statement of the Case
A. Statutory Framework

1. Procedure and Standards for Prohibition Order
The FDI Act assigns responsibility to the ALJ for the
conduct of an administrative hearing on & notice of
intention to remove from office or prohibit participa-
tion. 12 U.S.C. § 1818(e}4). Following the hearing,
the ALJ issues a recommended decision that is re-
ferred to the Board. The parties may then file with the
Board exceptions to the ALY’ s recommendations. The
Eoard makes the final findings of fact, conclusions of
law, and determination whether to issue an order of
prohibition. Id.; 12 C.F.R. 263.40 (1991).!

The Board is assigned substantive authority under
the FDI Act to issue an order of prohibition against a
bank official*> when the Board determines that the
record establishes each of three tiers of elements:

{1) There must be a specified type of misconduct —
violation of law or regulatory restrictions, unsafe or
unsound practice, or breach of fiduciary duty:

(2) The misconduct must have a prescribed effecr —

financial gain to the respondent, financial loss or

other damage to the institution. or prejudice to the
depositors: and

(3) The misconduct must involve culpability of a

certain degree — personal dishonesty or willfui or

continuing disregard for the safety or soundness of
the institution.® 12 U.S.C. § 181&ex(1). (¢)(4).

Once an order of prohibition is issued against an
official with respect to a particular bank. it is unlawful
for that person to participate in anyv manner in the
conduct of the affairs of any federally insured deposi-
tory institution, savings association, credit union, farm
credit bank, banking regulatorv agency or any bank
holding company without the prior approvai of the
appropriate  federal banking agency. 12 U.S.C.
§§ 1818(b)3). (e}7) and (§).

1. While the Board's Rules of Practice and Procedure for Hearings,
12 C.F.R. Part 263, were amended during the pendency of this case,
the parties agree that the pre-Amendment reles govern this case. See
12 C.F.R. Pari 263 (1991).

7. As used in this Decision. ‘‘official” is usec¢ t¢ denote an
“institution-affiliated party". See¢ 12 U.S.C. & 1813,

3. While the specific substantive criteriz for prohibition were
modified by the 1989 amendments to the FDI Ac: effectec¢ by the
Financial Institutions Reform. Recovery. and Erforcement Act of
1980 (“"FIRREA ). Pub. L. No. 101-75. 107 Stat. 1% (198%). whick
became efiective during the course of conduci &1 issue in this cese.
neither Enforcemeni Counsel nor Magee hae cuggested that the
amendments have any substantive bearing on the issues in this cese.
See. ¢.g.. Magee Exceptions at ii (citing post-amendment law &t
controlling ;.

2. Standards for Cease and Desist Order

The FDI Act also provides that the Board may issue a
cease and desist notice against a financial institution or
institution-affiliated party within its jurisdiction if the
Board has reasonable cause to believe, inter alia, that
the institution or party has engaged in an unsafe or
unsound practice or has violated a law, rule, or regu-
lation. 12 U.S.C. § 1818(b).

3. Reporting Requirements

The Federal Reserve Act provides that banks that are
members of the Federal Reserve System shall make
reports of condition upon the call of the appropriate
Federal Reserve Bank (‘*Call Reports’’) in the form
and containing the information prescribed by the
Board. 12 U.S.C. § 234 employees to civil and crimi-
nal penalties. /d.; 18 U.S.C. § 1005.

B. Related Proceedings

The Board has initiated two other supervisory pro-
ceedings related to this prohibition proceeding. On
April 10, 1991, the same day that the Board issued the
Notice that initiated this proceeding, the Board issued
an interim Order of Suspension from Office and Pro-
hibition of Participation that suspended Magee from
his positions pending the resolution of this prohibition
proceeding. In addition, prior to the hearing in this
case, the Board issued a cease and desist notice
against FBT and Bancorp that was the subject of a
hearing before ALJ Dolan, who issued a recom-
mended decision before FBT consented to issuance of
the cease and desist order.4

Findings and Conclusions

Upon review of the record of this proceeding, the
Board hereby adopts such of the ALJ's recommended

4. Testimony from the cease-and-desist proceeding was introduced
in this prohibitior: proceeding, and the ALJ made reference in his
prohibition recommended decision to his previous recommended
decision in the cease-and-desist proceeding. In the cease-and-desist
proceeding, ALJ Dolan found that:

(1) Magee, as Chairman and Chief Executive Officer of the Bank,

had set his own compensation without disclosure of the amount to

FBT ¢ boarc of directors and consequently without the board’s prior

approval or contemporary ratification (*‘the Flawed Procedure™');

(2) That Magee's total compensation was excessive and that the

poriior: of Mapee '« total compensation that was accounted for as

“miscellaneous expense” was unexplained and appeared to be

urgustified and without consideration (the “Excess Compensa-

tion’"):

(37 Thet the Call Repon filed with the Federal Reserve was inac-

curate. in viojation of the law, in that & portion of Magee's total

compensaiion was reporied as ‘‘miscellaneous expense’ rather
than as ""Officers” Selary™ (the “‘Inaccurate Call Reports™); and

(4) That the record in the case showed that the payvments to

Lawrence in excess of the amounts to which he was entitled under

the consuliing agreement between Lawrence and FBT were undoc-

umented and unjustified (the “‘Lawrence Pavments™’). RD 4-5,
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decision, findings, and conclusions as are not specifi-
cally modified herein as the findings and conclusions of
the Board, and incorporates by reference the ALJ’s
reasoning and citations to the record.

A. Relevant Individuals and Business Entities

FBT is a bank chartered by the state of Arkansas and
a member of the Federal Reserve System. As such,
FBT is subject to the provisions of the FD] Act and the
supervision of the Federal Reserve System, including
both the Board and the Federal Reserve Bank of
St. Louis (the ‘‘Reserve Bank’). 12 U.S.C.
§ 1813(q)(2)(A). Bancorp is a bank holding company,
also subject 10 the Board’s supervision (12 U.S.C.
§ 1813(q)(2)(F)). that owns all of FBT s outstanding
stock except for qualifying shares held by FBT’s
directors. Recommended Decision (*'RD’") 7. Magee
owns approximately 25 percent of Bancorp and is the
sole voting trustee of the remaining 75 percent of
Bancorp’s outstanding shares, which are held in trust
for the benefit of Lawrence’s son. RD 8.

At all times pertinent to this case, Magee has been
the chairman of FBT's board of directors, FBT’s chief
executive officer, chairman of Bancorp’s board of
directors, and president of Bancorp. Lawrence was a
paid consultant to FBT, but was not an officer or
employee. RD 8.

B. Misconduct

The ALJ found that Magee’s conduct embodied a
number of unsafe and unsound banking practices,® a
breach of his fiduciary duty to FBT, and a violation of
the Federal Reserve Act, which prohibits the filing of
false or misleading Call Reports with the Reserve Bank.
12 U.S.C. § 324. RD 44-57. While Magee continues to
dispute in principle some of the ALI’s determinations
as to misconduct, Magee concedes that his conduct
represented an unsafe and unsound banking practice in
at least some respects,s and so concedes that Enforce-

5. While the FD1 Act does not define the term *‘unsafe or unsound
practice’". which may be the predicate for cease and desist orders,
prohibition orders. and civil money penalties (see 12 U.S.C.
§§ 1R18(b)(1): 1818(e)(1)(A)ii). 1818(1)(B)i)I1), and 18I8G)NC)(H)ID)).
agencies and courts have interpreted the term to address any conduct
contrary 1o prudent banking practices that potentially exposes &
financial institution 10 an abnormal risk of harm or loss. See. e.g., Van
Dyke v. Board of Governors, 876 F.2d 1377, 1380 (8th Cir. 1989): First
Nar'l Bank of Eden v. Comprroller, 568 F.2d 610. 611 n.2 (8th Cir.
1978) (per curiam): First Nat’l Bank of Bellaire v. Comprroller. 697
F.2d 674, 685 (5th Cir. 1983). The Van Dyke court affirmed the Board's
application of that standard to the related term, *‘disregard for safety
or soundness’” as it relates to culpability. 876 F.2d at 1380: see
12 U.S.C. & 1818} 1N C)ii).

6. Magee concedes that the procedure by which he paid himself
amounts charged to the “‘miscellaneous expense”” account without

ment Counsel has established the Misconduct tier of
elements necessary for entry of an order of prohibition.
RD 44-45; Magee Exceptions (‘“*Except.’’) ii.

The Board adopts the ALJ’s findings and conclu-
sions as the Magee’s misconduct, as modified below,?
and therefore determines that the disguised payments
to Magee reflected a number of unsafe and unsound
banking practices and a violation of law
(12 U.S.C. § 324) and that the payments to Lawrence
also were an unsafe and unsound banking practice and
a breach of Magee’s fiduciary duty to the Bank.

1. The Disguised Payments 1o Magee

The payments to Magee from the miscellaneous ex-
pense account began soon after Magee became Chair-
man, CEO, and one of three members of the executive
committee of FBT's board of directors in January
1984. Every January, FBT’s board of directors passed
a resolution delegating to its executive committee the
authority to set officers’ salaries. RD 45. Before Mag-
ee’s time, officers’ compensation consisted of a salary
plus a fixed ten percent bonus, which the officers
considered to be part of their salary, with no discre-
tionary bonuses. RD 45. When Magee became a
member of the executive committee in 1984, he estab-
lished his own salary and ten percent bonus, which
were paid from FBT’s *‘salary and bonus’® account.
RD 46-47. In addition to this compensation, however,
Magee caused varyving additional amounts of money to
be paid to him by FBT by charging the payments to
FBT's miscellaneous expense account, an account
normally reserved for expenses that cannot be catego-
rized in any other general ledger account. RD 47.
Magee would instruct the Bank’s Executive Secretary
to have checks and debit tickets prepared and pre-
sented to the Bank’'s president or executive vice
president — or in their absence to Magee himself —
for approval and signature. Board Exhibit (‘‘Bd. Ex.”’)
23 9 30. Magee initiated this practice unilaterally and
determined in his sole discretion the amounts he would
take, without notifving the board of directors. RD 46.
The ALJ found that, in so doing, Magee exceeded the
authority delegated by the board of directors.® RD 46.

informing the board of directors. and the resulting inaccuracies in the
Call Reports, constituted unsafe or unsound practices, but continues
to dispute in principle the ALI's findings that the payments to
Lawrence were improper, and that the total amount of the payments
10 Magee represented excessive compensation that was unsafe and
unsound. RD 44-45; Except. ii.

7. As explained below, the Board does not reach the ALJ's
alternative finding that the amount of the payments to Magee, if
viewed as legitimate compensation, would in itself have constituted an
unsafe or unsound practice.

& The ALJ found that the board of directors’ delegation to the
executive committee to establish ‘‘salaries’” included the fixed ten
percent bonus, but did not constitute an open-ended authorization to
pay additional amounts to FBT s officers. RD 46 n.8.
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These ‘‘miscellaneous expense’” amounts totalled
$46,000 in 1984, $120,000 in 1985, $205,000 in 1986,
$200,000 in 1987, $75.500 in 1988, $139,200 in 1989,
and $159,250 in 1990. RD 48 n.9.®

The payments to Magee through the miscellaneous
expense account caused the nature of the payments to
be disguised and FBT’s reporting to be distorted in a
number of respects. While various officers and other
employees were aware of the practice, Magee testified
that he made no disclosure of the practice to the full
board of directors. Transcript (““Tr.”") 202. The prac-
tice resulted in inaccurate reporting of FBT's pay-
ments 10 Magee on its quarterly Call Reports, the
formal mechanism for reporting to the Reserve Bank.
The instructions on the Call Reports expressly require
that all payments to bank employees in connection
with their employment, however characterized
(whether gross salaries, wages, overtime, bonuses,
incentive compensation or extra compensation) be
reporied as salaries and employee benefits. RD 63.
Contrary to the instructions, FBT’s call reports listed
the excess payments to Magee under another category
— consistent with their nominal label of ‘‘miscella-
neous expenses’  — which, the ALJ found, had the
effect of concealing from Federal Reserve supervisors
and the public amounts that Magee was causing FBT
to pay to him.'0 RD 63-64.

Similarly, the practice concealed the payments from
other forms of formal disclosure, including an officer
questionnaire connected with the 1991 FBT examina-
tion. RD 64. On FBT's audited financial statements
and tax returns, the payments to Magee were listed in
the categories of ‘‘consulting fees”’ or ‘‘managing
fees’’, without attribution to Magee (or to any other
recipient). RD 47. The payments were reported to the
Internal Revenue Service as income to Magee on
Form 1099 ‘‘Miscellaneous Income’ forms, which
report non-employee income. instead of on W-2 wage
and salary forms. RD 47.

Magee’s characterization of the nature of the pay-
ments has varied. In a sworn statement prior to the

9. While the Notice made charges only with respect to the vears
1988-1991. Magee introduced evidence relating to the years 1984-1987
with respect to the pavments from the miscellaneous expense account
(see, e.g., Resp. Ex. 16) and therefore tacitly consented to the ALJY's
and the Board's consideration of that evidence. In any eveni. the
nature of Magee's conduct with respect to those payments did not
substantively change after 1987. s0 that the Board's conclusion would
be the same whether or not the evidence relating to the vears
1984-1987 is considered.

10. Magee signed some of the Call Reports in his capacity as &
director of FBT. See. ¢.g.. Bd. Ex. 6. 16. According to the Call Report
form, the director’s signatures “"attest to the correctness of this Report
of Condition . . . and declare that it has been examined by us and to
the best of our knowledge and belief has been prepared in conform-
ance with the instructions jssued by the appropriate Federal regula-
tory authority and is true and correct.”” Jd.

hearing, Magee referred to the payments as ‘‘consult-
ing fees”’, even though he testified that he did not have
any management or consulting arrangement with FBT.
RD 47-48; Bd. Ex. 23 14 30, 39.11 Magee testified at the
hearing that the payments were in the nature of
**discretionary bonuses’” that he set based upon FBT's
performance measured against a formula that Magee
devised: FBT’s return on assets, capital level, and
asset quality. RD 50. Magee testified that he did not
confide this formula to the board of directors. Tr. 271.
This testimony conflicted with Magee’s previous de-
nial to Reserve Bank examiners that any such ‘‘per-
formance criteria’’ existed. RD 50; Bd. Ex. 20 at

©)(1).

The ALJ did not credit the characterization of the
payments as ‘‘discretionary bonuses’’ in light of the
conflicting prior statements by Magee, and in - the
absence of a correlation between the *‘bonuses’” and
FBT's performance. RD 50-52.12 Furthermore, the
ALJ determined that there was no appropriate author-
ity for Magee to set his own compensation.’> RD
46-47. In the absence of any credible explanation for
these funds, the ALJ reasonably concluded that **Ma-
gee was simply taking money from FBT for his own
use.”” RD 48. The Board adopts these findings.!¢

11. Besides the services Magee performed in the normal course of
his duties as chairman of FBT's board of directors and CEO, Magee
provided no other documenied services. RD 48. The AL) therefore
reasonably concluded that the payments did not represent appropriate
management or consulting fees. RD 49.

12. The performance figures for the Bank, when compared to
Magee's “‘expense’’ payments and his total compensation, indicate
that to the extent that Magee had a self-adopted scale for the
payments. he felt free 1o depart from that scale at will. For example,
as the ALJ pointed out, FBT's return on assets and capital level
declined from 1986 to 1987, but Magee still increased the overall total
of pavments 1o himself in 1987. RD 51-52.

13. The ALJ found that the payments exceeded the scope of the
delegation of authority to the executive committee and that it would
have been an unsafe and unsound practice for the board of directors to
authorize such & limitless delegation of authority over compensation.
RD 46-47.

14. The ALJ also found that, to the extent that the payments were
viewed as procedurally legitimate compensation, the amounts of the
payments were so excessive as 10 constitute a distinct unsafe or
unsound practice. In light of its other findings as to Magee’s miscon-
duct, the Board need not and does rnot reach the issue of excessive
compensation as an independent unsafe and unsound practice, and
does not adopt either the ALJ’s findings or Magee's proposed findings
as 1o this issue.

At the same time, however, the Board notes that the evidence
relating to the total amount Magee was taking from FBT as compared
with the compensation of executives at other institutions supports the
ALJ's findings as to Magee's motivetion in paying himself from the
miscellaneous expense account. and thus his culpability. The ALJ
found that the practice of taking compensation from the ‘‘miscella-
neous expense’’ account was designed to disguise the nature of the
pavments so as to avoid inevitable regulatory criticism and that it had
that effect for seven years. RD 54-55. The desire to avoid unwelcome
attention from Bank regulators provides & plausible motive for Mag-
ee’s practice in the absence of any reasonable alternative explanation
from Magee.
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2. The Lawrence Payments

The ALJ also found that Magee’s practice of paying
sums to Lawrence in excess of the amounts calied for
in his consuiting contract, a payment reserved to
Magee's sole discretion. was another unsafe or un-
sound practice and a breach of Magee’s fiduciary duty
to FBT. RD 57; Recommended Conclusion of Law
(“*RCL"") 17.

The Reserve Bank made Magee aware of its con-
cern about the amount of money paid to Lawrence as
& consultant when FBT s shareholders in 1987 filed
an application with the Keserve Bank to form a bank
holding company, Bancorp. to hold the stock of
FBT. Recommended Finding of Fact (“RFF"") 90~
103. In order to allay the Reserve Bank’s concerns,
FBT submitted a new Lawrence consulting agree-
ment, signed by Lawrence and by Magee on FBT's
behalf, that limited the services that Lawrence would
perform for FBT and limited the corresponding pay-
ments that Lawrence would receive from FBT to
$96,000 per year plus $400 director’s fees per FBT
board of directors meeting he attended. RFF 97-102.
The Reserve Bank relied upon the agreement in
approving the application. RFF 102.

In practice, Lawrence received payments in €x-
cess of those called for in the consulting agreement.
In 1988, Lawrence was paid $25.000 from FBT's
consultant fee account and $i00.800 from the FBT s
“‘miscellaneous expense’” account. RFF 106-107. In
1989. Lawrence was paid $1006.80C under the consuit-
ing agreement and $115.000 in bonus. RFF 109. In
1990. Lawrence was paid¢ $£215.400 in nonemployee
compensation, of which $114.600 was in addition
to the amount called for by the consulling agreement.
RFF 110. Additional payments were made from the
“‘miscellanecus expense’” account in 1991. RFF 111,
FEBT's books and records contain no documentation
of any services rendered by Lawrence to FBT. RFF
113.

Magee variously characterized the excess pay-
ments to Lawrence as compensation for services
rendered in addition to those called for in the con-
sulting agreement (RFF 120: Magee Tr. 322) and as
bonuses based on the Bank’s performance (RFF 115
117.121: Bd. Ex. 23 9€ 26. 37). Lewrence, in & sworn
statement, stated that the pavments were bonuses
based on the Bank's performance. RFF 119; Bd. Ex.
22 €15,

The ALJ reasonably concluded that the pavments
made to Lawrence in Magee's sole discretion and
in excess of the amounts specified in Lawrence’s
consuliing agreement represented an unsafe or un-
sound practice and a breach of Magee's fiduciary
duty 10 FBT. RD 57. The Board adopts these con-
clusions.

C. Effect

1. Financial gain or other benefit 10 Magee
Under the FDI Act, the second tier of elements
necessary for an order of prohibition may be satisfied
by a showing that the respondent ‘‘has received finan-
cial gain or other benefit by reason of”’ the miscon-
duct. 12 U.S.C. § 1818(e)(1)(B)(ii). The ALJ reason-
ably concluded that Magee received financial gain
from the payments to himself from the miscellaneous
expense account.!s RD 57-58. It is undisputed that the
amounts extracted from the miscellaneous expense
account totalled, over a seven-year period, in over
$900.000. RD 51.1¢

Magee's argument to the contrary is that he re-
ceived no material gain from the disputed practice
since. as a major shareholder, he could have
achieved the same financial gain through legitimate
means, either by simply having the Bank pay divi-
dends or through a straightforward compensation
scheme approved by the board of directors. Except.
v-vii. The Board concludes that the ALJ properly
rejected these arguments. First, whether or not Ma-
gee could have achieved the same financial result by
legitimate means, the facts on the record of this case
are that in practice he incurred the gain illegitimately.
Second. it is not clear that Magee would have
achieved the same gain had he made the total amount
of the payments known to the board of directors, to
the public and to supervisors. The after-the-fact
ratification of the payments to Magee by the board of
directors!? does not necessarily mean that the direc-
tors would have been equally generous at an earlier
and more uncertain time, and is not a substitute for
contemporaneous approval. In addition, disclosure
to the Reserve Bank at an earlier time would have
run the risk that the Federal.Reserve would act to
reduce the amount of compensation paid to Magee,
as in fact happened when the disguised compensation
came to light in 1991.78 RD 54. Furthermore, Magee
could not have achieved the same financial result by
peying himself dividends, since Bancorp became the
shareholder of FBT in 1988 and, as a bank holding

15, The ALJ did not fing that the payments to Lawrence caused any
financial gain or other benefit 10 Magee.

16. This figure takes into account the $52.000 Magee returned 1o
FBT in 1986. RD 51-52. For the years i988-1990 specified in the
Notice. the amount totalled roughly $374.000. See RD 51.

17. In April. 1991, upon Magee's disclosure (under pressure from
the Federal Reserve) of the amount and nature of the payments to him,
ihe board of directors adopied a resolution purporting to ratify the past
miscellaneous expense payments to Magee as compensation. RFF 53.

1&. Contrary to Magee's argument (Except. xi). he did not report his
tota! compensation from FBT to the Reserve Bank in 2 meaningful
vev. While he did disclose his total income from all sources to the
Reserve Bank in 1987, the total was not broken down in such a way as
¢ indicate the portion of his income that came from FBT. RFF 56.
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company, Bancorp is restricted in the dividends that
it can pay relative to its outstanding debt. RD 58,19

2. Financial Loss or Other Damage to FBT
Because the payments extracted from the miscella-
neous expense fund for Lawrence and Magee were
unjustified by any corresponding benefit to FBT, the
ALJ properly found that they caused loss or damage to
FBT for purposes of the “‘effects’ criterion for prohi-
bition. RD 61.20
Magee’s argument to the contrary depends upon a

misinterpretation of the statutory test for ‘‘loss or
other damage’’ to the institution: Magee argues that
the test is not satisfied unless there is a *‘direct and
substantial risk to the financial integrity of the institu-
tion and the government’s insurance risks’2! and
submits that the test is not met here because FBT is in
a financially sound condition.?? Except. iii-x. The
statutory language for the loss element simply states:
*(B) by reason of [the misconduct] —

(i) ‘‘such insured depository institution or busi-

ness institution has suffered or will probably suf-

fer financial loss or other damage”™.
12 U.S.C. § 1818(e)(1)(B)(i). There is no textual basis
for grafting onto this language the requirement that the
losses or other damage be so severe as 1o threaten the
survival of the institution before the Board may bring
a prohibition action.?* Such a rule would permit the
diversion of funds from a prosperous institution with
relative immunity so long as the institution remained

solvent.?4

19. Bancorp undertook debt in order to purchase the shares of FBT.
As part of the application to form Bancorp. the Reserve Bank required
Magee and Lawrence 1o file projections of the retirement of that debt
by means of dividends from FBT. RD 58. As Magee acknowledged. it
is extremely doubtful that the Reserve Bank would have approved the
payment of dividends from Bancorp to its shareholders. Magee and
the Trust. until Bancorp's debt had been reduced. Resp. Ex. 15A at 3.

20. Further, the ALJ noted that Bancorp was lagging behind its
schedule of debt retirement and that it would not have been had FBT
paid the amount in dividends to Bancorp that was instead paid to
Magee in miscellaneous expenses. RD 58 n.12.

21. Magee s cited authority for this proposition is inapposite in that
it does not at all address the ‘*loss’” provision of section 1818(e). but
instead construes the meaning of an ‘"unsafe or unsound practice’” for
purposes of a cease and desist order under section 1818(b). See Gulf
Fed. Sav. & Loan Ass’'n v. Federal Home Loan Bank Bd., 651 F.2d
259 (S5th Cir. 1981), cert. denied 458 U.S. 1121 (1982). Indeed. Guif
Federal involved interest overcharges by a savings and loan associa-
tion. & practice that financially benefitred the institution in the short
term and created virtually no risk of any real loss in the long term.
Accordingly. the practice was found not 1o be unsafe or unsound. 651
F.2d at 262 n.2.

22. Itis not disputed that FBT it & financially sound institution, with
a composite rating of 2, the second-highest rating on the Board's
S-point scale for rating banks.

23, Indeed. when Congress amended section 1818e) in 1989. one of
the most significant changes was the deletion of the previous require-
ment that the losses be **substantial .

24. As the Eiphth Circuit held in Van Dyke v. Board of Governors.
876 F.2d 1377. 1380 (8th Cir. 1989). where & check Kite was cleared

Accordingly, the ALJ properly rejected Magee’s
argument that these payments did not cause financial
loss to FBT within the meaning of the statute because
they were not so great as to create a risk to FBT's
financial integrity.

D. Culpability

The culpability requirement for prohibition under the
FDI Act requires a determination that the misconduct
at issue
**(i) Involves personal dishonesty on the part of
such party; or
(ii) Demonstrates willful or continuing disregard
by such party for the safety or soundness of such
insured depository institution or business institu-
tion.”’
12 U.S.C. § 1818(e)(1XC). The ALJ found that the
misconduct at issue here reflected Magee’s personal
dishonesty as well as both willful and continuing
disregard for FBT’s safety and soundness. RD 62-69.

Y. Personal Dishonesty
The ALJ properly rejected Magee's arguments that the
proper test for ‘‘personal dishonesty” requires a
‘‘compelling sense of conscious wrong’’, an ‘‘intent to
deceive®’, or conduct that amounts to frand (Except.
xii-xiii), since the Board’s past decisions apply a
broader standard that encompasses concepts such as a
lack of integrity, trustworthiness, fairness or straight-
forwardness. See, e.g., Van Dyke v. Board of Gover-
nors, 876 F.2d at 1379 (8th Cir. 1989); Greenberg v.
Board of Governors, 968 F.2d 164, 171 (2d Cir.
1992)(dishonesty established by failure to disclose
aspects of insider transactions to board of directors).25
Under this legal standard, the Board adopts the
ALJ’s rejection of Magee’'s attempts to mitigate his
culpability. Magee acknowledges that his actions were
“‘negligent”” (Except. xiv), but denies that his actions
reflected any greater degree of culpability, arguing that
his fault lay in his lack of education and understanding
of the correct procedures required, not in any intent to
deceive or defraud. Except. xvii. In support of the

with no lasting damage to the bank involved, '‘we think it unrealistic
for Van Dvke to suggest the Board is powerless to respond to an
officer’s manipulative. self-dealing activity unless actual harm to the
bank occurs.”” Var Dvke. 876 F.2d at 1380 (interpreting meaning of
disregard for safety or soundness’’).

25, In the Van Dyke case. the Eighth Circuit affirmed the Board's
rejection of & narrow standard limiting personal dishonesty to ‘‘an
intent to gain at the expense of others™™ and affirmed the Board's
interpretation of “‘personal dishonesty’”™ as extending bevond civil
fraud to '‘encompass & broad range of conduct™. Van Dvke. €76 F.2d
at 1379: see also I re Stanford C. Stoddard, No. AA-EC-85-44 at 42
n.24 (Jan. 29. 198&)(rejecting limitation of personal dishonesty to
fraud). rev'd on other grounds, Stoddard v. Board of Governors, 894
F.2d 1492 (D.C. Cir. 1989).
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relative innocence of his actions Magee points out
that he owned 25% of the Bank from 1984 until 1987,
and, thereafter, he owned 25% of Bancorp and was
the sole voting trustee of the remaining 75% interest.
Except. xiii-xiv. Magee argues that his policies and
management caused the Bank to improve its profit-
ability and to receive consistent high ratings for
financial soundness. Except. xiv. He argues that the
misreporting of his compensation did not affect the
overall picture of the Bank’s financial position pre-
sented to regulators, since the bottom line for the Bank
was the same, whether the amounts were reported as
expenses or compensation. Magee states that he dis-
closed all of his compensation to the Internal Revenue
Service, even though he misreported the nature of the
miscellaneous expense payments. Magee argues that he
did not devise the method of taking payments charged
to miscellaneous expenses, but merely carried the prac-
tice over from another bank, where he had learned the
business. and where it was a standard practice for
management o take payments charged to miscella-
neous expenses. Except. xvi. He argues that the prac-
tices were never criticized from 1984 to 1990, notwith-
standing repeated examinations by state and federal
regulators. even though the *‘miscellaneous expense’”
totals were above the average for FBT's peer banks,
which should have flagged the practice for the regula-
tors. Except. xvi. Furthermore, Magee argues that he
orally disclosed the total amount of his compensation to
the Arkansas State Banking Commissioner (though he
did not detail the method by which he was taking the
miscellaneous expense payments), and that the Com-
missioner stated that he was untroubled by the amount
so long as the earnings and capital position of the Bank
remained strong. He states that he delegated the re-
sponsibility for compliance with reporting requirements
to FBT s auditors. Except. xvi.

The Board adopts the ALJ’s rejection of these
arguments. and determination, based in large part on
the ALI's credibility determinations. that Magee’s
actions refiected personal dishonesty., The ALJ
found that Magee’s method of extracting money from
FBT evidenced deception, misrepresentation. and a
lack of candor. RD 62. There is no question that
Magee did not inform the board of directors of his
claimed formula for self-payment, or the amounts he
was in fact taking, before the practice was brought to
light through the examination process. The ALJ
found that the evidence indicated that Magee en-
gaged in a ‘‘deliberate, concerted efiort 1o mislead
regulators. FBT's depositors, and the public’™ with
regard 1o the amounts he extracted from FBT. RD
63. The ALJ found that Magee’s motive for conceal-
ing the payments was 1o reduce the risk that expo-
sure would cause pressure for the amount of the

payments to be reduced. RD 63,26 The ALJ also
properly rejected Magee’s defense that he simply did
not know that there was anything wrong with the
practice of extracting funds from the miscellaneous
expense account because he had learned it from
others. Nor did the ALJ accept Magee’s argument
that the federal and state banking examiners, other
bank employees or his accountant should have
alerted him to the impropriety of the payments. The
ALJ found these arguments legally insufficient to
shift Magee’s responsibility as the president and
CEO of FBT to other parties. RD 55.

The ALJ found other indications of dishonesty in the
conflicting explanations that Magee proffered after the
payments were discovered by Federal Reserve exam-
iners in early 1991; Magee at various times character-
ized the payments to himself as bonuses determined
without regard to criteria, as consulting fees, and as
discretionary bonuses based on self-determined crite-
ria. RD 66. The ALJ reasonably concluded that the
pattern indicates a continuing attempt to mislead super-
visors as to the nature of the payments. RD 66. The
ALJ found that Magee exhibited a similar lack of candor
with regard 10 the payments to Lawrence. RD 66-67.

The Board adopts the ALJ’s conclusions as to Mag-
ee’s dishonesty, which are based largely on credibility
determinations. The nature of Magee’s offenses, dis-
guised payments to insiders, is the sort of insider abuse
that can rapidly deplete a financial institution’s capital
and liquidity. Supervisors monitor payments to insiders
by means such as Call Reports, officer questionnaires,
and audited financial statements, the procedures that
Magee circumvented in this case. The ALJ’s factual
finding that Magee deliberately concealed the payments
from supervisors displays a lack of integrity that satis-
fies the statutory standard for personal dishonesty.

2. Willful and Continuing Disregard for Safety or
Soundness

The Board also adopts the ALY’s conclusion that Ma-
gee’s misconduct satisfied the statutory standard for
both willful and continuing disregard for safety or
soundness. A “‘willful disregard for safety or sound-
ness’’' is established by intentional conduct that consti-
tutes an unsafe or unsound banking practice, i.e., that is
contrary to prudent banking practices, and that is of a
sort that potentially exposes an institution to abnormal
risk of harm or loss. Van Dyke, 876 F.2d at 1380.27

26. The ALJ reasonably rejected Magee’s arguments that he had
disclosed the nature of the pavmenits to the state banking regulator and
to the Federal Reserve. finding that the disclosures made to each
regulator were sufficiently misleading as to disguise the nature of the
payments from further regulatory inquiry, RD 65 n. 15.

27. "Willfulness™ has been defined as an ‘‘unreasonable failure to
conform intentional conduct to the law's dictates’’, United States v.
Dornovan. No. 91-1574. slip op. at 11 (Ist Cir. Feb.6, 1992) (criminal
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“Continuing’’ disregard has been held to require a
lesser showing of scienter akin to ‘‘recklessness.”
Brickner v. Federal Deposit Insurance Corporation,
747 F.2d 1198, 1203 n.6 (8th Cir. 1984).

Applying these standards to the facts of this case, it is
clear that Magee’s conduct constituted both willful and
continuing disregard for FBT’s safety or soundness.
Magee concedes that his conduct constituted an unsafe
or unsound banking practice. Furthermore, it is clear
that Magee *‘willfully’’ engaged in the practice, since he
unilaterally controlled his practice of payments to him-
self and to Lawrence.

Indeed, Magee’s own characterization of his actions
displays an obliviousness to fundamental precepts of
banking governance and regulation, notwithstanding a
career in banking that began in 1957 and included a
short term as an examiner for the Arkansas Bank
Department and offices in statewide banking organiza-
tions. Magee regarded it to be unnecessary to even
inform his board of directors of his total compensation
or of the self-generated formula he claims to have used
to determine that compensation. Tr. 271. By his own
testimony, Magee was unconcerned as to how the
payments from the miscellaneous expense account
were represented to the auditors, to regulators, or to the
public, regarding that as a responsibility for someone
other than himself. Tr. 281-284. Notwithstanding the
Reserve Bank’s manifest concern with the payments to
Lawrence, Magee professed ignorance of the commit-
ments made on FBT’s behalf and felt himself unfettered
in his discretion to make additional payments to
Lawrence. Tr. 309-313. In sum, Magee portrays him-
self as deliberately engaging in actions that displayed a
fundamental lack of understanding of sound banking
practice, thereby supporting the Board's conclusion
that he acted with willful and continuing?8 disregard for
safety or soundness, and warranting the issue of an
order of prohibition against him.

Conclusion

For the foregoing reasons, the Board orders that the
attached Order of Removal and Prohibition shall

issue.

currency transaction violation), and may be shown where an officer
and directors in a heavily regulated industry, who is chargeable with
responsibility for conducting his affairs in accordance with regulatory
requirements. is conscious of the facts that constitute the misconduct.
Premex, Inc. v. CFTC. 785 F.2d 1403, 1406 n.9 (9th Cir. 1986).

28. **Continuing disregard for safety and soundness™ is established
in that the practices continued over a period of vears and the
determination that Magee’'s disregard was willful establishes. «
Sortiori, that Magee was “‘reckless’” in so acting. See Brickner, 747
F.2d at 1203 n.6.

FINAL ENFORCEMENT ORDERS ISSUED BY THE
BOARD OF GOVERNORS

The Genoa Banking Company
Genoa, Ohio

The Federal Reserve Board announced on October 14,
1992, the issuance of a Cease and Desist Order against
The Genoa Banking Company, Genoa, Ohio.

Marshall County Bankshares, Inc.
Beattie, Kansas

The Federal Reserve Board announced on October §,
1992, the issuance of an Order of Assessment of a Civil
Money Penalty against Marshall County Bankshares,
Inc., Beattie, Kansas and Edwin L. Nutt, an institu-
tion-affiliated party of Marshall County Bankshares,
Inc.

Midwest Securities Trust Company
Chicago, 1llinois

The Federal Reserve Board announced on October 29,
1992, the issuance of a Cease and Desist Order against
Midwest Securities Trust Company, Chicago, Illinois.

The Board’s Order was issued in conjunction with
enforcement proceedings initiated on October 29,
1992, by the Securities and Exchange Commission
against Midwest Clearing Corporation, Chicago, Illi-
nois, and Midwest Securities Trust Company.

WRITTEN AGREEMENTS APPROVED BY FEDERAL
RESERVE BANKS

Farmers Savings Bank
Norwood, Ohio

The Federal Reserve Board announced on October 30,
1992, the execution of a Written Agreement among the
Federal Reserve Bank of Cleveland, the Superinten-
dent of Banks of the State of Ohio, and the Farmers
Savings Bank, Norwood, Ohio. '

Glendale Bank of Pennsylvania
Philadelphia, Pennsylvania

The Federal Reserve Board announced on October 5,
1992, the execution of a Written Agreement between
the Federal Reserve Bank of Philadelphia and the
Glendale Bank of Pennsylvania, Philadelphia, Penn-
sylvania.
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Guardian Bank
Los Angeles, California

The Federal Reserve Board announced on October 20,
1992, the execution of a Written Agreement between
the Federal Reserve Bank of San Francisco and the
Guardian Bank, Los Angeles, California.

High Point Financial Corp.
Branchville, New Jersey

The Federal Reserve Board announced on October 26,
1992, the execution of a Written Agreement between
the Federal Reserve Bank of New York and High
Point Financial Corp., Branchville, New Jersey.

Shawmut National Corporation
Boston, Massachusetts

The Federal Reserve Board announced on October 6,
1992, the execution of an Amendment to the Written
Agreement, dated October 1, 1991, between the
Federal Reserve Bank of Boston and Shawmut
National Corporation, with dual headquarters in
Hartford, Connecticut and Boston, Massachusetts,
The Amendment eliminates the requirements for
Shawmut National Corporation to obtain the written
approval of the Federal Reserve prior to declaring or
paying preferred stock dividends.
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SYMBOLS AND ABBREVIATIONS

c Corrected

e Estimated

n.a. Not available

n.e.c. Not elsewhere classified

P Preliminary

T Revised (Notation appears on column heading

when about half of the figures in that column
are changed.)

* Amounts insignificant in terms of the last decimal
place shown in the table (for example, less than
500,000 when the smallest unit given is millions)

0 Calculated to be zero

Ce Cell not applicable

ATS Automatic transfer service

CD Centificate of deposit

CMO Collateralized morngage obligation

FFB Federal Financing Bank

FHA Federal Housing Administration

FHLBB Federal Home Loan Bank Board

FHLMC Federal Home Loan Mortgage Corporation
FmHA Farmers Home Administration

FNMA Federal National Mortgage Association
FSLIC Federal Savings and Loan Insurance Corporation
G-7 Group of Seven

G-10 Group of Ten

GENERAL INFORMATION

In many of the tables. components do not sum to totals because
of rounding.

Minus signs are used to indicate (1) a decrease, (2) a negative
figure, or (3) an outfiow.

“U.S. government securities” may include guaranteed issues
of U.S. government agencies (the flow of funds figures also

GNMA Government National Morigage Association

GDP Gross domestic product

HUD Department of Housing and Urban
Development

IMF International Monetary Fund

10 Interest only

IPCs Individuals, partnerships, and corporations

IRA Individual retirement account

MMDA Money market deposit account

NOW Negotiable order of withdrawal

OoCD Other checkable deposit

OPEC Organization of Petroleum Exporting Countries

OTS Office of Thrift Supervision

PO Principal only

REIT Real estate investment trust

REMIC Real estate mortgage investment conduit

RP Repurchase agreement

RTC Resolution Trust Corporation

SAIF Savings Association Insurance Fund

SCO Securitized credit obligation

SDR Special drawing right

SIC Standard Industrial Ciassification

SMSA Standard metropolitan statistical area

VA Veterans Administration

include not fully guaranteed issues) as well as direct obliga-
tions of the Treasury. “Stale and Jocal government” also in-
cludes municipalities. special districts, and other political
subdivisions.
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1.10 RESERVES, MONEY STOCK, LIQUID ASSETS, AND DEBT MEASURES

Percent annual rate of change, seasonally adjusted’

1991 1992 1992
Monetary and credit aggregate
Q4 Qi Q2 Q3 May June July Aug. Sept.
Reserves of depository institutions®
1Toal............ooiinit 15.2 23.4 14.9 93 121 -6.3 6.2 20.7 244
2 Required ................. 15.4 235 154 9.9 15.8 -4.3 5.0 21.3° 23.2
3 Nonborrowed ............. 20.0 24.0 14.8 8.4 10.5 -8.1 4.9 L1 237
4 MOREIATY DRSS ... ...\ 8.2 9.2 7.1 10.5 7.7 3.9 9.5 16.6' 16.7
Concepis of money, liquid assets, and debr*
M1 11.1 16.5 8.9 10.5 14.6 -3.1 11.3 16.0 19.7
F T A (R 8 R B G e e 4 B 0 B
2 13 35! na -2 27| -1y 42 | na
3.9 4.2 5.2r n.e a.4' 5.3 4T 4.5 n.a.
SR I I A A
-5. -7. -9. -2. =-3. -4.6 -2, . -8.
Time and savings depaosits
Commercia) banks
12 Savings, influding MMDAS. ... 16.0 19.1 12,0 10.1 8.0 4.9 9.3 13.6 17.6
33 Smalltime. ... e -84 -18.9 -13.3 -16.4 ~16.7 -14.2' ~16.8" -19.2" -16.4
14 Thl"?r‘e li'mc'i' S -14.4 -18.2 ~14.8 -16.1 -8.3 -14.9" ~24.0° -10.2 -16.7
rift institutions
15 Savings, ingluding MMDAs 10.2 2.4 18.8 8.2 18.8 5.2 5.2 8.9 10.8
16 Small !imtg . -22.5 -24.3 -29.4 -19.9 -24.3 -17.8 -19.6 -21.7 -19.7
17 Large time®” ... . -36.5 -29.7 ~36.7 -17.1 -40.7 -25.2 -5.2 -22.4 -3.5
Money market mutual funds
18 General purpose and broker-dealer .................c.ooovvnl -4.0 -3 -4.8" -8.1 2.7 -6.4" ~11.5 -5.8 -17.2
19 Institution-only ....... ..ot e 37.2 269 20.0 40.0 35.5 30.2 48.) 54.9 0
Debt componenis*
20 Federsl. . ........oiii i e 1.8 10.00 14.2 n.a. 123 14.8' 10.7° 9.5 n.a.
21 Nonfederal. ..ottt 1.8 2.4 2.3 na 1.8 2.1 2.6 2.7 n.a.

1. Unless otherwise noted, rates of change are calculated from average
ding during preceding month or quarter.
2. Figures incorporate adjusiments for discontinuities, or *'breaks,”” associ-
ated with regulatory changes in reserve requirements. (See also table 1.20.)
. 8 lly adj d. break-adj d v base ists of (1) season-
aljy adjusted, bresk-adjusted total reserves (line 1), plus (2) the s

nall

offices in the United Kingdom and Canada, and (3) balances in both taxable and
tax-exempt, institution-only money market funds. Excludes amounts held by
depository institutions, the U.S. government, money market funds, and foreign
banks and official institutions. Also excluded is the esti d [ i
RPs and b!;lurodollnrs held by institution-only money market funds. Seuonﬂ)y

d currency comp of the money stock, 8lus (3) (for all quarterly
reporters on the “'Report of Transaction Accounts, Other Deposits, and Vaull
Cash™' and for all weekly reporters whose vault cash exceeds their required
reserves) the lly adjusted, break-adjusted difference between current vauit
cash and the amount applied to satisfy current reserve requirements.

4. Composition of the money stock measures and debt is as follows:

M1: (1) currency outside the Treasury, Federal Reserve Banks, end the vaults
of depository institutions; (2) travelers checks of nonbank issuers. (3} demand
deposits at all commercial banks other than those due to depository institutions.
the U.S. government. and foreign banks and officia) institutions, less cash items in
the process of coliection and Federal Reserve float; and (4) other checkabie
deposits (OCDs), consisting of negotiable order of withdrawal (NOW) and
sutomatic transfer service (ATS) accounts at depository institutions, credit union
share draft accounts, and demand d its at thrift institutions. Seasonally

dj d M] is puted by currency, travelers checks. demand
deposits, and OCDs. each seasonally adjusted separately.

2: M1 plus (1) overnight (and continuing-contract) repurchase agreements
(RPs) issued bg al] depository institutions and overnight Eurodollars issued to
U.S. residents by foreign branches of U.S. banks worldwide, (2) savings (includ-
ing MMDAs) and small time deposits (time deposits—including retail repurchase
agr (RPs)—in of less than $100,000), and (3) balances in both
taxable and tax-exempt general-purpose and broker—dealer money market funds.
Excludes individual retirement accounts (JRAs) and Keogh balances at depository
institutions and money market funds. Also excludes all balances held by U.S.
commercial banks, money market funds (general purpose and broker—dealer),
foreign gover and ¢ rcial banks, and the U.S. government. Season-
ally adjusted M2 is computed by adjusting its non-M1 component e a whole and
then adding this result to seasonally adjusted M1.

M3: M2 plus (1) large time deposits and term RP liabilities (in amounts of
$100,000 or more) issued by al] depository institutions, (2) term Eurodollars held
by U.S. residents at foreign branches of U.S. banks worldwide and at ali banking

) M3 is puted by adjusting its non-M2 component as & whole and then
adding this result to seasonslly adjusted M2.

L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term
Treasury securities, commercial paper, and bankers acceptances, net of money
market fund holdings of these assets, § lly adj dLis d

summing U.S. savings bonds, short-term Treasury securities, commercial T,
and bankers eac lly adjusted separately, and then adding
this result to M3.

Debt: Debt of d i fi ial sectors of

ding credit-
market debt of the U.S. governmem, state and local governments, nﬁ private
nonfinancial sectors. Private debt consists of corporate bonds, mortgages, con-
sumer credit (including bank loans), other bank loans, commercial paper, bankers
acceptances, and other debt instruments. Data are derived from the Federal
Reserve Board's flow of funds accounts. Data on debt of domestic nonfinancial
sectors are monthly averages, derived by averaging adjacent month-end levels.
Growth rates for debt reflect adj {or di ities over time in the levels
of debt presented in other tables.

5. Sum of (1) overnight RPs and Eurodollars, (2) money market fund balances
sgenerpl purpose and broker-dealer), (3) MMDAs, and (4) savings and small time

eposits.

6. Sum of (1) large time deposits, (2) term RPs, (3) term Eurodollars of U.S.
residents, and (4) money marke! fund balances (institution-only), less (5) &
consolidation adjusiment that represents the estimated amount of overnight RPs
and Eurodollars held by institution-only money market funds. This sum is
seasonally adjusted as & whole.

7. Small time deposits—including
less than $100,000. All IRA and Keogh
thrift institutions are subtracted from small time deposits.

8. Large time deposits are those issued in amounis of $100,000 or more,
excluding those booked at international banking facilities.

9. Large time deposits a1 commerciel banks less those held by money market
funds, depository institutions, and foreign banks and official institutions.

retail RPs—are those issued in amounts of
bal cial banks and
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1.11 RESERVES OF DEPOSITORY INSTITUTIONS AND RESERVE BANK CREDIT!
Millions of dollars
Vi . . Y
‘ﬁ“;"gﬁ:;‘; Average of daily figures for week ending on date indicated
Factor 1992 1992
July Aug. Sept. Aug. 19 | Aug.26:| Sept.2 Sept. 9 | Sept. 16 | Sept. 23 | Sept. 30
SuPPLYING RESERVE FUNDS
1 Reserve Bank credit outstandjng .......... 313,136 | 315,617"| 325916 | 317,051 | 313,092 [ 317,517 | 320,853 | 323,716 { 324,993 | 335,310
.S. government securities”
2 Bought outright—System account ... .. 274,511 1 276,117 | 280.746 | 276.050 | 276,435 277,088 | 281,700 | 280,496 | 280,594 | 281,532
3 Held under repurchase agreements . ... 772 K 6.452 2.698 0 3,248 1,477 4,167 ,901 13,947
Federal agency obligations :
4 Bought outright ..................... 5,677 5,603 5.538 5.612 5,600 5,571 5,539 5,534 5,534 5,534
5 Held under repurchase agreements ... 7 26 293 76 (1] 36 11 168 195 855
6 Acceplances ............. R 0 0 0 0 0 0 4} 0 0 ]
Loans to depository institutions
7 Adjustment credit 87 28 94 45 35 29 23 244 24 102
8 Seasonal credit ............. 202 224 192 223 232 220 191 182 194 197
9 Exlendcd credit ............ 0 0 0 0 ] 0 0 0 0 0
I e R . 586 655 54] 807 7S 776 347 1,095 477 153
11 Olher Federal Reserve assets ........... 31,294 31,264 32.060 31,541 30,076 30,548 31,564 31,830 32,074 32,990
12 Gold stock ............. P 11,060 11,060 11.059 11,059 11,060 11,059 11,059 11,060 11,059 11,058
13 Special drawing rights certificate account .. 10,018 10,018 10.018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
14 Treasury currency outstanding . ........... 21,272 21,292 21,324 21,292 21,298 21,298 21,309 21,320 21,331 21,342
ABSORBING RESERVE FUND:
15 Currency in circulation .................. 313,739 1 315,783 | 316.628 | 316.302"| 315,331":] 316,410 | 319,409 | 319,953 | 318,149 | 317,314
16 Treasury cash holdings ............... ... 594 583 530 55 542 539 535 531 529 522
Deposits, other than reserve balances. with
Federal Reserve Banks -
17 TIBSUTY . ovnen e 5,600 5,729 11.390 5,29] 5,620 5,744 5,923 6,284 13,697 21,297
18 FOMIEN ..ovivveitie i aeiians 236 M 309 212 195 213 267 257 297 438
19 Service-related balances and
adjustments .............. el 5,534 5,612 5,773 5,592 5,611 5,768 5,667 5,708 5,756 5,963
20 Other ................. O 233 267 290 294 268 276 297 293 289 275
21 Other Federal Reserve liabilities and
capital ... 8,493 8,496 B.508 8.269 8,184 8,665 9,058 8,274 8,235 8,279
22 Reserve balgnccs with Federal
Reserve Banks® ............................ 20,991 21,33¢' 22,890 22,910 19,718 22,279 22,084 24,814 20,450 23,64)
End-of-month figures Wednesday figures
July Aug. Sept. Aug. 19 | Aug. 26 Sept. 2 Sept. 9 Sept. 16 | Sept. 23 | Sept. 30
SupPLYING RESERVE FUNDE
1 Reserve Bank credit outstandjng . ......... 313,930 | 319,4)0" [ 336.583 | 314,923 313,088 | 322,658 323,399 325,472 333,889 | 336,583
S. government securities*
2 Bought outright—System account 275,969 | 274,537 276.712 | 277.500 | 276.823 277,254 | 281,509 | 283,122 | 280,683 | 279,712
3 Held under repurchase agreements ... (4] 7,616 16.685 582 ] 7,452 778 ,682 14,303 16,685
Federal agency obligations i )
4 Bought outright .. ................... 5,625 5,57 £.534 5.612 5,571 5,571 5,534 5,534 5,534 5,534
5 Held under repurchase agreements ... [ 53 1.478 0 0 100 40 307 224 1,475
6 ACCEPIaNCES. . ..............oiiiaens [ [i] 0 0 0 0 0 0 0
Loans to depository institutions
7 Adjustment credit .. ... ... 29 28 425 70 46 31 20 1,398 44 425
8 Seasonal credit 227 216 184 230 229 208 183 191 200 184
9 Exlended credit . 0 0 0 0 0 0 0 [ 0 0
10 Float ..oovviviii i 305 1957 -22% SIR 480’ 737 ~606 154 136 ~229
1 O\her Federal Reserve assets ........... 31,776 31,198 32.796 30.412 29,939" 31,305 31,945 32,083 32,765 32,79
12 Gold S1ocK ..o 11,059 11,089 11,058 11,059 11,089 11,059 11,060 11,060 11,059 11,058’
13 Special drawing rights certificate account .. 10,018 10,018 10.018 10,018 10,018 10,018 10,018 16,018 10,018 10,018
14 Treasury currency oulstanding ....... ..... 21,286 21,298 21.342 21,262" 21,295° 21,298 21,309 21,320 21,331 | - 21,342
ABSORBING RESERVE FUNDs
15§ Currency in circulation .............. . ... 314,338 | 316,136" | 317923 | 31601871 315712' 1 317,750 | 320,466 319,266 | 317,713 317,923
16 Treasury cash holdings .................. 578 539 827 542 539 536 531 530 522 527
Deposits, other then reserve balances. with
Federal Reserve Banks
17 Treasury ..oo.oevoiiiieen s 6,923 6,232 24.58¢ 4.412 5,679 5.316 3,982 7,881 21,796 24,586
18 Foreign ...cooovvvniiiinii.. . 264 297 546 253 N4 236 183 501 310 546
19 Semce relaled balances and
adjustments . .. 5,473 5,768 5.963 .80z 5611 5,768 5,667 5,708 5,756 5,963
20 Other ......... 220 254 208 321 283 302 278 328 256 295
21 Other Federal Rese
Capitl ... 8.846 9,275 8.023 &.0K6 8.010 9,032 8.119 8,104 8,107 8,023
22 Reserve balances w,{uh Federal
Reserve Banks® . ........ ... ... ... 19.651 23,284 21,138 21.967 19,403 26,085 26,560 25,550 21,836 21,138
. For amounts of cash heid as reserves, see table 1.12. . 3. Excludes required cleaning bai and adj to for
2. Includes securities loaned—fully guaranteed by Ui.S. government securities fioat.

pledged with Federal Reserve Banks—and excludes any securities sold and
scheduled 10 be bought back under matched sale-purchase transactions.
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1.12 RESERVES AND BORROWINGS Depository Institutions’

Millions of dollars

Prorated monthly averages of biweekly averages
Reserve classification 1989 1990 1991 1992

Dec. Dec. Dec. Mar. Apr. May June July Aug. Sept.

1 Reserve balance; with Reserve Banks® ......... 35,436 30,237 26,659 28,087 22,655 21,071 21,223 21,206 21,277 22,629
2 Total veult cash’ .. Greerereneneees 29,828 31,786 32,513 1,647 35,071 31,197 31,729 32,145 32,457 32,343
3 Applied vault cash®, . 27,374 28,884 28,872 28,225 27,800 27,754 28,273 28,617 28,890 28,894
4  Surplus v“l‘ cash’, 2,454 2,903 641 3,422 3,271 3442 3,456 3,528 3,567 3,448
5 Total reserves®. .. ... ..ot 62,810 59,120 55,532 56,282 50,455 48,825 49,496 49,823 50,162" | 31,523
6 Required reserves g 61,887 57,456 54,553 55,254 49,318 47,825 48,584 48,857 49,227 50,517
7 _ Excess reserve balances at Reserve Banks' ... 923 1,664 979 1,028 1,137 1,000 913 965 93487 1,006
8 Total borrowings at Reserve Banks 265 326 192 91 90 155 229 284 251 287
9  Seasonal borrowings.............. 84 76 38 3 47 98 149 203 223 193
10 Extended credit® ...........oouiiiiiiiiiiins 20 23 1 2 2 0 0 0 0 0

Biweekly averages of daily figures for weeks ending
1992

May 27 | June 10 | June 24 July 8 July 22 Aug. 5 | Aug. 19 | Sept.2 | Sept. 16 | Sept. 30

1 Reserve ballncejs with Reserve Banks? ... ...... 20,356 21,374 21,205 21,014 21,277 21,264 21,515 20,991" 23,439 22,052
2 Total vault cash’ .. ... 2,069 0,909 31,946 32,589 32,233 31,613 2,687 32,541 31,625 33,033
3 Applied vault cash grene e 28,418 27,591 28,487 28,910 28,779 28,108 29,166 8,896 28,438 29,351
4  Surpius vaulicash™. ...l 3,651 3,318 3,459 3,679 3,455 3,508 3,521 3,645 3,187 3,682
S Total reserves®. . ... ... ... 48,774 48,965 49,692 49,924 50,086 49,369 50,681 49,887 51,876 51,403
6 Requiredreserves...................... L] 47277 48,492 48,521 8,884 49,106 48,447 49,856 | 48,8207 51,081 50,196
7  Excess reserve balances at Reserve Banks’ ... 1,497 474 1,17 1,041 950 922 825 1,067" 795 1,207
8 Total borrowings at Reserve Banks™............ 157 152 188 455 215 24] 249 258 321 259
9  Seasonal borrowings ................. ... 113 125 150 187 199 222 221 226 187 196
10 Extended credit® ............ooveiinnns 0 0 0 ] 0 0 0 0 0 0

1. Date in this table also appear in the Board's H.3 (502) weekly statistical
release. For ordering address, see inside front cover.

2. Excludes required clearing bal and adj to p for float
and includes other off-balance-sheet ‘“as-of " adjustments.
3. Tota! “‘lagged'’ vault cash held by dep y institutions subject to reserve

requirements. Dates refer to the maintenance periods during which the vault cash
can be used to satisfy reserve requi nder > reserve
Tequir i riods end thirty days after the lagged computation
periods during which the balances are held. . .

4. All vault cash held during the lagged computation gmod by ‘‘bound”
institutions (that is, those whose required reserves exceed their vault cash) plus
the amount of vault cash applied during the maintenance period by *‘nonbound’’
institutions (that is, those whose vault cash exceeds their required reserves) to
satisfy current reserve requirements.

S. Total vault cash (line 2) less applied vault cash (line 3).

(1'6‘ ;l)eserve balances with Federal Reserve Benks (line 1) plus applied vault cash
ine 3).

7. Touwl reserves (line 5) less required reserves (line 6).

8. Also includes adjustment credit.

9. Consists of borrowing at the discount window under the terms and condi-
tions established for the extended credit program to help depository institutions
deal with sustained liquidity pressures. Because there is not the same need to
repay such borrowing promptly as there is with traditiona! shori-term adjustment
credit. the money market impact of extended credit is similar to that of
nonborrowed reserves.
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1.13 SELECTED BORROWINGS IN IMMEDIATELY AVAILABLE FUNDS Large Banks'

Millions of dollars, averages of daily figures

1992, week ending Monday

Source and maturity
July 6 July 13 July 20 | July 27 Aug. 3 Aug. 10 | Aug. 17 | Aug. 24 | Aug. 31
Federal funds purchased, repurchase agreements, and
other selected borrowings
From commercial banks in the United States
1 For one day or under continuing contract ............ 74,072" 74,503 70,973 69,234 72,386 75,784 72,514 69,943 69,674
2 _ For all other maturities ............. P 19,118 16,208 15,230 14,941 15,291 15,877 15,772 15,760 15,420
From other depository institutions, foreign banks and
official institutions, and U.S. government agencies
3 For one day or under continuing contract............. 17,450 18,725 18,371 21,257 19,314 17,607 17,988 18,137 17,874
4  Forall other maturities ...............coooii i, 15,502 19,694 19,555 20,273 19,092 19,173 20,827 19,917 19,493
Repurchase agreements on U.S. government and federal
agency securities X
Brokers and nonbank dealers in securities
5 For one day or under continuing contract. ............ 9,589 10,969 11,284 11,841 12,644 13,697 13,289 15,753 15,305
6  FOT all OthEr MBIHGES «+ v .ovveeeneenensenrnenn.. 14051 | 13,649 | 12812 | 11,875 12,086 | 14,188 | 15269 | 14,874 | 15,983
All other customers
7 For one day or under continuing contract. ............ 20,553! 22,983 1 22,6107 | 24,561 24,609 24,862 24,794 25,358 25,113
8  For all other maturities ............................. 15,292 12,826 12,903 12,770 12,675 12,672 12,914 13,282 13,568
MEMo: Federa] funds loans and resale agreements in
immediately available funds in maturities of one day
or under continuing contract
9 To commercial banks in the United States.............. 48,216/ 42,555 43,544 40,404 45,321 41,718 42,271 40,058 42,411
10 To all other specified customers? .. .................... 2208 | 200153 | 17.929 | 17.88 16,393 | 20,327 | 19,248 | 18,911 | 17,663

1. Banks with assets of $4 billion or more as of Dec. 31, 1988.
Data in this table also appear in the Board's H.5 (507) weekly statistical release.

For ordering address, see inside front cover.

2. Brokers and nonbank dealers in securities, other depository institutions,
foreign banks and official institutions, and U.S. government agencies.
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1.14 FEDERAL RESERVE BANK INTEREST RATES

Percent per year

Current and previous levels

Adjustment credit’ Seasonal credit? Extended credit®
Federal Reserve
Benk On Effective date | Previous rate on Effective date | Previous rat On Effective date | Previ !
10/30/92 ¢ ¢ 10130192 ecti ¢ rate 103092 ive date vious rate
Boston ......... 3 772192 3.5 3.20 1072992 3.1 3.70 10/29/92 3.65
New York .. 712192 10/29/92 10/29/92
Philadelphia . 712192 10/29/92 10/29/92
Cleveland . .. 716192 10/29/92 10/29/92
Richmond. . 772192 10/29/92 1029/92
Atlanta ......... 712192 10/29/92 10729/92
Chicago......... 7/2/92 10/29/92 10/29/92
St. Louis. . . 717192 10/29/92 10/29/92
Minneapolis . 712192 10/29/92 10/29/92
Kansas City..... 712192 10/29/92 10/29/92
Dallas .......... 712192 10/29192 10/29/92
San Francisco . .. 3 712192 s 3.20 10/29/92 3.15 3.70 10/29/92 3.65

Range of rates for adjustment credit in recent years*

Range (or [ F.R. Range for | F.R. Range for ; F.R.
Effective date kl‘]’ ',l) R B:?k Effective date k]‘]le}l:)R B:?k Effective date kﬁ"f;’i’ B:}'k
Banks NY. Banks NY. Banks N.Y.
In effect Dec. 31,1977 ....... 6 6 1981—May 13-14 14 1986—Aug. 21 ..........0.es 5.5-6 5.5
14 14 22 e 5.5 5.5
1978—Jan. 6. 6.5 Nov. 13-14 13
20 . 6.5 3 13 1987—Sept. 4 .....o.iiin, 5.5-6 6
May ] ; Dec. 12 12 Mo, 6 6
July 7.28 1982—July 11.5-12 11.5 1988—AuR. 9 ... .....oiall, 6-6.5 6.5
7.2 11.5 11.5 1,
Aug. 7.95 Aug. 11-11.8 13
Sept. 8 11 1 1989—Feb. 24 .............. 6.5-7 7
Oct. 8.5 10.5 10.5 27 e 7 7
8.5 10-10.5 10
Nov. 9.5 10 10 1990—Dec. 19 .......civnn 6.5 6.5
9.5 Oct 9.5-10 8.5
9.5 9.5 199]—Feb. 6.65 6
1979—-July 10 Nov 9-9.5 b 6 6
Aug. 10.5 9 9 Apr. 30 5.5-6 5.5
10.5 Dec 8.5-9 g May 2 5.5 55
Sept. 11 8.5-9 8.5 Sept. 13 5-5.5 5
1] 8.5 8.5 Sept. 17 s 5
Oct. 12 Nov. 6 4.5-5 4.5
12 1984—Am 8.5-9 9 4.5 4.5
9 9 Dec. 20 3.5-4.5 3.5
1980—Feb. 13 Nov 8.5-9 8.5 24 3.5 3.5
13 8.5 8.5
May 13 Dec 8 8 1992—July 2. 3-3.5 3
12 7. 3 3
June 1 1985—-May 7.5-8 7.5
13 7.5 7.5
10 In effect Oct. 30, 1992 ....... 3 3
July 10 1986—Mar. 7 ..., ... 7-7.5 7
Sept. 11 0. 7 7
Nov. 12 Apr. 21 ...l 6.5-7 6.5
Dec. 13 Julv 11 ... L 6 6

1, Available on a shori-term basis to help depository institutions meet tempo-
rary needs for funds that cannot be met through reasonable alternative sources.
The highest rate established for Joans to depository institutions mey be charged on
adjustment-credit loans of unusual size that resuit from a major operating problem
at the borrower’s facility.

2. Available 10 help relatively small depository institutions meet regular
scasonal needs for funds that arise from a clear pattern of intravearly movements
in their deposits and loans and that cannot be met through special industry
lenders. The discount rete on seasonal credit takes into account rates on market
sources of funds and ordinarily is reestablished on the first business day of each
1wo-week reserve maintenance period; however, it is never less thar the discount
rate applicable 10 adjustment credit.

3, May be made &vailable 10 depository institutions when similar assistance is
not reasonably availabie from other sources, including special industry lenders.
Such credit may be provided when exceptional circumstences (including sus-
tained deposit drains. impaired access to money markel funds. or sudden
deterioration in loan repayment performance) or practices involve only & partic-
ular institution. or 1o meet the needs of institutions experiencing difficulties
adjusting to changing market conditions over « longer period (particularly at times
of deposit disintermediation). The discount rate applicable to adjusiment credit

ordinarily is charged on exiended-credit loans outstanding less than thirty days;
however, at the discretion of the Federa! Reserve Bank, this time period may be
shortened. Beyond this initial period, e flexible rate somewhat above rates on
market sources of funds is charged. The rate ordinarily is reestablished on the first
business day of each two-week reserve maintenance period, but it is never less
than the di rate applicable to adj credit plus S0 basis points.

4. For carlier data, sce the following publications of the Board of Governors:
Banking and Monetary Siatistics, 1914-1941, and 1941-1970; and the Annual
Statistical Digest, 1970-1979.

In 1980 and 1981, the Federal Reserve applied a surcharge to shorm-term
adjusiment-credit borrowings by institutions with deposits of $500 million or more
that had borrowed in successive weeks or in more than four weeks in a calendar
quarter. A 3 percent surcharge was in eflect from Mar. 17, 1980, through May 7,
1980. A surcharge of 2 percent was reimposed on Nov. 17, 1980; the surcharge
was subsequently raised to 3 percent on Dec. 5, 1980, and to 4 percent on May §,
1981. The surghar(ge was reduced to 3 percent effective Sept. 22, 1981, and 10 2
percent effective Oct. 12. 1981, As of Oct. 1, 1981, the formula for applying the
surcharge was changed from e calendar quarter to @8 moving thirteen-week period.
The surcharge was eliminaled on Nov. 17, 1981.
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1.15 RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS!

Requirements
Type of deposit?
P::;;';‘“gf Effective date

Net transaction aqrqums’
1 $0 million-$42.2 million P PP vt 3 121791
2 More than $42.2 million® . . .. .. e e, e, 10 41292
3 Nonpersonal time deposits® . .. ... ... . ...t it e e 0 122790
4 Eurocurrency Hobitiest . . ... e s 0 1212719

1. Required reserves must be held in the form of deposits with Federal Reserve permit no more than six p horized, or other fers per month,

Banks or vault cash. Nonmember institutions may maintain reserve balances with
a Federal Reserve Bank indirectly on a pass-through basis with certain approved

of which no more than three may be checks, are not transaction accounts (such
accounts are savings deposits).
The Monetary Control Act of 1980 that the of t

institutions. For Frevious reserve requirements, see earlier editions of the Annual
Report or the Federal Reserve Bulletin. Under provisi of the Monetary
Control Act, depository institutions include commercial banks, mutual savings
banks, savings and loan associations, credit unions, agencies and branches of
foreign banks, and Edge corporations. ) .

2. The Garn-St Germain Depository Institutions Act of 1982 (Public Law
97-320) requires that $2 million of reservable liabilities of each depository
institution be subject to @ zero py reserve i . The Board is to adjust
the amount of reservable liabilities subject to this zero percent reserve require-
ment each year for the ding year by 80 p of the per ag
increase in the total reservable liabilities of all depository institutions, measured
on an annual basis as of June 30. No corresponding adjustment is to be made in
the event of 8 decrease. On Dec. 17, 1991, the exemption was raised from $3.4
million to $3.6 million. The exemgtion applies in the following order: (1) net

gotiable order of withd ! (NOW) (NOW less allowabl:
deductions); and (2) net other transaction accounts. The exemption applies only 1o
accounts that would be subject to & 3 percent reserve requirement.

3. Include all deposits against which the account holder is permitted to make
withd, 1 b¥ gotiable or ferable instr payment orders of with-
drawal, and ph and p horized transfers in excess of three per month
for the purpose of making payments to third persons or others. However, money
market deposit accounts (MMDAs) and similar accounts subject 1o the rules that

against which the 3 percent reserve requirement applies be modifi
annually by 80 percent of the percentage change in transaction accounts held by
all depository institutions, determined a5 of June 30 each year. Effective Dec. 17,

1991, for institutions reporting querterly, and Dec. 24, 1991, for institutions
reporting weekly, the amount was increased from $41.1 million to $42.2 million.

4. The reserve req was reduced from 12 pe to 10 percent on Apr.
2, 1992, for institwtions that report weekly, and on Apr. 16, 1992, for institutions
that report quarterly.

_ 5. For institutions that report weekly, the reserve requirement on nonpersonal
time deposits with an origine! maturity of less than 1 years was reduced from 3
percent to 142 p nt for the period that began Dec. 13, 1990, and
to zero for the maintenance period that began Dec. 27, 1990, The reserve
requirement on nonpersonal time deposits with an original maturity of 12 years
or more has been zero since Oct. 6, 1983.

_ For institutions that report quarterly, the reserve requirement on nonpersonal
time deposits with an original maturity of less than 1% years was reduced from 3
percent (o zero on Jan. 17, 1991,

6. The reserve requirement on Evrocurrency liabilities was reduced from 3
percent to zero in the seme manner and on the same dates as were the reserve
requirement on nonpersonal time deposits with an original maturity of less than
12 years (see note 4).
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1.17 FEDERAL RESERVE OPEN MARKET TRANSACTIONS!

Millions of dollars

1992
Type of transaction 1989 19%0 1991
Feb. Mar. Apr. May June July Avg.
U.S. TREASURY SECURITIES
Quitright transactions (excluding matched
transactions)
Treasury bills
I Grosspurchases...........................0 14,284 24,739 20,158 123 505 0 4,110 306 0 27N
2 Gross sales. .... . 12,818 7,291 120 0 0 0 0 0 0 0
3 Exchanges ... .| 2312110 241,0861 277,314 | 24,435 21,674 27,526 | 24,275 22,392 27,755 25,041
4 Redemplions c....oovvvnineninniinniiianiiians 12,730 4,400 1,000 0 0 0 o 1] (4] 0
Others within one year
5 Gross purchases 327 425 3,043 [ [ 0 [ 0 [ 0
6  Gross sales. ... 0 0 0 ¢ 0 0 0 0 0 0
7 Maturity shifts. . 28,848 25,638 24,454 6,020 2,552 1,100 3,754 2,152 687 5,415
8 Exchanges ..... .| ~25.,783| ~27,424] -28,090| -2,742 | -2,512 | ~1,863 | -5,225 -1,854 | -1,669 | -4,617
9 RedEMPUONS . ....ocvitetiirarieciannns 500 0 1,000 0 0 0 0 0 0
One to five years
10 Gross purchases 1,436 250 6,583 1,027 1,425 0 200 2,278 0 400
11 Gross sales. ... . 490 200 0 0 0 0 0 0 0 0
12 Maturity shifts. . .| -25,534) -21,770| -23,211| -6,020 | -2,552 -877 | -2,113 -3,447 =216 | -4,036
13 Exchanges ..............cc.iiiiiiiiiiinns 23,250 25,410 24,594 2,292 2,512 1,484 431 1,854 1,478 3,567
Five to ten years
14 Grosspurchases ............................ 287 0 1,280 [ 0 0 0 597 1} 0
15 Gross sales. .. .. . 29 100 0 0 0 0 0 0 0 0
16 Maturity shifts do-2,231 -2,1861 -2.037 0 0 -223 -346 0 —-471 -412
17 EXChaNRes ........ooiiviiiiiiiiiiiiiiiine 1,934 2.894 300 0 kx4 614 (] 191 700
More than ten vears
18 Grosspurchases ................coooiiiints 284 0 378 0 0 [ ] 655 0 195
19  Grosssales........... 0 0 0 0 0 0 0 0 0 0
20  Maturity shifts - 1,086 1,681 -1,209 0 0 0 0 0 0 0
2] Exchanges ...............oiiiiin 600 1.226 600 150 0 0 300 0 0 3s0
All maturities
22 Grosspurchases .............. ..ol 16,617 25,414 31,439 1,150 1,930 0 4,310 3,836 0 866
23 Gross sales 13,337 7,591 120 [ [1] 0 [1] [ 0 4]
24 Redemptions 13,230 4,400 1.000 0 0 0 14 0 0 1]
Maiched transactions
25 Gross SAlES . ... iiiiii s 1,323,480 | 1,369,052 1 1,570.456 { 123,000 | 128,230 | 125,999 | 118,972 | 126,977 { 127,051 | 104,873
26 Gross purchases ........................oo.... 1,326,542 | 1,363.434 | 1,571,534 | 124,654 | 126,673 | 128,149 | 117,524 | 129,216 | 126,137 | 102,575
Repurchase agreements®
27 Gross pUrchases .............c..coooeiiinninn, 129,518 | 219,632 310.084 9,824 48,758 18,432 38,777 10,792 12,224 39,484
28 Gross SBIES ..........iiiniiii 132,688 | 202,551 311,752 13,353 46,953 20,237 38,533 11,036 12,224 31,868
29 Net change in U.S. government securities . ... ... - 10,055 24,886 29,729 -725 2,178 345 3,107 5,831 -914 6,184
FEDERAL AGENCY OBLIGATIONS
Quiright transactions
30 Gross purchases (] 0 [ ¢ 4] [] [ [ 0 0
31 Gross sales ... 0 0 b 0 0 0 0 0 0 0
32 Redemptions ....... 442 183 292 0 0 49 160" 40 85 54
Repurchase agreements®
33 Gross purchases .................. .l 38,835 4),836 22,807 71 1,640 224 1,281 402 94 601
34 Gross Sales .........oiiiiiii 40,411 40,461 23.5958 706 1,640 224 1,281 402 94 548
35 Net change in federal agency obligations ........ ~2,018 1,192 -1.085 ~-135 0 -49 - 160 -40 -85 -1
36 Total net change in System Open Market
ACCOUME. . ..o iiineie it ~-12,073 26,078 28,644 ~860 2,178 295 2,946 5,791 ~1,000 6,183

1. Sales, redemptions, and negative figures reduce holdings of the System Open
Market Account; all other figures increase such holdings.

2. In July 1984 the Open Market Trading Desk discontinued accepting bankers
acceptances in repurchase agreements.
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1.18 FEDERAL RESERVE BANKS Condition and Federal Reserve Note Statements’

Millions of dollars

Wednesday End of month
Account 1992 1992
Sept. 2 Sept. 9 Sept. 16 l Sept. 23 Sept. 30 July 31 Aug. 31 Sept. 30
Consolidated condition statement
ASSETS
1 Gold certificate account ................ 11,059 11,060 11,060 11,059 11,058 11,059 11,059 11,058
2 Special drawing rights certificate account . 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
o 493 482 492 498 500 477 499 500
Loans
4 To depository institutions.. .............oveeiivenan.,, 239 201 1,589 244 609 256 244 609
5 Other .. 0 0 0 0 0 0 0 0
6 Acceptances held under repurchase agreements ...... .. 0 0 0 0 0 0 0 0
Federal agency obligations
7 Boughtoutright ............. ... ... 5571 5.534 5,534 5,534 5,534 5,628 557 5,534
8 Held under repurchase agreements. .................., 100 40 307 224 1,475 0 53 1,475
9 Tota) U.S. Treasury securities. .. .................. ... 284,706 286,284 285,804 294,986 296,397 275,969 282,183 296,397
10 Bought oulnghl2 ................................... 277,254 281,509 283,122 280,683 279,712 275,969 274,537 279,712
11 1l 136,626 137,049 138.162 135,072 133,752 135,935 133,908 133,752
12 107,822 110,876 111,376 112,026 112,376 106,974 107,822 112,376
13 nds 32,807 33,584 33,584 33,584 3,584 33,059 32,807 33,584
14 Held under repurchase agreements ............... ... 7,452 4,778 2,682 14,303 16,685 7,616 16,685
15 Total loans and securities. ... ......................... 290,616 292,060 293,235 300,988 304,018 281,849 288,020 304,015
16 Items in process of collection .... 6,248 7,093 6,354 5,426 5,128 4,428 2,267 5,125
17 Bank premises................ . 1,016 1,017 1.020 1,019 1,019 1,014 1,015 1,019
Other asseis X
18 Denomingted in foreign currencies” . .. 24,746 24,800 24,433 24,503 24,432 24,734 24,742 24,432
19 Allother® ... . s 6,296 6.630 7,170 7,423 6,113 5,472 ,423
20 Total @SSEIS . .. ...\ o0ttt 349,785 352,828 353,241 360,681 363,591 339,692 343,093 363,591
LiaBILITIES
2] Federal Reserve notes.........o.oovviinien ..., 297,481 300,169 298.96% 297,402 297,609 294,107 295,876 297,609
22 Total deposits. . ..........cooviiii i, 39,273 57,086 40,454 50,533 53,094 40,270 36,206 53,094
23 Depository institutions ............c.ooaieiil., 31,722 32,244 31,743 28,171 27,666 25,302 29,422 27,666
24 U.S. Treasury—General account . 5316 3,982 7.881 21,79 24,586 6,923 ,232 24,586
25 Foreign—Official accounts . .................. . 236 183 30) 310 546 264 297 546
26 OMher. .. oot e 302 278 328 256 205 220 254 295
27 Deferred credit items. .. .....ooi i 3,97 ~12,548 5,715 4,637 4,865 -3,53) 1,736 4,865
28 Other libilities and accrued dividends® .. ... ... .. ... 1,938 1,849 1.807 1,814 1,840 1,988 K k
29 Total labilities. . ................ ...l 342,662 346,556 36,944 354,387 357,407 332,88 335,778 357,407
CAPITAL ACCOUNTS
30 Capital paid in. . ... 2,958 2,959 2,972 2,974 2,977 2,9 2,957 2,977
31 Surplus ... .. 2,652 2,652 2,652 2,652 2,652 2,652 2,652 2,652
32 Other capita) accounts 1,484 659 674 669 555 1,276 1,707 555
33 Total liabilities and capital accounts . ................ 349,758 352,828 353,241 360,681 363,591 339,692 343,093 363,891
34 MEmo: Marketable U.S. Treasury securities held in :
custody for foreign and international accounts .. .. 295,956 294,432 291.497 282,343 283,556 291,950 296,756 283,556
Federal Reserve note statement
35 Federal Reserve notes outstanding (issued to Bank) ... .| 357,713 357 837 357,784 357,903 357,496 360,881 357,972 357,496
36  Less: Held by Federal Reserve Bank ............... , 7,66 58,816 60,500 59,887 66,774 62,096 59,887
37  Federal Reserve notes, Nel..............ooove.ni.., 297,481 ‘«\0() 169 298,968 297,402 297,609 294,107 295,876 K
Collateral held against notes, net:
38 Gold certificate account ............. ... 11,059 11,060 11,060 11,059 11,058 11,059 11,059 11,058
39 Special drawing rights certificate account .. . 10,018 10,018 10,018 10,018 10,018 10,018 10,018 10,018
40 Other eligible assets........... TR ] 0 0 0 0 0 0
41 U.S. Treasury and agency securities ................ .. 276,403 279,09} 277,890 276,326 276,533 273,030 274,799 276,533
42 Totalcollateral. . ........... ... .. ... ..o, 297,481 300,169 298,968 297,402 297,618 294,107 298,876 297,615

1. Some of the data in this table also appear in the Board's H.4.] (503) weekly

s1atistical release. For ordering address, see inside front cover.

2. Includes securities loaned—fully guaranteed by U.S. Treasury securities
pledged with Federal Reserve Banks—and excludes secunities sold and scheduled

10 be bought back under matched sale-purchase transactions.

. Valued monthly at market exchange rates.

4 Includes special investment account at the Federal Reserve Bank of Chicago

in Treasury bills maturing wnhm ninety days

hl

lusti

S. Includes exch -tr g the

market exchange rates of foreign-exchange comrmxmems

y re

at
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1.19 FEDERAL RESERVE BANKS Maturity Distribution of Loan and Security Holding !

Millions of dollars

Wednesday End of month
Type and maturity grouping 1992 1992

Sept. 2 Sept. 9 Sept. 16 Sept. 23 Sept. 30 July 31 Aug. 31 Sept. 30

T TOtl JORNS . ....oootii e 239 201 1,589 244 609 286 %4 609
2 Within fifteendays............. et 85 64 1,570 21 506 125 10 306
3 Sixteen deystoninetydays.............iiiienn 153 137 19 33 103 13) 134 103
4 Ninety-one days 1o Ofie YEBT ......oovvvninninens ] ] 0 0 0 0 0 0
5 Total SCCLPLANCES. . . ... oo ivviieriiiiiaiiaiieeans [ ] [ 0 0 0 0 0 0
6  Withinfifteendays.........oocoviiiiieiiins 0 0 0 0 0 0 ] 0
7  Sixteen days to ninety days ..... PR [ 0 0 0 0 1] 0 ]
8 Ninety-onedaystoone year ..................... [} 0 ] 0 0 (] 0 0
9 Total U.S. Treasury securities. ...................... 284,706 286,284 285,804 294,986 296,397 275,969 282,153 296,397
10 Within fifteendays® . ........cocvireiinneeannnnn 18,343 17,798 19,062 27,251 24,468 9,389 13,027 24,468
11 Sixteen days to ninety days....... . 68,373 66,664 64,481 67,652 67,062 ,366 70,616 67,062
12 Ninety-one days to on¢ year 89,647 89,997 89,937 87.108 91,423 89,667 90,167 91,423
13 One year to five years........ 66,029 68,029 68,529 69,179 69,648 67,064 66,029 ,648
14 Five years to ten years....... . 16,415 17,168 12,165 17,165 17,165 15,932 16,415 17,165
15 Morethan 1en VEaTS ........ovveveeninnrneaennns 25,899 26,631 26,631 26,631 26,631 5,549 25,899 26,631
16 Total federsl agency obligstions . .................... 5,671 5,874 5,841 8,758 7,009 5,628 5,624 7,009
17 Within fifteen days® . .........oooiiiiiiiinienn 180 120 558 475 1,685 98 463 1,683
18  Sixteen days to ninety days . 911 911 s 715 747 836 573 747
19  Ninety-one days to one year 1,278 1,278 1,223 1,223 1,221 1,297 1,286 1,221
20 One year to five years...... 2,391 2,354 . 2,454 2,465 2,483 2,39) 2,465
21  Five years to ten years ... 757 757 737 737 757 757 737
22 Morethan ten YEars. . ......ovvveuineneninaneenns 154 154 154 154 154 154 154 154

1. Holdings under repurchase agreements are classified as maturing within 15
i d with i i

days in y of the ag
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1.20 AGGREGATE RESERVES OF DEPOSITORY INSTITUTIONS AND MONETARY BASE!

Billions of dollars, averages of daily figures

1992
Ytem 1988 1989 199 1991
Dec. | Dec. | Dec. | Dec.
Feb. | Mar. | Apr. May | June July | Aug. | Sept.
ADIUSTED FOR Seasonally adjusted
CHANGES IN RESERVE REQUIREMENTS?
1 TOR] FESEIVES .. v ettt eiinineainannes 40471 40.56| 41.83| 4560 47.75| 48.48 | 49.00 | 49.49 | 49.23 | 4949 | 50.32 | 51.35
2 Nonborrowed reserves®. . ................ e IBIS| 4029 4151 4541 47.671 48.39°| 4B.91| 4934 49.01°| 49.21" 50.07 | 51.06
3 Nonborrowed reserves plus extended credit”. .......... 40.00 | 4031 41.53| 4541 | 47.671 48.39 | 4891 | 4934 | 49.01"] 49.21"| 50.07 | 51.06
4 Required reseryes..................o 3942 39.64( 40.17( 44,621 d46.68 | 47.45 | 47.86 | 48.49) 48.32 | 48.32 | 49.39 ! 50.34
S Monetary base®. ... .. ...\ 256.97 | 267.77 | 293.29 | 317.25 | 323.41 | 324.51 | 326.50 | 328.58 | 329.64 | 332.26 §336.87" ] 341.55
Not seasonally adjusted
6 Total reserves’ ... .....oiiii e 41.65 | 41.77 | 43.07 | 46.98" | 46.85 | 47.69 [ $0.027 | 48.62 ( 4925 | 49.52 ( 49.81"{ 51.11
7 Nonborrowed reserves 3993 | 41.51 | 42.74 | 46.78 | 46.77 | 47.59 | 49.93' | 48.47 | 49.02 | 49.24 | 49.56"| $50.83
8 Nonborrowed resgrvcs plus extended cre 41.17 | 41.53 ] 42.77 | 46.78 | 46.77 | 47.60 1 49.93 | 4847 | 49.02 | 49.24 | 49.56¢" | 50.83
9 Required reseryes 40.60 | 40.85( 41.40 | 46.00 | 4578 | 46.66 | 4888 | 47.62 | 48.33 | 48.56 ) 48.88 | 50.11
10 Monetary base” . ......... ... e 260.4] | 271.18 |296.68 {321.07" }1320.38 | 322.69 [327.45 {328.37 {330.94" | 334.09 {336.59° | 340.11
No7 ADJUSTED FOR
CHANGES IN RESERVE REQUIREMENTS'?
11 Totsl reserves'’ 3. 62.81 | 59.12 | $5.53 | 55.24 | S6.28 | 50.46' | 48.83' | 49.50 | 49.82 | 50.16"1 51.52
12 Nonborrowed reserves ................. 62.03 62.54 | 58.80" | 55.34 { 55.16 56.19 | 50.37" | 48.67 | 49.27 49.54 | 49.9] 5).24
13 Nonborrowed reserves plus extended credit 63.28' | 62.56 | 58.82 | 55.34 | 55.16 | 56.19 | S0.37 | 48.67 | 49.27 | 49.54 { 49.91 51.24
14 Required reserves........................ 62.70 | 61.89 | 57.46 | 54.55 | 54.17 | 5525 49.32 | 47.83' | 48.58 | 48.86 | 49.23 50.52
15 Monetary base Jrre 283.00 }292.55 {313.70 1333.6] ]1333.19 j 335.B2 {332.69 333 79 1336.43 | 339.87 } 342.49" | 346.21
16 Excess reserves’™ ... ..............0.... 1.08 92 1.66 .98 1.07 1.03 1.14 1.00 9] .97 . 1.01
17 Botrrowings from the Federal Reserve ................. 1.7 .27 .33 19 .08 0% .09 16" 23 28 25 .29

1. Latest monthly and biweek!ly figures are available from the Board's H.3 (502)
weekly statistica! release. Historical data and estimates of the impact on required
reserves of changes in reserve requirements are available from the Monetary and
Reserves Projections Section, Division of Monetary Affairs, Board of Governors
of the Federal Reserve Sysiem, Washington, DC 20551.

2. Figures refiect adjusiments for discontinuities, or “‘breaks,’
re, ulnlory changcs in reserve rcquxremems (See also table 1.10)
total reserves equal seasonally
ad,lusxed break adjuslcd r%qun'cd rcserves (line 4) plus excess reserves (line 16).
re;

' associated with

changes in reserve requirements. a multiplicative procedure is used to estimate
what required reserves would have been in past periods had current reserve
requirements been in effec1. Break-adjusted required reserves include required
reserves against transactions deposits and nonpersonal time and savings deposits
(but not reservable nondeposit liabilities).

9. The break-adjusted: monetary base equais (1) break-adjusted total reserves
(line 6), plus (2) the ( d) currency c of the money stock, plus (3)
(for all quarterly reporters on the “Report of Transaction Accounts Other
Deposits and VaulCash'' and for al) weekly reporters whose vault cash exceeds
their required reserves) the break-adjusted difference between current vault cash

dj d nonborrowed reserves equal ity
ad;us!ed brenk-adjusled total reserves (line 1) less total borrowings of depository
institutions from the Federal Reserve (line 17).

5. Extended credit consists of borrowing at the discount window under
the terms and conditions established for the extended credit program 10 help
depository institutions deal with ined liquidity pr there is
not the same need 10 repay such borrowing promptly as there js with traditional
short-term adjustment credit, the money market impact of extended credit is
similar to that of nonborrowed reserves.

. The lly adj break-adj monetary base consists of (1)
seasonally adjusted, break-adjuslcd total reserves (line 1), plus (2) the seasonally
adjusted currency component of the money stock, plus (3) (for all quarterly
reporters on the * ‘Report of Transaction Accounts, Other Deposits end Vault
Cash’" and for al thme wcek]y reporters whose vault cash exceeds their required
reserves) the k-adj d difference between cumrent vault

q

d, break:
cash and the amount apphed to satisfy current reserve requirements.

7. Break-adjusted total reserves equal break-adjusted required reserves (line 9)
plus excess reserves (line 16).

8. To adjust required reserves for discontinuities that are due to regulatory

and the amount applied 10 satisfy current reserve requirements.

10. Refiects actual reserve requirements, including those on nondeposit liabil-
ities, with no adjustments to eliminate the effects of discontinuities associated
with changes in reserve requirements.

11, Reserve balances with Federal Reserve Banks plus vault cash used to
sansfy reserve requirements.

12. The monetary base, not! break d and not
consists of (1} total reserves (line 11), plus (2) required clearing balnnces and
adjustments to compensate for fioat a1 Federal Reserve Banks, plus (3) the
currency com}mnem of the money stock, plus (4) (for all quarlerly reporiers on
the **Report of Transaction Accounts, Other Deposits and Vault Cash’* and for ali
those weekly reporters whose vault cash exceeds their required reserves) the
difference between current vault cash and the amount applied to satisfy current
reserve requirements. Since the introduction of changes i in reserve requirements
(CRR), currency and vault cash figures have been d over the
periods ending on Mondays.

13. Unadjusted total reserves (line 11) Jess unadjusted required reserves (line 14).

"
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1.21 MONEY STOCK, LIQUID ASSETS, AND DEBT MEASURES!

Billions of dollars, averages of daily figures

1992
ltem 1988 1989 1990 1991
Dec. Dec. Dec. Dec.
June July Aug. Sept.
Seasonally adjusted
Measures®
I M e e e e 786.9 794.1 826.1 898.1 951.8 960.8 973.6 989.6
2 M2t e e 3,071.1 3,227.3 3,339.0 3,439.9 3,463.4 3,460.8" 3,469.3 3,479.7
3 M3 e 3,923.1 4,059.8 4,114.6 4,171.0 4,165.9 4,162.0 4,172.8' 4,178.1
S T P 4,677.1° 4,890.6° 4,965.2° 4,988.1° 0.1 $,008.3* 3,023 n.a,
S Dbl e e 9,326.3' 10,076.7' 10,751.3" 11,200.4° 11,4817 11,526.2 11,569.1 n.a.
Ml comppnents
6 Currency’...... e 2123 222.6 246.8 267.3 276.2 279.0 282.3 286.4
7 Travelers checks: . .. N 7.5 7.4 8.3 8.2 7.9 7.8 7.9 8.3
8 Demand deposits. .. ... 286.5 279.0 277.1 289.5 311.0 315.6 320.7 327.8
9 Other checkable deposits 280.6 285.1 293.9 333.2 356.7 358.4" 362.7 367.1
Nonqunsacrion components
10 In M2 e 2,284.2 2,433.2 2,512.9 2,541.8 2,511.6' 2,499.9 2,495.8" 2,490.1
I M3® 852.0 832.5 775.6 731.1 702.8" 701.2' 703.5" 698.4
Commercial banks
12 Savings deposits, irkcluding MMDAs 542.7 541.5 581.9 664.9 710.8 716.3 724.4 735.0
13 Small time deposits NETERESERRRESY . 447.0 531.0 606.4 598.5 351.8" 543.8 533.17 527.8
14 Large time deposits™ "' ... 366.9 398.2 374.0 354.0 325.5 319.0° 316.3" 3119
Thrift institutions
15 Savings deposits, ivbcluding MMDAs ...........ocevens 383.5 349.7 338.8 nag 416.2 418.0 421.1 424.9
16 Small time deposits b . 385.9 617.5 562.3 464.5 404.6 398.0 39%0.8 384.4
17 Large time deposits’. ... 174.3 161.1 120.9 83.1 69.8 69.5 68.2 68.0
Money market mutual funds
18 General purpose and broker—dealer ................... 241.9 316.3 348.9 360.5 354.2 350.8" 349.17 344.)
19 InStLON-ONlY . ....oviie ey 91.0 107.2 133.7 179.1 199.7 207.7 217.2 217.2
Debt components
20 Federaldebt.................ocoiiiiiiiiiiiiiin, 2,101.5 2,249.8 2,493.4' 2,764.8" 2,942.0 2,968.2' 2,951.6 na
21 Nonfederaldebt .......... ...ty 7.224.8" 7.827.2 8,258.0 8,435.6' 8,539.7" 8,558.0° 8,577.5 n.a
Not seasonally adjusted
Measures?
M1, 811.9 844.] 917.3 952.1 963.3 971.1 984.0
. 3,240.0 3,351.9 3,453.7 3,450.3" 3,463.9 3,468.4" 3,471.1
4,070.3 4,124.7 4,181.7 4,163.0° 4,163.00 4,175.5" 4,169.2
4,909.9' 4,984.9 5,008.3" 5,000.3" 4,997.00 5,016.6 n.a.
10,063.6' 10,739.9" 11,190.5" 11,434.0' 11,480.8' 11,5311 n.e.
M1 comp?nenu
27 CUITENCY . oty et e 2]4.8 225.3 249.5 270.0 277.3 280.8 282.9 284.7
28 Travelers checks? 6.9 6.9 7.8 7.7 8.2 8.6 8.8 8.9
29 Demand deposits®. . .. 298.9 291.5 289.9 303.0 310.6 317.2 319.2 3254
30 Other checkable deposits® ...... 283.5 288.] 296.9 336.5 356.1 356.6 360.2 365.0
Nomrqnsarlian components
31 In M2... 2,279.7 2,428.1 2,507.8 2,536.5 2,507.2 2,500.6' 2,497.3 2,487.2
R2ImME L 850.8 830.3 772.8 728.0 703.7° 699.2 707.2° 698.1
Commercial banks
33 Savings deposits, ivbcludins MMDAS ...............0es 543.8 543.0 580.0 662.4 4.1 79.9 726.2 734.0
34 Small time deposits Y ER R TR R L LR R TR REREREREREY 446.0 529.5 606.3 598.7 549.5" 343.6 534.8 527.4
35 Large time deposits'® ... 365.9 397.1 373.0 352.8 326.8" 3189 318.0° 313.1
Thrift institutions
36 Savings deposits, ir\)cluding MMDAS .........oooienenn 381.1 347.6 337.7 376.3 418.2 420.1 422.2 424.3
37 Small time deposits”. ............. 584.9 616.0 562.2 464.6 403.2 397.8 390.5 384.1
38 Large time deposits'™®. ... 175.2 162.0 120.6 82.8 70.1 69.4 68.6 68.3
Money market mutual funds
39 General purpose and broker—dealer ................... 240.8 314.6 346.8 358.1 349.8" 346.4 347.4° 343.0
40 Institution-only ............ooiiiiiiiiiiii 914 107.8 134.4 180.3 195.7 202.2 213.8 210.0
Repurchase ag nts and doll
4] Overnight ........ ..., 83.2 77.5 74.7 76.3 72.4 Ry 76.1" 74.3
L 2 15 1 T 227.4 178.5 158.3 127.7 125.37 123.3° 122,87 1211
Debt components
43 Federaldebt ...t 2,0989 2,241.5 2,491.3 2,765.0 2.912.2 2,937.5 2,970.3 n.a.
44 Nonfederaldebt ..................cooiiiiiiiiin, 7.213.8° 7,816.2" 8,248.6' 8,425.8 8,521.9 8,543.3° 8,560.8 n.a.

For notes see following page.
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NOTES TO TABLE 1.21

1. Latest monthly and weekly figures are available from the Board’s H.6 (508)
weekly statistical release. Historical data are available from the Money and
Reserves Projection Section, Division of Monetary Affairs, Board of Governors of
the Federal Reserve System, Washington. DC 20551. .

2. Composition of the money stock measures and debt is as follows:

M1: (1) currency outside the Treasury, Federal Reserve Banks, and the vaults
of depository institutions; (2) travelers checks of nonbank issuers; (3) demand

Treasury securities, commercial paper, and bnn\ms ancepumfes. net of monle,y
I adiusted L i "

market fund holdings of these assets. S y adj p y
summing U.S. savings bonds, shori-term Treasury securities, commercial T,
and bankers p each lly adjusted ly, and then adding

this result 1o M3, .
Debt: Debt of domestic nonfinancial sectors consists of oulstanding credit
mar}et debt of the U.S. government, state and local governments, and private

ial sectors. Private debt consists of corporate bonds, mortgages, con-

deposits at all commercial banks other than those due to der y 1 s,
the U.S. government, and foreign banks and official institutions, less cash items in
the process of collection and Federal Reserve float; and (4), other checkable
d its (OCDs), isting_of negotiable order of withdrawal (NOW) and
automatic transfer service (ATS) accounts at depository institutions, credit union
share draft and d d deposits at thrifl institutions. Seasonally

sumer credit (including bank loans), other bank loans, commercial paper, bankers
acceptances, and other debt instruments. Data are derived from the Federal
Reserve Board's flow of funds accounts. Debt dats are based on monthly
averages. This sum is scasonally adjusted as 8 whole.

3. Currency outside the U.S. Treasury, Federal Reserve Banks, and vaults of

d Ml is puted b ing currency, travelers checks, d
deposits, and OCDs, each seasonally adjusted separately.

2: M1 plus (1) overnight (and continuing-contract) repurchase agreements
(RPs) issued by all depository institutions and overnight Eurodollars issued to
U.S. residents gy foreign branches of U.S. banks worldwide, (2) savings (includ-
ing MMDAS) and small time deposits (time dep luding retall RPs—in
amounts of less than $100,000), and (3) balances in both taxable and tax-exempt
general purpose and broker—dealer money market funds. Excludes individual
retirement accounts (IRAs) and Keogh balances at depository institutions and
money market funds. Also excludes all balances held by 1.S. commercial banks,
money market funds (general purpose and broker-dealer), foreign governments
and commercial banks, and the U.S. government. Seasonally adjusted M2 is
computed by adjusting its non-M1 componen! as @ whole and then adding this
rcsuﬁ 1o seasonally adjusted M1. o
M3: M2 plus (1) large time deposits and term RP liabilities (in amounts of
$100,000 or more) issued by all depository institutions, (2) term Eurodollars held
by U.S. residents at foreign branches of U.S. banks worldwide and at all banking
oéces in the United Kingdom and Cenada, and (3) balances in both taxable and
tax-exempt, institution-only money market funds. Excludes amounts held by
depository institutions, the U.S. governmeni, money market funds, and foreign
banks and official institutions. Also excluded is the estimated amount of overnight
RPs and Eurodollers held by institution-only money market funds. Seasonally

djusted M3 is puted by adjusting its non-M2 component as a whole and then
adding this result to seasonally adjusted M2. )
L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term

P y
4. Outstanding amount of U.S. dollar-denominated travelers checks of non-
bank issuers. Travelers checks issued by depository insti are included in

demand deposits.
5. D d dep at cial banks and foreign-related institutions other
than those due to depository institutions, the U.S, government, and foreign banks
;nd oﬁ:i;l institutions, less cash items in the process of collection and Federal
eserve float.

6. Consists of NOW and ATS bal at all depository institutions,
credit union share draft bai d d dd its at thrift institu-
tions.

7. Sum of (1) overnight RPs and overnight Eurodoliers, (2) money market fund
balances (general purpose and broker—dealer), (3) MMDAs, and (4) savings and
small time deposits.

8. Sum of (1) large time deposits, (2) term RPs, (3) term Eurodollars of U.S.
residents, and (4) money market fund bal instituti nly), less a i
dation adjustment that represents the estimated amount of overnight RPs and
Eurodoliars held by institution-only money market funds.

9. Smal! time deposits—including retail RPs—are those issued in amounts of
less than $100,000. All IRAs and Keogh accounts at commercial banks and thrift
institutions are subtracted from small time deposits.

10. Large time deposits ave those issued in amounts of $100,000 or more,
excluding those booked at i ional banking facilities.

11. Large time deposits at commercial banks less those held by money market
funds, depository instituti and foreign banks and official institutions.
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1.22 BANK DEBITS AND DEPOSIT TURNOVER’
Debits are in billions of dollars; turnover is ratio of debits to deposits; monthly data are at annual rates

1992
Bank group, or type of customer 19892 19902 19912
Feb. Mar. Apr. May June July
Depi71s TO Seasonally adjusted
Demand deposl‘ts3
1 Allinsured banks........................ 256,150.4 | 277,916.3 | 281,050.1 | 298,098.7 | 305,837.0 | 315,651.2 | 292,177.4 | 302,259.2 | 336,868.4
2 Major New York City banks.............. 129,319.9 | 131,784.0 | 140,905.5 | 154,75].0 | 164,171.5 | 167,177.5 | 154,225.3 | 149,743.3 | 179,593.4
3 Otherbanks...........covviiiiiieannnn,s 126,830.5 | 146,132.3 | 140,144.6 | 143,347.7 | 141,665.5 | 148,473.7 | 137,952.1 | 152,515.9 | 157,275.0
4 ATS-NOW accopmts®............cooeeee 2,910.5 3,349.6 3,624.6 3,787.2 3,670.2 3,957.0 3,552.6 4,070.7 4,024.0
5 Savings deposits”. . ......ooiiiiee i 541.5 558.8 1,377.4 3,142.5 3,361.0 3,356.5 3,241.4 3,838.9 3,724.9

DEPosIT TURNOVER

Demand deposits’®

6 Allinsured banks. ..........oooiieeinn. 735.1 800.6 817.6 817.6 832.5 857.4 771.2 814.2 910.5
7 Major New York City banks. 3,421.5 3,804.1 4,391.9 4,633.3 4,974.4 5,029.1 4,438.0 4,470.1 5,425.1
8 Otherbanks................coovieneininn 408.3 467.7 449.6 432.8 423.7 443.3 400.9 451.6 466.9
9 ATS-NOW accopnts®.................... 15.2 16.5 16.1 15.1 14.5 15.6 13.7 15.6 15.3
10 Savings deposits” . ........ ... 3.0 2.9 33 4.7 4.9 4.7 4.4 51 5.0
DEBITS TO Not seasonally adjusted
Demand deposits3
11 Allinsured banks.............ccooovennn 256,133.2 | 277,400.0 | 280,922.8 | 276,158.6 | 313,513.5 | 314,388.6 | 290,950.2 | 311,175.8 | 336,160.9
12 Major New York City banks. .. .| 129,400.1 | 131,784.7 | 140,563.0 | 143,476.0 | 168,122.2 | 164,994.4 | 153,163.7 | 154,953.8 | 178,555.6
13 Otherbanks. ........ooovviiiiiiiennnns 126,733.0 | 145,615.3 | 140,339.7 | 132,682.6 | 1453913 | 149,394.3 | 137,786.5 | 156,222.0 | 157,605.3

14 ATS-NOW accounts* 2,930.7 3,342.2 3,622.4 3,450.5 3,747.2 4,104.5 3,515.5 4,032.5 3,925.6
15 MMDAs® . ..... oo .. 2,677.1 29238 n.a n.a n.a n.a n.a n.a n.8
16 Sevings deposils” ... ...t 546.9 557.9 1,408.3 2,872.0 3,363.7 3,459.2 3,031.2 3,472.9 3,461.5

DePosIT TURNOVER

Demand deposits’

17 Allinsured banks .. ......c.oooviviiiiienn 735.4 799.6 817.5 778.4 878.2 849.3 785.8 842.5 903.
18 Major New York City banks... .. 3,826.2 3,810.0 4,370.1 4,387.6 5308.9 5,042.4 4,551.3 4,668.3 5,312.2
19 Otherbanks...........ocoviviiiiinnnnn.. 408.0 466.3 450.6 412.0 446.9 442.7 409.3 464.7 465
20 ATS-NOW accounts®.................... 15.2 16.4 16.1 13.7 14.7 15.7 13.7 15.6 15.2
21 MMDAs®...... g . 7.9 8.0 n.a n.a n.a n.a n.a n.e n.a
22 Savings deposits® . ...l 29 2.9 34 4.2 4.9 4.9 4.3 4.9 4.8
1. Historical tables conmininhrcvised data for earlier periods can be obtained 3. Represents accounts of individuals, partnerships, and corporations and of
from the Banking and Money Marke1 Statistics Section, Division of Mone states and political subdivisions.
Affairs, Board of Governors of the Federal Reserve Sysiem, Washington, 4. Accounts authorized for negotiable orders of withdrawal (NOWs) and
20581, accounts avthorized for automatic transfer to demand deposits (ATSs).
Data in this table also appear on the Board's G.6 (406) monthly statistical S. Excludes ATS and NOW accounts.
release. For ordering address, see inside front cover. 6. Money market deposit accounts.

2. Annual averages of monthly figures.
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1.23 LOANS AND SECURITIES All Commercial Banks®
Billions of dollars, averages of Wednesday figures

1991 1992

ltem
Oct. Nov. Dec. Jan. Feb. Mar. Apr. May June July Aug. Sept.
Seasonelly adjusted
| Tota! loans and securities’ .. ...... 2,805.5 | 2,822.8 | 2,838.4 | 2,849.0 | 2,849.5 | 2,855.8" | 2,868.3" | 2,865.9" | 2,870.0 | 2,870.0" | 2,882.9" | 2,898.4

538.7 550.8 562.6 565.7 570.4 578.6" 590.6 599.1 608.0° | 61547 630.37 634.5
177.9 178.8 179.2 178.5 178.6 175.6 175.6 173.9 172.3" 174.3" 174.6' 174.9
2,088.9 | 2,093.2 | 2,096.5 | 2,104.7 | 2,100.5 | 2,101.6' | 2,102.1" | 2,092.9" | 2,089.7 | 2,080.2 .
609.5 606.6" 603.0 598.9 596.4 594.1" 596.6

2 U.S. government securities ......

3 Other securities. ... .. PR
4 Total loans and leases’ .

S Commercial and industrial gy . . .
6 Bankers accepiances held”. .. 6.6 7.2 7.3 7.5 7.7 7.6 7.2 7.4 6.9 7.6 74 7.2
7 Other commercial and
industrial . ... ........... 616.1 614.6 610.6 609.1 604.5 601.9 599.3 595.6 592.0 588.7" 586.7" 589.4
8 U.S. addressees’. . .. 609.4 607.9 603.2 602.7 598.1 595.4 592.7 588.8 585.3 381.6 579.7 582.2
S Non-U.S. addressees . 6.7 6.7 7.4 6.4 6.4 6.5 6.6 6.8 6.7 7.1 7.0 7.2
10 Realestate............ . 869.8 871.9 873.1 873.3 877.0 878.7 880.9 882 881.1 879.2 878.4 882.3
11 Individual. . 364.2 363.] 363.5 363.1 363.6 362.1 360.8 359.2 359.6 359.3 357.9 357.2
12 Security .... 511 53.5 54.5 59.4 57.1 60.4 65.2 61.9 64.3 61.1 63.0 66.7
13 Nonbank financial
institutions .. ............. 37.2 37.8 40.6 40.3 41.4 41.9 41.0 41.3 404 38.6 39.5 42.0
14 Agricultoral ... 34.1 33.8 34.0 33.7 335 34.2 34.2 34.0 343 34.3" 34.7 34.8
15 State and political
subdivisions .............. 29.7 29.4 29.1 28.1 28.2 28.2 28.0 27.7 2.5 27.0 26.6 26.6
16 Foreignbanks ................ 6.6 6.9 7.4 7.2 6.7 6.5 6.6 7.2 8.0 8.3 7.6 8.6
17 Foreign official institutions . .. .. 2.4 2.5 24 2.3 2.2 2.2 2.1 2.1 2.1 2.2 2.2 2.2
18 Lease-financing receivables .. .. 31.6 31.5 31.7 31.5 31.6 31.6 31.5 31.4 31.6 30.6 303 304
19 Allotherioans................ 39.5 41.1 42.4 49.2 47.0 46.4 453 42.9 42.0 43.2 43.7 41.7
Not seasonally adjusted
20 Total loans and securities’ .. ...... 2,808.3 | 2,828.1 | 2,844.8 | 2,845.7 | 2,852.1 | 2,856.5 | 2,867.4" | 2,861.8" | 2,870.9 | 2,862.5" | 2,879.5" | 2,897.8
21 U.S. government securities ...... 537.6 551.7 558.5 565.2 574.3 383.9 592.8 599.2 607.0 612.7 628.1° 632.4
22 Other securities, ................ 178.3 179.0 179.5 179.1 178.6" 175.7 175.2 173.6 172.4 173.4" 174.7° 174.8
23 Total loans and leases’ .......... 2,092.4 | 2,097.4 | 2.106.7 | 2,101.4 | 2,099.1 | 2,096.9 | 2,099.3 | 2,088.7 | 2,091.5 { 2,076.4 | 2,076.6 | 2,090.6
24 Commercial and industrial (e 621.1 620.4 619.2 613.5 611.4 612.1 609.4 605.4 600.9 596.2 592.5 593.9
25 Bankers accepiances held”. .. 6.6 7.3 7.6 7.5 7.8 7.5 7.0 7.4 7.0 7.2 7.2 7.1
26 Other commercial and
industrial .. ............. 614.5 613.1 611.6 605.9 603.6 604.7 602.4 598.0 593.9 $89.0 585.2 586.8
27 U.S. addressees™....,..... 608.3 606.9 604.6 599.1 596.8 598.0 595.8 591.2 586.9 581.8 578.3 579.6
28 Non-U.S. addressees™ . .. .. 6.2 6.2 7.0 6.9 6.8 6.7 6.9 6.8 7.0 7.1 7.0 7.1
29 Realestate................... 871.2 873.2 873.4 872.7 874.0 875.2 879.6 882.8 881.4 880.4 880.4 883.3
30 Individual............. 365.1 364.5 368.1 367.4 363.6 359.6 358.2 357.6 357.4 356.6 357.0 358.5
31 Security ........ 50.8 53.5 55.1 59.0 61.7 62.2 66.7 58.5 64.1 58.9 61.1 64.6
32  Nonbank financial
institutions 36.9 38.1 41.% 40.7 41.0 41.3 40.5 40.6 40.7 38.8 39.7 41.5
33 Agricultural . 35.0 34.1 34.0 33.2 32.6 329 33.2 33.6 34.5 35.0 35.6 35.8
34  State and poli
subdivisions 29.8 294 25.0 28.5 28.3 8.2 27.9 27.7 274 26.8 26.5 26.6
35 Foreign banks .. 6.9 7.3 7.9 7.0 6.6 6.3 6.4 7.1 7.7 8.2 7.5 8.7
36 Foreign official i 2.4 2.5 2.4 2.3 2.2 2.2 2.1 2.1 2.1 2.2 2.2 2.2
37  Lease-financing receivables 31.8 31.6 317 38 31.8 31.7 31.5 31.4 31.3 30.4 30.1 30.3
38  All other loans. ... 41.6 42.6 44.1 45.4 459 45.1 43.7 41.9 43.9 42.8 4.0 45.4
I. Adjusted to exclude loans to commercial banks in the United States. 3. United States includes the fifty states and the District of Columbia.
. Includ fi ial cial paper held.
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1.24 MAJOR NONDEPOSIT FUNDS OF COMMERCIAL BANKS!

Billions of dollars, monthly averages

Source of funds
Oct. Nov. Dec.

Jan. Feb. Mar. Apr. May June July Aug. Sept.

Seasonally adjusied

1 Total nondeposit funds® ............... 264.7 | 268.1 282.1
2 Net balances due to reiated foreign offices’.... | 30.9 33.1 39.2
3 Borrowings from other than commercial banks

in United States® ..........ocovvniiin... 233.8 235.0 242.9
4  Domestically chartered banks 154.7 1519 155.1
S5 Foreign-related banks ..................... 79.1 83.1 87.8

Not seasonally adjusted
6 Total nondeposit funds” ....... g 266.0 | 2724 | 2803
7 Net balances due to related foreign offices’ ..., .

8 Domestically chartered banks ..........

9  Foreign-related banks ............ e 37.7 38.5 46.5
10 Borrowings from other than commercial banks
in United States® ..............c.... ... 2354 | 2384 | 237.6
11 Domestically chartered banks .............. 155.5 156.2 153.7
12 Federal funds apd security RP
TTOWINES™ .+ o veveetiinene 152.3 153.0 150.6
13 Other®............ 3.2 3.2 31
14 Foreign-relsted banks® 799 | 822 | 8.8
Memo 5
Gross large lime deposils
15 Seasonally adjusted 429.5 426.1 423.9
16 Not seasonglly adjusted .. 425.8 | 422.6
U.s. anury demand balances ai commercial
banks
17 Seasonally adjusted .................o.lL 29.2 342 26.4
18 Not seasonally adjusted ..................... 28.7 28.8 25.4

850 | 874 | 892 | %6 | 893 | 88.0

»
]

&

a2 o &
Fwd

27.8 19.
33.1 S

2859 | 2903 | 2914 | 295.2 | 297.5 | 3029 | 3063 | 310.2 317.0
43.6 424 45.5 4.9 35.0 61.1 63.2 59.8 62.9

2438 | 2453 | 2425 | 241.8 | 243.0 | 250.4 254.0
156.6 154.7 153.2 153.8 154.8 160.7 162.2
88.3 89.7 91.8

1.7 290.9 | 295.3 | 2924 303.4 304.4 302.6 | 3071 314.3
3 42.5 459 48.4 57.4 .8 59.7 58.2 62.3
4.5 —.6 -.7 -4.9 -4.2 -6.3 -7.0 -93 | -109
8.8 43.1 46.6 53.4 61.6 67.1 66.7 67.5 73.1
7.5 2484 | 2493 | 2439 | 246.0 | 243.6 | 2429 248.9 252.0
2.9 161.] 159.7 152.7 156.0 154.0 153.2 158.9 161.1
5 157.6 156.4 149.3 152.1 149.9 149.0 155.0 157.3
4 3.5 3.3 34 3.9 4.1 4.2 3.9 3.8
6 87.3 89.6 91.2 90.0 89.6 89.7 90.1 90.9

416.0 | 413.7 | 406.9 3999 | 396.7 392.4 386.1 384.5 381.1
413.6 | 4126 | 4074

3988 | 3980 | 3937 | 3859 | 3861 | 3823

3 21.8 19.9 17.0 25.8 21.9 32.6 25.4
25.2 20.1 17.7 210 25.2 19.7 224 28.7

1. Commercial banks are nationally and state-chartered banks in the fifty states
and the District of Columbia, agencies and branches of foreign banks, New York
investment companies majority owned by foreign banks, and Edge Act corpora-
tions owned by domestically chartered and foreign banks.

Data in this table also appear in the Board's G.10 (411) release. For ordering
address, see inside front cover.

2. Includes federal funds, repurchase aﬁrecmems (RPs), and other borrowing
from banks and net bal due to related foreign offices.

3. Reflects net positions of U.S. chartered banks, Edge Act corporations, and
U.S. branches and agencies of foreign banks with related foreign offices plus net
positions with own fmernational Banking Facilities (1BFs).

4. Borrowings through any instrument, such as a promissory note or due bill,

rino hui 1l

given for the purpose of borrowing money for the b g This
borrowings from Federal Reserve Banks and from foreign banks, term federal
funds, loan RPs, and sales of participations in pooled loans.
5. Figures are based on averages of daily data reported weekly by approxi-
mately 120 large banks and quarterly or annual data reported by other banks.
d 6. Figures are partly averages of daily data and partly averages of Wednesday
ata.
7. Time deposits in denominations of $100,000 or more. Estimated averages of
daily data.
8. U.S. Treasury demand deposits and Treasury tax-end-loan notes at com-
mercial banks. Averages of daily data.
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1.25 ASSETS AND LIABILITIES OF COMMERCIAL BANKS Last-Wednesday-of-Month Series’

Billions of dollars

Al9

1992
Account
Aug. § Aug. 12 | Aup. 19 | Aug. 26 Sept. 2 Sep1. 9 Sept. 16 | Sept. 23 | Sept. 30
ALt COMMERCIAL BANKING INSTITUTIONS?

1 Loans and SeCUFItIeS . ... .....ov vt 30413 3,029.2 3,033.0 3,028.% 3,065.0 3,048.0 3,071.6 3,034.3 3,066.6
2 Investment securities . . 763.9 764.1 764. 765.1 770.8 772.4 769.1 769.3 7.3
3 U.S. government seci 603.1 602.8 603.2 604.3 610.5 611.5 607.9 608.6 611.1
4 Other ................. 160.8 161.3 161.4 160.9 160.3 160.9 161.3 160.7 160.2
5§  Trading account assets 36.3 36.2 38.9 36.3 38.7 37.5 36.7 35.1 36.6
6 U.S. government securities . ...................... 22.9 231 24.6 21.8 236 22.6 227 21.0 2.5
7 Other SecUrities . ......ocoiii i air s 1.7 1.6 23 2.2 2.4 2.5 2.4 2.5 2.8
8 Other trading account assets ..................... 11.7 11.6 12.0 12.4 12.7 12.4 11.6 11.6 11.3
G TOAl IOBNS . ..oevvre et 2.241.2 2,229.0 2,229.5 2,227 2,255.5 2,238.2 2,265.7 2,229.9 2,258.7
10 Interbank foans ............ ... ... iiiiiienn 165.2 156.1 156.8 150.4 169.0 156.2 171.1 141.6 160.5
11 Loans excluding interbank. ....................... 2,076.0 - | 2.072.9 2,072.7 2,076.7 2,086.6 2,082.0 2.094.6 2,088.2 2,098.2
12 Commercial and industrial . ..................... 594.8 593.6 592.2 390.1 592.3 590.3 594.3 594.3 397.4
13 Realestate. ...t 881.1 881.2 878.5 879.4 882.0 884.1 883.4 882.4 882.9
14 Revolving home equity....................... 71.8 72.2 72.2 72.3 72.7 72.8 72.9 73.0 73.2
15 Other ... 809.1 809.0 806.2 807.1 806.3 811.3 §10.4 809.3 809.8
16 Individual. . ................. .. 356.0 355.8 357.0 357.5 358.3 3877 358.7 359.4 358.2
17 Allother....... ... i i 244.1 242.3 245.0 249.7 254.0 249.9 258.3 252.2 259.7
18 Tota) cash assels . ... e inii i 215.8 202.1 201.8 201.3 222.4 229.7 224.4 205.4 2153
19  Balances with Federal Reserve Banks 311 22.6 24.4 22.5 28.1 28.9 27.8 25.) 23.6
20 Cashinvaull.......... . coiiiniiiiiir s 28.4 30.4 30.6 31.2 30.6 317 313 31.1 31.0
21 Demand balances a1 U.S. depository institutions.. . ... 29.6 29.2 288 29.3 31.0 31.2 3.1 27.3 27.7
22 Cashitems ..................... 77.2 7.8 70.1 70.4 839 88.0 84.3 73.4 84.3
23 Other cash assets 49.4 46.9 47.9 47.9 48.8 45.9 49.9 48.6 48.7
24 Other @ssels ......coovuiiinn it 2939 294.2 292.7 287.0 299.6 294.9 2954 291.9 291.9
25 Total sssets ......... et ei et 3,551.0 3,528.8 3,827.8 3,516.8 3,587.0 3,572.7 3,591.4 3,531.6 3,573.8
26 Total deposits......... 2,486.0 2,475.7 2,460.2 2.455.8 2.499.7 2.511.1 2,505.0 2,454.7 2,488.2
27  Transaction accounts ........ 706.1 696.5 685.8 682.2 7213 728.9 728.8 688.5 7217
28 Demand, U.S. goverament ....... 36 29 2.9 2.8 3.5 37 7.3 33 4.0
29 Demand, deposilory institutions ...... 38.5 36.6 37.4 37.0 40.1 43.1 41.0 37.7 39.9
30 Other demand and all checkable deposits 664.1 657.1 645.1 642.3 677.7 682.1 680.4 647.% 683.8
31  Savings deposits (excluding checkable)”. ... 720.8 722.0 720.2 719.4 726.1 730.5 731.0 725.4 726.0
32 Small time deposits . .................. .2 663.5 661.4 659.2 658.6 658.4 655.9 653.3 653.0
33 Time deposits over $100,000......... ... 8 393.7 393.2 395.0 936 3932 389.3 387.6 381.5
34 BOITOWITIES . ... oovvevn it B 483.6 493.4 482.6 506.2 484.0 515.7 495.9 493.4
35 Treasury tax and loannotes . ................. 17.8 17.4 17.3 24.7 10.3 319 34.2 34.1
36 BT .o e 465.8 476.1 465.4 484.4 4738 483.8 461.6 459.2
37 Otherliabilities.................. ...l 306.7 314.2 318.0 316.2 3143 308.0 3184 3293
38 Total lisbilities. . ..............................L 3,206.0 3,267.9 3,256.4 3,325.0 3,309.5 3.328.7 3,269.0 3,310.9
39 Residual (assets less liabilitiesf 259.5 259.6 260.4 262.0 263.2 262.7 262.6 263.0
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1.25 ASSETS AND LIABILITIES OF COMMERCIAL BANKS Last-Wednesday-of-Month Series'—Continued

Billions of dollars

1992
Account
Aug. 5 Avg. 12 | Aug. 19 | Aug. 26 | Sept.2 Sept. 9 | Sept. 16 | Sept. 23 | Sept. 30
DOMESTICALLY CHARTERED COMMERCIAL BANKE
40 Loans and securities 2,708.1 2,701.6 2,702.6 2,697.2 2,727.7 2,716.9 2,732.2 2,700.1 2,725.7
4] Investment securities ... .. | 7075 707.7 708.7 709.6 715.6 715.8 713.5 713.8 715.0
42 U.S. government SECUrities ................ovnnns 567.9 567.7 368.6 569.8 576.1 576.2 573.6 574.3 575.6
43 Oher ...t e e 139.6 140.0 140.2 139.8 139.5 139.6 139.9 139.5 139.4
44 Trading accOUNt @SSEIS .. .. ..vevvrnrririvuirarennion 36.3 36.2 389 36.3 38.7 37.5 36.7 35.1 36.6
45 U.S. government securities ...................... 2.9 23.1 24.6 21.8 23.6 22.6 2.7 21.0 2.5
46 Other SECUTES ....ovvuiriierineniiiniiaiaiens 1.7 1.6 2.3 2.2 4 2.5 24 2.5 2.8
47 Other trading account 8Ssets ..................... 1.7 11.6 12.0 12.4 2.7 124 11.6 11.6 11.3
48 Totalloans................coeenn 1,964.4 1,957.7 1,955.0 1,951.3 1,973.4 1,963.7 1,982.1 1,951.2 1,974.]
49 Interbank loans. . 138.0 333 133.5 125.6 139.9 134.3 142.2 119.2 133.3
50 Loans excluding interbank. ................... ... 1,826.3 1.824.4 1,821.5 1,825.7 1,833.5 1,829.3 1,839.9 1,832.0 1,840.9
51 Commercial and industrial ...................... 442.6 440.0 438.1 440.0 4371.5 440.6 439.9 443.1
52 Real estate .......... SRR TR R TR R TR POTOTU PR 827.7 827.8 825.1 826.1 828.8 831.0 830.3 829.3 831.5
53 Revolving home equity ...................... 71.9 2 72.2 72.3 72.7 72.8 72.9 3.0 73.
54 Other ... .o i, 755.7 755.6 752.8 753.9 756.1 758.2 757.4 756.3 758.3
55 Individual, ...l 356.0 355.8 357.0 357.5 358.3 357.7 358.7 359.4 358.2
56 Allother. . ... e 200.1 199.9 199.4 204.0 206.4 203.1 2102 203.5 208.1
57 Total cash @SSIs .. ...viiniinncinriiieniiiiiiina, 185.6 172.0 170.9 170.3 190.8 197.7 192.4 174.9 183.8
58  Balances with Federal Reserve Banks ... 30.3 222 23.8 219 27.4 28.4 270 24.7 22.5
59 Cashinvault................. I I 28.4 30.4 30.5 311 30.5 1.6 313 31.0 31.0
60 D d bal at U.S. dep y institutions ..... 28.3 27.8 27.3 27.8 29.8 29.6 2.5 25.8 26.2
61 Cashilems ... ...oviiiiiniirinrnniieii i, 75.1 70.3 67.7 67.9 81.2 85.8 82.1 71.1 81.9
62 Othercashassets .........cooovveeviiiiiiii.s 23.6 213 21.6 216 2.2 223 22.5 22.1 22.2
63 Other @5SETS .. .. \tiveeniinnreriarir i iiairananns 173.2 173.0 169.7 166.3 174.7 1711 173.0 171.0 174.6
64 Total ASSELSs .. ... ....cvvevnnerienmiai i 3,066.9 3,046.7 3,043.2 3,033.8 3,093.2 3,085.8 3,097.6 3,046.0 3,084.2
65 Total deposils .......ovivviivniiirrireiriiiiiiiiinis 2,330.6 2,318.9 2,302.5 2,295.1 2,339.0 2,351.) 2,346.4 2,297.8 2,330.8
66 Transaclion BCCOUNTS ...\ .vvuvvvvererrrnnauarennnns 696.5 686.6 675.5 672.3 710.8 718.9 718.0 678.5 716.9
67 Demand, U.S. government .................oouun 36 29 2.9 2.8 3.5 37 7.3 33 4.0
68 Demand, depository institutions ..... PRI, 36.0 34.1 349 34.3 37.4 40.4 38.0 35.1 37.1
69 Other demand and all checkable deposits .......... 656.9 649.6 637.6 635.1 669.9 674.7 672.7 640.1 675.9
70  Savings deposits (excluding checkable)®. ... .......... 7138 7n7.2 715.6 714.7 721.5 725.8 726.3 720.5 1.1
71 Small time deposits ... ... eiieiiiiiiiiiii e 663.5 8 638.7 656.5 655.9 655.8 653.3 650.6 650.3
72 Time deposits over $100,000........................ 254.8 2%4.3 252.6 251.5 250.7 250.6 248.8 248.2 2424
T3 BOTTOWINES ..o ooviiaseveranarsnreseonaiearnensssas 354.2 345.9 356.8 353.6 367.7 346.5 367.8 359.1
74  Treasury tex and Ioan NOIES ... .o.cnviiinii il 13.8 17.8 17.4 17.3 247 10.3 319 34.2 34.1
b AT Y 2 PO 340.5 328.1 339.5 336.3 343.0 336.2 3359 327.8 325.0
76 Other liabilities. . ..........oociieeiiiii 127.6 126.6 128.6 128.9 128.7 129.2 124.9 127.8 135.5
77 Total dibilities ............... ..ol 2,812.4 2,791.4 2,787.8 2,777.6 2,838.4 2,826.8 2,039.1 2,787.6 2,825.4
L/
78 Residual (assets less liabilities)® ...................... 254.6 255.3 255.4 256.2 257.8 259.0 258.5 258.4 258.8
1. Data gre partly estimated. They include all bank-premises subsidiaries and and quarter-end candition reports.
other significant majority-owned domestic subsidiaries. . 3. This balancing item is not intended as s measure of equity capital for use in
2. Includes insured domestically chartered ¢ cial banks, and capital adequacy analysis.

branches of foreign banks, Edge Act and Agreement corporations, and New York 4. Includes all member banks and insured nonmember banks. Loans and
State foreign investment corporations. Data are estimaies for the last Wednesday securities data are estimates for the last Wednesday of the month based on &

of the month based on a sample of weekly reporting foreign-related institutions sample of weekiy reporting banks and quarter-end condition reports.
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1.26 ASSETS AND LIABILITIES OF LARGE WEEKLY REPORTING COMMERCIAL BANKS
Millions of dollars, Wednesday figures
1992
Account
Aug. 5 | Aug. 12 | Aup. 19 | Aug. 26 | Sept.2 Sept. 9 { Sept. 16 | Sept. 23 | Sept. 30
ASSETS

1 Cash and balances due from depository institutions ..... 149,889 97,852 96,869 96,810 111,924 116,759 113,616 102,325 105,797

2 U.S. Treasury and government securities .............. 257,752 258,064 262,111 259,952 265,615 265,463 262,247 259,534 267,244

3 Trading account ..... . 20,126 20,503 22,337 19,588 21,295 X 20,778 19,105 20,482

4 Investment account .. 237,626 237,561 239,774 240,364 244,320 244,998 241,469 240,429 246,763

5 Morigage-backed sec! 80.497 80,176 79,763 79,235 79,940 79,808 78,376 78,085 79,153

All others, by maturity

6 Oneyearorless..............ovveviniai i, 24,920 24,644 24,701 24,762 25,479 26,413 26,504 26,394 26,684

7 One year through five years .................... 74,131 74,581 76,828 78.170 77,656 77,925 77,020 76,400 76,558

8 More than five years ... 58,078 58,160 58,482 58,197 61,245 60,852 59,569 $9,54) 64,367

O Other SECUTTIES L ..\ \ o evivirie e, 54,473 54,513 55,6287 55,385 55,382 55,073 54,992 55,035 55,009
10 Trading account ............ .o 1,537 1,425 2,145 2,087 2,291 2,376 2,299 2,384 2,715
11 Investment 8CCOUNML ... eo.veeiiarnieneeeanis 52,936 53,088" 53,483 53,298" 53,090 52,697 52,693 52,651 52,293
12 State and political subdivisions, by maturity ....... 21,720 21,518 21,568 21,659 21 594 20,975 21,019 21,049 20,988
13 One vear or less ............. 4,007 3,838 3.919 4,007 4.009 375 3,397 3,432 3,411
14 More than One Vear ..............oeeeeeveenoes 17.713 17,681 17,649 17,652 17,585 17,600 17,622 17,617 17,577
15 Other bonds, corporate stocks, and securities ...... 31,216 31,570 31,918 31,639 31,49 31,722 31,674 31,602 31,306
16 Other trading acCOUNt 8SSIS ... .ovvvenenrennnn. 11,567 11,429 11,807 12,217 12.506 12,208 11,445 11,459 11,043
17 Federal funds s0ld® ....... ... ... i, 84,964 82,146 84,247 80.060 89,941 80,429 97,332 78,322 83,823
18  To commercial banks in the United States. ........... 58,907 55,027 56,856 49,992 59,855 52,407 65,874 48,514 56,24)
19 To nonban ‘brokers and dealers .................... 21.892 22,676 22,295 24,932 24,412 22,568 25,371 23,917 24,
20 Toothers ... ... .. i 4.164 4,443 5,095 5,138 5,674 5,457 6,087 5,892 3,518
21 Other loans-and leases, oSS .........ovovininn 972,100 970,179' 61271 966,898"1 971,352 969,311 974,624 968,733 977,704
22  Commercial and industrial.......... ... ...l 278.069' | 277,077"| 276,658} 274.857'| 276,249 274,369 276,975 275,618 278,545
px] Bankers acceptances and commercial paper ........ 1,776 1,722 1,646 1.791 1713 1,578 1,599 1,635 1,594
24 Allother ... . i 276.293' | 2753587 275,013'| 273.066'| 274,537 272,791 275,376 273,983 276,951
25 U.S. addressees ................. Lo 2745977 273.642°) 273,427°( 271,537 272,650 271,112 273,762 2,304 275,082
26 Non-U.S. addressees ............. 1.696 1,713 1,588 1.534 1,887 1,679 1,614 1,679 1,869
27 Realestateloans ..............ooivinns 397,926" | 397,499"| 394,523"| 395.412° 397,127 398,366 397,468 ,044 396,986
28 Revolving, home equity ............... 42,017 42,117 42,18} 42.214 42,161 42,143 42,236 42,250 42,440
29 Allother. . ... 355,909 1 355,387 352,743'| 353,198 354,966 356,223 355,232 353,794 354,546
30  To individuals for personal expenditures . ... 17693871 176,339"| 177,113 177,024"} 177,109 176,719 177,629 177,953 176,908
31 To financial institutions ................... 37.499 36,794 35,949 35,213 36,624 37,593 36,202 35,803 38,238
32 Commercial banks in the United States ..., 14,058 14,213 13,649 13,549 13,382 13,749 12,502 12,723 13,555
33 Banks in foreign countries ................ 2,529 1,940 2,043 1,672 1,940 533 2,519 2,347 3,018
34 Nonbank financial institutions ............. 20,913 20,641 20,257 19.991 21,303 21,311 21,181 20.824 21,666
35 For purchesing and carrying securities ... 13,758" 14,563 13,752" 15.762' 15,102 13,957 17,417 14,008 15,932
36 To finance agricultural production ... 6,199 6,339 6,420 6,356 6.306 6,256 6,243 6,188 6,244
37  To siates and political subdivisions 15,650 15,592 15,569 15,619 15,596 15,541 15,552 15,614 15,632
38 To foreign gov{mmems and official i 871 1,052 944 888 925 953 853 906
35 Allotherloans® . .......... ...l 21,977 20,817 21,130 21618 22,131 21,554 22,061 22,334 24,000
40  Lease- ﬁnancmﬁ receivables 24,215 24,112 24,182 24,152 24,183 24,111 24,123 24,137 24,313
41 Less: Unearned income ... ., 2.68] 2,696 2,697 2,710 2,717 2,754 2,750 2,74] 2,693
42 Loan and lease reserve’ 38.264 38,432 36,403 38,308 38,524 38,776 38,733 38,23 37,583
43 Other loans and leases, net | 931.156 025,081"| 925,5137| 925,880' 930,111 927,781 933,141 927,759 937,429
44 Other assets .............. 162.227 163,151 160,629 157,773° 164,273 160,275 162,444 160.450 162,521
45 TOtal @SSELS . ... ... 1,612,028 |1,596,206" | 1,596,803" | 1,588,077" | 1,629,751 | 1,617,987 | 1,635,218 | 1,594,885 | 1,622,865

Footnotes appear on the following page.
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1.26 ASSETS AND LIABILITIES OF LARGE WEEKLY REPORTING COMMERCIAL BANKS—Continued

Millions of dollars, Wednesday figures

1992
Account
Aug. § Aug. 12 | Aug. 19 | Aug. 26 | Sept. 2 Sept. 9 | Sept. 16 | Sept. 23 | Sept. 30
LIABILITIES
46 DEPOBItS. ... oo e e 1,116,383 (1,109,309 |(1,098,709" 11,092,794" | 1,120,896 | 1,125,407 | 1,128,443 | 1,093,056 | 1,111,373
47 mand deposils .. .......oeiiiiiiiiiiint . 444 | 247,428 | 241,648 | 240,185 ,674 ,682 7,409 5,365 | 265,734
48 Individuals, partnerships, and corporations 202,092 | 202,658 | 195,789 | 193,132" | 210,992 | 210,261 | 213,431 195,86) | 215,315
49 Otherholders ............cccocvviininnn, 48,35) 44,770 45,859 47,053 49,682 52,422 53,978 49,504 50,419
S0 States and political subdivisions ... 8,188 7,527 8,002 7,802 8,548 8,010 8,692 8,246 8,484
51 U.S. government .................... 2,227 1,747 1,794 1,750 2,106 2,494 5,291 2,272 2,359
52 Deposilmiy institutions in the United States 21,591 20,569 21,490 20,55¢6" 23,127 24,211 23,213 1,048 21,856
53 Banks in foreign countries .............. 38! 192 4812 4,802 4,935 6,084 ' 5418 6,524
54 Foreign governments and official institutions . 64 528 710 677 728 781 979 780 934
55 Certified and officers’ checks 10,340 9,606 9,051 1,466 10,242 10,842 10,636 11,740 10,262
56 Tr ion bal other than d 107,674 | 105,089 | 104,540" | 103,323" | 107,543 | 107,981 107,748 | 102,969 | 106,317
57  Nontransaction balances ............... 758,265 1 756,792 | 752,520° | 749,286' { 752,679 | 754,744 | 753,285 1722 | 739,323
58 Individuals, partnerships, and corporations 730,611 | 728,864" | 724, 721,34)" ] 724,884 | 727,031 | 726,501 | 718,074 | 713,718
59 Other holders .. ..............oovvis 27,054 27,929 27,881° 945 27,795 27,713 26,784 26,64 |
60 States and political subdivisions . 22,665 22,820 22,801" 22,795 22,641 22,683 22,543 22,332 21,700
61 U.S. government .............. 2,110 2,178 2.1 ,208 2,178 2,165 2,182 ,168 1,787
62 Depository institutions in the United St 2,614" ,662" 605" 2,633 2,674 X 1,790 1,844 1,815
63 Foreign governments, official institutions, and banks 265 269 3 309 302 299 299 304 303
64 Liabilities for borrowed money®........ 266,682" | 258,308" | 267.412"| 263,718" | 277,627 | 260,400 | 278,734 | 270,155 | 271,106
65  Borrowings from Federal Reserve 0 0 30 0 0 0 1,350 0 380
66  Treasury tax and loan notes ... 11,503 14,802 14,305 13,919 21,600 8,122 27,248 29,180 28,973
67 _ Other liabilities for borrowed money 255,179" | 243,506" | 253,077" | 249,799' | 256,027 252,279 250,137 240,975 241,753
68 Other liabilities (including subordinated notes
debentures) ... 99,029' 98,030" 99.891° [ 100,344 99,909 100,117 96,107 98,965 106,694
69 Total labilities ........................ . ...l 1,482,093 {1,465,648" |1,466,002" | 1,486,856" | 1,498,432 | 1,485,925 | 1,503,284 | 1,462,176 | 1,489,173
70 Residual (to1a) assets less total liabilities).............. 129,935 130,558 130,791 131,221 131,319 132,062 131,934 132,709 133,692
Memo .
71 Total loans and leases, gross, adjusted, plus securities® ..{ 1,307,803 |1,307,091° |1,309,899" | 1,310,970’ | 1,321,558 | 1,316,326 | 1,322,264 | 1,311,847 | 1,325,027
72 Time deposits in amounts of $180,000 or more ......7..] 138,599' { 138,281" | 136,844 [ 135,921" | 135,280 135,159 133,619 s 126,893
73 Loans sold outright to affiliates’ .. 1,102 . 1,081 1,090 1,067 1,074 1,139 1,130 1,056
74  Commercial and industrial o 638 639 618 613 587 592 596 585 518
75 Other ... ..ot Ci. 464 465 463 476 480 482 543 546 541
76 Foreign branch credit extended to U.S. residents!®: | 24848 | 24744 | 24476 [ 24371 | 245471 24551 24674 | 24,747 24,834
77 Net due to related institutions abroad ................. ~9,78 - 11,064 -9,538 ~8,01 ~14,127 | -10,082 | -14,043 | -10,693 [ -12,044

1. Includes certificates of participation, issued or guaranteed by agencies of the

U.S. government, in pools of residentiel morigages.

9. Affiliates include a bank's own foreign br:
aﬁ}.li‘slesjof the bank, the b

+

1: 4

q hank

ank's holding company (if not a bank), and noncon-

2. Includes securities purchased under agreements to resell.
3. Includes allocated transfer risk reserve. .
4. Includes negotiable order of withdrawal {NOWs), trans-
fer service (ATS). and telephone and preauthorized transfers of savings deposits.
S. Includes borrowings only from other than directly related institutions.
6. Includes federal funds purchased and securities sold under agreements to
repurchase.
. This balancing item is not intended &s & measure of equity capital for use in
capital-adequacy analysis.
. Excludes loans 1o and federal funds transactions with commercial banks in
the United Stafes.

dieries of the holding company.

10. Credit exiended by foreign branches of domestically chartered weekly
reporting banks 10 nonbank U.S. residents. Consists mainly of commercia) and
industrial loans, but includes an unknown amount of credit extended to other than
nonfinancial businesses.

Note. Data that formerly sppeared in table 1.28, Assets and Liabilities of 3
Weekly Reporting Commercial Banks in New York City, can be obtained from the
?oard s H.4.2 (504) weekly statistical release. For ordering address, see inside

ront cover.
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1.30  LARGE WEEKLY REPORTING U.S. BRANCHES AND AGENCIES OF FOREIGN BANKS Assets and

Liabilities’

Millions of dollars, Wednesday figures

1992
Account
Aug. Aug. 12 Aug. 19 Aug. 26 Sept. 2 Sept. 9 Sept. 16 Sept. 23 Sept. 30
| Cash and balances due from depository
institutions .. .............. ... 19,868 19,758 20,388 20,431 20,838 21,108 21,151 20,115 20,787
2 U.S. Treasury and governmeni agency
SECURtES .. ... 24,253 24,127 23,848 23,717 23,683 24,255 23,517 23,610 24,419
3 Other securities.......... 540 8,624 8,562 8,492 8,363 ,596 8,636 8,520 8,368
4 Federal fundssold' ....................... 19,130 15,175 16,921 18,393 1,090 16,668 21,016 ,804 22,126
S To commeycial banks in the United States . .. 5,831 3,999 4,331 5,246 7,081 3,773 7,193 4,162 6,822
6 Toothers’ ..... ... 13,299 11,176 12,591 13,147 14,039 12,895 13,823 13,643 15,303
7 Other joans and ieases, pross. . 159,545 160,043 160,34] 159,646 160,972 160,620 162,071 162,201 161,548
8 Commercial and industrial .. 95,859 96,127 95,823 95,728 95,846 96,217 96,771 97,231 ,185
9 Bankers acceptances and commercial
paper . .. . 2,477 2,466 2,349 2,273 2,444 2,490 2,362 2,336 2,679
10 Allother.......... .. 93,382 93,601 93,474 93,455 93,401 93,727 94,416 ,895 94,505
11 U.S. addressees .................... 90,521 90,778 90,573 90,583 90,559 90,878 91,443 91,908 91,511
12 Non-U.S. addressees. .. .. e 2,861 2,887 2,902 2,872 2,843 2,849 2972 2,987 2,994
13 Loans secured by real estate .. e 36,197 36,213 36,203 36,071 36,069 35,980 35,924 35,974 34,865
14 To financial institutions... ................ 21,904 22,123 22,471 21,903 22,560 22,651 2,880 22,531 2,772
15 Commercial banks in the United States. . 7,091 6,832 6,598 6,303 6,665 6,457 6,415 6,262 696
6 Banks in foreign countries ............. 2,107 2,119 2,184 2,085 2,045 2,241 ,486 307 2,610
17 Nonbank financial institutions .. ........ 12,706 13,172 13,689 13,545 13,850 13,954 13,978 13,961 466
18  For purchasing and carrying securities . ... 3,179 3.165 3,353 3,474 3,925 3,569 4,318 4,303 4,479
19 To foreign governments and official
institutions 356 352 388 3N 385 385 381 377 377
20  All other 2,051 2.062 2.104 2.098 2,187 1,817 1,794 1,785 1,870
21 Other assets {claims on nonrelated parties) .. 29,616 29,773 29,268 29,377 29,965 3() 972 29,791 29,597 30,382
22 Total @8Se1s® ...\ 301,119 297,739 301,244 300,425 307,381 302,932 307,404 302,088 304,700
23 Deposits or credit balances due 1o other
than directly related institutions ........ 97,565 98,594 99.836 102,104 102,295 101,998 99,834 99,088 99,198
24 Demand deposits®. ... ..................... 3,265 3,49 3.648 3,394 3,816 3,536 3,812 3,627 4,422
25  Individuals, partnerships, and ~
COTPOTALIONS . ... evieeannanes 2,517 2,583 2.669 2,610 2.800 2,745 2,824 2,751 3,442
26 Other.......oviiiiiiiiiiiiiii 748 952 978 788 1,016 791 988 876 981
27 Nontransaction 8CCOURtS. .................. 94,301 95,099 96,188 98,710 98,480 98,461 96,023 95,461 94,778
28 Individuals, partnerships, and
i 67,668 68,524 69,136 70,692 71,241 70,431 68,784 69,391 68,639
29 26,632 26,578 27,052 28,018 27,238 28,030 27,239 26,070 26,136
30 Borrowings from _
related institutions .,.................. 99,397 97,082 96.297 90,953 99,719 96,979 104,344 §4,369 94,624
31 Federal funds purchased” ........ ......... 56,533 53,241 53,147 50,009 55,688 52,170 59,781 48,767 48,017
32 From commercial banks in the
United States....................... 15,734 15,589 13,431 12,633 16,966 14,183 22,620 10,836 17,050
33 Fromothers............................ 40,799 37,652 39,916 37,376 38,722 37,987 37,161 37,931 30,967
34 Other liabilities for borrowed money ... ..... 42,864 43,842 43,150 40,944 44,031 44,809 44,563 45,602 46,607
35  To commercial banks in the
Unned Swates . .. 10,522 10,249 9,577 9.607 9.892 9,030 9,117 8,822 9,766
36 TOOherS ..ot 32,342 33,592 33,573 31,337 34,139 35,778 35,446 36,780 36,841
37 Other lmbxlmes 1o nonrelated parties ........ 28,538 28.618 28.854 25.421 29,741 30,06) 29,690 29,878 30,338
38 Total linbilities® . ....................... ... 301,119 297,739 301,244 300,425 307,381 302,932 307,404 302,088 304,700
MEmo . .
39 Total loans (gross) and securities, adjusted’.. | 198,546 197,137 198,744 198,699 200,391 199,909 201,692 201,712 203,942
40 Net due 10 related institutions abroad .. ..... 35,451 33,205 34,34 37,578 33,158 33,181 32,374 38,512 43,470

1. Includes securities purchased under agreements 1o resell.
2. Includes transactions with nonbank brokers and dealers in securities.

3. Includes net due from related institutions abroad for U.S. branches and
agencies of foreign banks having & ner **due from’ position.

4. Includes other transaction deposits.

5. Inciudes securities sold under agreements to repurchase.
6. Includes net to related institutions abroad for U.S. branches and agencies of

Excludes loans to and federal funds tr:
xhe United States.

(oreum banks having 2 net *'due 10"° position.

with

cial banks in
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1.32 COMMERCIAL PAPER AND BANKERS DOLLAR ACCEPTANCES OUTSTANDING

Millions of dollars, end of period

Year ending December 1992
Item
1987 1988" 1989" 1990 1991" Mar. Apr. May June July Aug.
Commercial paper (seasonally adjusted unless noted otherwise)
] Allissuers............c.covveniniiannn 358,997 | 458,464 | 525,831 | 561,142 | 530,300 | 539,749 | 537,020 | 533,719 | 542,205 | 547,242 | 545,801
Financial companies'
Dealer-placed paper
2 Total ..o 102,742 | 159,777 | 183,622 | 215,123 | 214,445 | 219,287 | 225,989 | 226,552 | 234,212 | 226,943 | 231,586
3 Bank-related Snol seasonally
adjusted)” . ... 1,428 1,248 n.a. n.a. n.a. na. n.a. n.a. n.a. n.a. n.a.
Directly placed paper*
4 Total ..ot 174,332 | 194,931 { 210,930 | 199,835 | 183,195 | 181,485 | 172,136 | 168,914 | 171,321 | 179,725 | 173,772
5 Bank-related {not seasonally
adjusted)’ .. ... 43,173 43,155 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
6 Nonfinancial companies®............... 81,923 | 103,756 | 131,279 | 146,184 | 132,660 | 138,977 | 138,895 | 138,253 | 136,672 | 140,574 | 140,443
Bankers dollar acceptances (not Iy adjusted)®
TTotal . ... 70,565 66,631 62,972 54,771 43,770 39,309 39,338 38,384 37,767 37,733 37,090
Holder
8 Accepting banks 10,943 9,086 9,433 9,017 11,017 9,640 9,821 9,255 9,680 9,225 9,190
9 Ownbills......... 9,464 8,022 8,510 7,930 9,347 8,296 8,427 7,954 8,129 7,808 7,744
10 Billsbought ............cooviiin 1,479 1,064 924 1,087 1,670 1,344 1,3%4 1,301 1,551 1,417 1,446
Federal Reserve Banks
11 OwWnaccount........oooovenvvnnnnns 0 0 0 0 0 0 0 0 0 0 0
12 Foreign correspondents . 965 1,493 1,066 918 1,739 1,492 1,598 1,477 1,338 1,269 1,851
1I3O0thers.....c.oiiiiiiiiiie e 58.658 56,052 52,473 44,836 31,004 28,177 27,915 27,653 26,749 27,239 26,049
Basis
14 Imports into United States............. 16,483 14,984 15,651 13,09 12,843 11,569 12,045 11,893 11,569 11,825 11,600
15 Exports from United States b 15227 14,410 13,683 12,703 10,351 9,403 9,168 8,702 9,062 9,015 7,861
16 Allother..............ooiviiiinn. 38.855 37,237 33,638 28,973 20,577 18,337 18,121 17,790 17,135 16,893 17,628

1. Institutions engaged primarily in commercial, savings, and mortgage bank-
ing; sales, personal, and mortgage financing: factoring, finance leasing, and other
business lending; insurance underwriting; and other investment activities.

2. Includes all financial-company paper soid by deaiers in the open market.

3. Bank-related series were discontinued in January 1989.

4. As reported by financial companies that place their paper directly with
investors. o

5. Includes public utilities and firms engaged primarily in such activities as

communications, construction, manufacturing, mining, wholesale and retail trade,
transponiation, and services.

6. Data on benkers acceptances are gathered from institutions whose accep-
tances total $100 million or more annuaﬁy. The reporting group is revised every
January. In January 1988, the group was reduced from 155 to 111 institutions. The
current group, totaling approximately 100 institutions, accounts for more than 90
percent of 1otal acceptances activity.

1.33 PRIME RATE CHARGED BY BANKS on Short-Term Business Loans'

Percent per year

Date of change Rate Period A‘;:‘;:” Period A‘;:::“ Period A‘;:"':“
1989—Jan. 1 .. . 10.50 10.87 1990—Apr. 1991—July . 8.50
Feb. 10 ... 11.00 10.01 May . Aug. 8.50
24 ... 11.50 8.46 June Sept 8.20
June 5 ... 11.00 July Oct. .. 8.00
July 31 10.50 10.50 Aug. Nov. . 7.58
10.93 Sept. Dec. 7.21
1990—Jan. 8 ... 10.00 11.50 Oct. .
11.50 Nov. 1992—, 6.50
1991—Jan. 9.50 11.50 Dec. F 6.50
Feb. 4 ... 9.00 11.07 6.50
May 1 8.50 10.98 | 1991—Jan. 6.50
Sept.13 . 8.00 10.50 Feb. 6.50
Nov. 6 7.50 10.50 Mar. 6.50
Dec. 23 6.50 10.50 Apr. 6.02
10.50 May 6.00
1992—July 2 ... 6.00 10.50 June 6.00
6.00
10.11
10.00
10.00

1. Deta in this 1able also appear in the Board's H.15 (519) weekly and G.13
(415) monthly stetistical releases. For ordering address, see inside front cover.



1.35 INTEREST RATES Money and Capital Markets

Financial Markets

Averages, percent per year; weekly, monthly, and annual figures are averages of business dey data unless otherwise noted

A25

1992 1992, week ending
Item 1989 1990 1991
June July Aug. Sept. | Aug. 28 | Sept. 4 | Sept. 11 | Sept. 18 | Sept. 25
MONEY MARKET INSTRUMENTS
| Federal funds™?® ......... PPILRRERTRRES 9.21 8.10 5.69 3.76 3.25 3.30 3.22 3.27 3.33 3.09 3.28 3.07
2 Discount window borrowing** 6.93 6.98 5.45 3.50 3.02 3.00 3.00 3.00 3.00 3.00 3.00 3.00
Commercial paper’>*®
3 l-month 9.1 8.15 5.89 3.91 3.43 3.38 328 3.39 3.37 3.17 3.18 3.27
4  3.month 8.99 8.06 5.87 392 3.44 3.38 3.24 3.3¢ 3.37 3.17 317 3.25
5  6-month 8.80 7.95 5.85 39 3.53 344 3.26 3.45 342 3.2 3.20 3.27
Finance paper, directly placed®>”
6 lmonth ........................... 8.99 8.00 5.73 3.81 3.33 R 313 3.28 3.27 3.07 3.07 3.3
7 3amonth .. ...l 8.72 7.87 5.71 3.8 3.33 327 3.08 3.28 3,25 3.04 3.01 3.05
8 6month .....................l 8.16 7.53 5.60 3.80 3.35 3.29 311 3.30 327 3.05 3.04 3.07
Bankers acceptances™>®
9 Amonth ..ol 8.87 7.93 5.70 3.80 RN 3.28 3.10 3.31 3.28 3.05 3.08 3.2
10 6month ..o 8.67 7.80 5.67 188 3.42 3.35 313 3.36 3.29 3.08 3.07 3.14
Certificates (}f deposit, secondary
market*®
11 l-month 9.1 8.15 5.82 3.83 335 3.2 314 3.32 3.27 3.08 3.07 3.16
12 3-month .. 9.09 8.15 5.83 3.86 3.37 331 3.3 3.34 3.28 3.08 3.07 3.15
13 6-month 9.08 8.17 5.91 397 3.50 3.40 3.17 3.45 3.35 3 3.10 3.19
14 Eurodollar deposits, 3-month®!® ... .. . 9.16 8.16 5.86 3.87 3.40 3.33 3.15 3.36 3.36 3.08 3.08 3.19
U.S. Treasury bill,
Secondary market’**
15 3-month 8.11 7.50 5.38 3.66 3.21 3.13 2.91 3.16 3.10 2.91 2.89 2.8%
16  6-month .. 8.03 7.46 5.44 3.77 3.28 3.21 2,96 3.25 3.16 2.94 2.92 2.93
17 l-year ...... P P TR 792 7.35 5.52 398 3.45 3.33 3.06 3.38 3.26 3.04 3.03 .04
Auction average™
18 3.month 8.12 7.51 5.42 3.70 3.28 3.4 2.97 3.14 3.17 291 2.89 2.91
19  6month ..., 8.04 7.47 5.49 3.81 3.36 3.23 3.01 3.24 3.26 2.95 2.%0 2.93
20 l-year ..........iiiiiiiiiiiiieas 7.91 7.36 5.54 4.07 3.65 3.28 3.02 3.28 n.a. n.a. n.a. 3.02
U.S. TREASURY NOTES AND BONDS
Consiant maurities'?
21 l-yeBr ... 8.53 7.89 5.86 4.17 3.60 3.47 3.8 3.52 3.39 3.17 3.15 3.16
2. 2-yegr .......... 8.57 8.16 6.49 5.05 4.36 4.19 3.89 4.25 4.07 3.85 3.86 3.91
23 3.year ............ 8.55 8.26 6.82 5.60 4.91 4.72 4.42 4.79 4.58 4.35 4.40 4.44
24 S-year ............ 8.50 8.37 7.37 6.48 5.84 5.60 5.38 5.69 5.48 5.26 5.37 5.46
25 T-year ............ 8.52 8.52 7.68 6.90 6.36 6.12 5.96 6.23 6.06 5.85 5.93 6.04
26  {0-year ........... 8.49 £.55 7.86 7.26 6.84 6.59 6.42 6.67 6.53 6.32 6.39 6.47
27 30-year ..........iiiiiiiiiiiiieiins 8.45 8.61 8.14 7.84 7.60 7.3% 7.34 7.44 7.37 7.26 7.32 7.41
Composite
28 More than 10 years (jong-term) .......... B.58 B.74 g.16 1.72 7.40 7.1 7.08 7.26 7.16 6.99 7.08 7.14
STATE AND LocaL NOTES aND BONDs
Moody's series 1
29 Aas ... 7.00 6.96 6.56 6.19 572 5.67 592 5.95 6.02 5.9] 5.83 5.94
30Bag ............ 7.40 7.29 6.99 6.57 6.10 6.03 6.27 6.28 6.35 6.26 6.19 6.31
31 Bond Buyer series 7.23 7.27 6.92 6.49 6.13 6.16 6.2 6.31 6.24 6.16 6.27 6.33
CoRPORATE BONDS
32 Seasoned issues, all industries' ... ... 9.66 9.77 9.23 8.63 8.44 8.29 8.26 8.32 8.28 8.1 8.23 8.31
9.26 9.32 8.77 8.22 8.07 7.95 7.92 7.97 7.93 7.87 791 7.96
9.46 9.56 9.05 8.56 8.37 8.21 8.17 8.28 8.20 8.11 8.15 8.22
9.74 9.82 9.30 8.70 8.4% 8.34 8.31 8.37 8.33 8.25 8.29 8.37
10.18 10.36 9.80 9.05 8.84 8.65 8.62 8.69 8.64 8.54 8.58 8.69
37 A-rated. recently offered utility bonds™® ....| 9.79 10.01 9.32 8.62 8.38 8.16 8.11 8.20 B.08 8.06 8.10 8.17
Mtmo: Dividend-price ratio'”
38 Preferred stocks ..........ciiiiiiiia 9.08 8.96 8.17 7.53 7.47 7.21 7.14 7.1 7.1% 7.16 7.12 7.14
39 Commonstocks...............ooeiinin, 3.45 3.6l 3.25 3.06 3.00 2.97 n.a. 3.00 2.99 3.00 2.98 3.03

1. The daily effective federal funds rate is @ weighted average of rates on
trades through New York brokers. .
2. Weekly figures are averages of seven calendar days ending on Wednesday
of the current week; monthly figures include each calendar day in the month.
3. Annualized using a 360-day year or bank interest.
4. Rate for the Federa] Reserve Bank of New York.
5. Quoted on e discount basis.
6. Anaverage of offering rates on commercial paper placed by several leading
dealers for firms whose bond rating is AA or the equivalent.
7. Anaverage of offering rates on paper directly placed by finance compenies.
8. Representative closing yields for acceptances of the highesi-rated money
center banks.
S. An average of dealer offering rates on nationally traded centificates of
deposit.
f(()" Bid rates for Eurodollar deposits at 11 a.m. Londor time. Data are for
indication purposes only.
1. Auction date for daily deta; weekly and monthly everages computed on an
issue-date basis.

12. Yields on actively traded issues adjusted 10 constant maturities. Source:
U.S. Treasury.

13. General obligations based on Thursday figures; Moody's Investors Service.

14. General obligations only, with twenty years to matunity, issued by twenty
?ﬁ:‘e :nd local governmental units of mixed quality. Based on figures for

ursday.

15. Daily figures from Moody's Investors Service. Based on yieids to maturity
on selected long-term bonds.

16. Compilation of the Federal Keserve. This series is an estimate of the yield
on recently offered, A-rated utility bonds with & thirty-year maturity and five
years of call protection. Weekly date are based on Friday quotations.

17. Standard and Poor’s corporate series. Preferred stock ratio based on a
sample of 1en issues: four public utilities, four industrials, one financial, and one
transportation. Common stock ratios on the 500 stocks in the price index.

Notk. These data also appear in the Board's H.15(519) andG.13 (4]5) releases.
For ordering address, see inside front cover.
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1.36 STOCK MARKET

Selected Statistics

1992
Indicator 1989 1990 1991
Jan. Feb. Mar. Apr. May June July Aug. Sept.
Prices and trading volume (averages of daily figures)
Common siock prices (indexes)
t New York Stock Exchange
(Dec. 31,1965 = 50) ................ 180.13 | 183.66 | 206.35 | 229.34 | 228.12| 225.21] 224.55| 228.55 | 224.68 | 228.17 | 230.07} 230.13
2 Industrial ................... 228.04 { 226.06 | 258.16 | 2B6.62 | 286.09 | 282.36 | 281.60 ) 285.17 | 279.54 | 281.90 | 284.44 } 285.76
3 Transportation 174.90 | 158.80 | 173.97 | 201.55 | 205.53 | 204.09 [ 201.28 | 207.88 | 202.02 | 198.36 | 191.31 [ 191.61
4 Utility ... 94,33 90.72 92.64 9930 96.19| 94.15 94.92 98.24 97.23 | 101.18 | 103.41 | 102.26
5 Finance .........ccoiiviiiiiiiiiinnns 162.01 | 133.21 | 150.84 1 174.50 | 174.05 ( 173.49 | 171.05| 17589 | 174.82 | 180.96 | 180.47 [ 178.27
6 Standard & Poor’s (;orporation
(1941=43 = 10)' .......covvnevinnnns 323.05 | 335.01 | 376.20 | 416.08 | 412.56 | 407.36 | 407.41 | 414.8] | 408.27 | 415.05 | 417.93 | 418.48
7 American Stock Exchange
(Aug. 31,1973 = 80)° ............... 356.67 | 338.32 | 360.32 | 409.08 | 413.74 | 404.09 | 388.06 | 392.63 | 385.56 ) 384.07 | 385.80 | 382.67
Volume of trading (thousands of shares)
8 New York Stock Exchange .............. 165,568 | 156,359 | 179,411 | 239,903 | 226,476 | 185,581 | 206,251 | 182,027 | 195,089 {194,138 | 174,003 | 191,774
9 American Stock Exchange .............. 13,124 | 13,155 | 12.4B6 | 20,444 | 18,126 ) 15,654 | 14,096 | 13,455 | 11,216 | 10,722" [ 11,875 | 11,198
Customer financing (millions of dollars, end-of-period balances)
10 Margin credit at broker—dealers® ......... 34,320 | 28,210 | 36,660 | 36,350 | 38,200 | 39,090 | 38,750 | 39,890 | 39,690 | 39,640 | 39,940 | 41,250
Free credit balayces at brokers®
1} Margin accounts” . F 7,040 8.050 8,290 7,865 7,620 7,350 8,780 7.700 7,780 7.920 8,060 8,060
12 Cash accounts. ... 18,505 [ 19,285 [ 19,255 ) 20,370 | 19,305 400 | 18,695 | 19,610 | 38,775 | 18,305 | 19,650
Margin requirements (percent of market value and effective date)®
Mar. 11, 1968 June B, 1968 May 6, 1970 Dec. 6, 1971 Nov. 24, 1972 Jan. 3, 1974
13 Margin stocks . ... .. v vi i 70 80 65 55 65 50
14 Conventible bonds .. 30 60 50 50 50 S0
18 Shortsales .........ccooiiviieiiiiiiinns 70 80 65 55 65 30

1. Effective July 1976, includes a new financial group. banks and insurance
companies. With this change the index includes 400 industrial stocks (formerly
325), 20| transportation (formerly 15 rail), 40 public uvtility (formerly 60), and 40

nancial,

2. OnJuly 5, 1983, the American Stock Exchange rebased its index. effectively
cuuing previous readings in half.

3. Since July 1983, under the revised Regulation T, margin credit a1 broker-
dealers has included credit extended against stocks, convertible bonds, stocks
acquired through the exercise of subscription rights. corporate bonds, and

overnment securities. Separate reporting of data for margin stocks, convertible
gonds. and subscription issues was discontinued in April 1984,

4. Free credit balances are amounts in accounts with no unfulfilied commit-
ments to brokers and are subject to withdrawal by customers on demand.

5. New series since June 1984.

6. These requirements, stated in regulations adopted by the Board of Gover-
nors pursuant to the Securities Exchange Act of 1934, limit the amount of credit
that can be used to purchase and carry ‘‘margin securities” (as defined in the
regulations) when such credit is collateralized by securities. Margin requirements

on securities other than options are the difference between the market value (100
rcent) and the maximum loan value of collateral as prescribed by the Board.
egulation T was adopted effective Oct. 15, 1934; Reguﬂlion U, effective May |,
:ggl}a Regulation G, eflective Mar. 11, 1968; and Regulation X, effective Nov. 1,

On Jan. 1, 1977, the Board of Governors for the first time established in
Regulation T the initial margin required for writing options on securities, setting
it at 30 percent of the current market value of the stock underlying the option. On
Sept. 30, 1985, the Board changed the required initial margin, allowing it to be the
same as the option maintenance margin required by the appropriate exchange or
self-regulatory organization; such margin rules must be approved b
the Securities and Exchange Commission. Effective Jan. 31, 1986, the SE
approved new maintenance margin rules, permitting margins to be the price of the
option plus 15 percent of the market value of the stock underlying the option.

Effective June 8, 1988, margins were set to be the price of the option plus 20
percent of the market value of the stock underlying the option (or 15 percent in the
case of stock-index options).




Financial Markets A27
1.37 SELECTED FINANCIAL INSTITUTIONS Selected Assets and Liabilities
Millions of dollars, end of period
1991 1992
Account 1989 1990
Oct Nov Dec Jan. Feb. Mar, Apr. May June’ July
SAJF-insured institutions
] Assets . ............... 1,249,055 | 1,084,821 | 937,787 934,539 | 919,979 | 909,077 | 906,204" | 883,468" | 872,088 | 870,396 861,524 | 8%6,379
2 Mortgages ............. 733,729 633,385 | 561,152 557,513 551,322 545,682 | 541,688 | 529,144 | 524,937" | 521,899" | 516,709 512,312
3 Mortgage-backed 1
securities ......... 170,532 155,228 | 134,895 133,341 129,461 127,31 127,766 125,402 124,930 124,388 123,449 | 122,367
4 Contra-assets to
morigage assets’ . 25.457 16,897 12,445 12,303 12,307 11,916 11,607 10,977 10,953" 11,119 11,278 11,048
5 Commercial loans . 32,150 24,125 17,765 17,147 17,139 16,827 16,050 15,400 15,069 14,607 14,020 13,930
6 Consumer loans. . .. 58,685 48,753 43,064 42,763 41,775 40,903 39,954 38,740 38,027 37,889 37,423 37,239
7  Contra-assets 10 n r
morigage loans’ . 3,592 1,939 1,373 1,150 1,239 1,115 L1s 992 980 949 947 908
8 Cash and investment
securities. ... ...... 166,053 146,644 | 120,824 123,380 120.077 118,611 121,969" | 119,410 116,291 120,59 119,394 120,211
9 O0ther ................ 116,955 95,522 73,905 73.84% 73,751 72,714 71,498" 67,34)° 64,766 63,084 61,753 62,276
{0 Liabilities and net worth .{ 1,249,055 | 1,084,821 ( 937,787 | 934,539 | 919,97% | 909,077 | 906,204' | 883,468" | 872,088 | 870,396 861,524 | 856,379
11 Sevings capital ........ 945,656 835,496 | 741,360 737,558 731,937 721,099 | 717,026 | 703,809 689,777 | 688,199 682,536 | 676,139
12 Borrowed money ... ... 252,230 197,353 | 127,356 125,147 121,923 119,965 | 118,554 110,031 111,262 110,126 108,941 109,034
13 FHLBB ............ 124,577 100,391 66,609 66,005 65,842 62,642 63,138 62,628 62,268 61,439 62,759 62,358
14 Other .............. 127.653 96,962 60,747 59.142 56,081 57,323 55,416 47.403 48,994 48,687 46,182 46,676
1S Other ................ 27,556 21,332 20,381 21,690 17,560 19,003 21,391 18,357 18,944 19,687 17,724 18,546
16 Networth............. 23,612 30,640 48,690 50,148 48,559 49,010 49,233 51,277 52,105 52,384 52,322 52,658

1. Contra-assels are credit-balance accounts that must be subtracted from the
corresponding gross asset categories to yield net asset levels. Contra-assets to
mortgage assels, morigage loans, contracts, and pass-through securities—inciude
loans in process, unearned discounts and deferred loan fees, valuation aliowances
for morigages 'held for sale,”” and specific reserves and other valuation allow-
ances. Contra-assets 1o nonmorigage loans include loans in process, uncarned

NoTte. Components do not sum to totals because of rounding. Data for credit
unijons and life insurance companies have been deleted from this table. Starting in
the December 1991 issue, dats for life insurance companies are shown in & special
table of quarterly data.

SOURCE. Savings Association Insurance Fund (SAIF)-insured institutions:
Estimates by the Office of Thrift Supervision (OTS) for afl institutions insured by

discounts and deferred Joan fees, and specific Teserves and valuation allowances. the SAIF and based on the OTS thrift institution Financial Report.
2. Includes holding of stock in Federal Home Loan Bank and finance leases

plus interest.

1.38 FEDERAL FISCAL AND FINANCING OPERATIONS

Millions of dollars
Fiscal vear Cealendar year
Type of account or operation 1992
1990 1991 1992
Apr. May June July Aug. Sept
U.S. budger'
] Receipts, total ...l 1,031,308 | 1,054,265 | 1.091,692 138,503" 62,303 120,920 79,080 78,218" 118,344
2 On-budget..................... .. 749,654 760.382 789,266 103,478" 36,92¢' 91,438" 55,977 55,434" 92,813
3 Of-budget..................... 281,654 293.883 302.426 35,025 25,377 29,482 23,103 22,784 25,531
4 Ouotlays. total ..................e. 1,251,766 | 1,323,757 | 1.381.895 123,894' 089" 117,137 122,226 102,920" 112,943
S On-budget . 1,026,701 | 1,082.072 | 1,129,337 102,858" 86,402 102,329 99,938 79,128 6,709
6 Offi-budget ........ 225,064 241,685 252,559 21,036' 22,687 14,808 22,291° 23,792" 26,235
7 Surplus or deficit (-). 1 -220,458 | ~269.492 | -290,204 14,609 ~46,786 3,783 -43,146 24,702 5,400
8 On-budget ...................... .| =277,047 -321.690 ~340,071 620" ~49,476 -10,891 —-43,958" -23,604" 6,104
9 Offi-budget ... 56,590 52.1%8 49867 13,989" 2,690" 14,674' 812" -1,008" =704
Source of financing (1o1al)
10 Borrowing from the public................ 220,101 276,802 310.918 6,292 33,840 22,318 26,839 38,841 9,853
11 Operating cash (decreast. or increase (=) ... 8I8 -1.329 -17.308 -21,262 20,977 -26,919 9,542 1,523 ~22,807
120ther . ... . e ~461 ~5.981 3.405 361 -8,031 818 6,765 ~15,662 7,554
MEgmo
13 Treasurv operating belance (level. end of !
PEHIOd) .. 40,155 41.484 58,789 41,108 20,128 47,047 37,508 35,982 58,789

14  Federal Reserve Banks.............. ... 7,638 7,92 24,586 4,692 5,583 13,630 6,923 6,232 24,586
15 Tax and loan accounts ................. 32,517 33,556 34,203 36,413 14,545 33,417 30,581 29,749 34,203

1. Inaccordance with the Balanced Budget and Emergency Deficit Control Act
of 1985, all former off-budget eniries are now presented on-budger. Federal
Financing Bank (FFE) activities are now shown as separate accounts under the
agencies that use the FFB to finance their programs. The act also moved twe
social security trust funds tfederal old-age survivors insurance and feders!
disability insurance) off budget. The Postal Service is included as an off-budget
item in the Monthly Treasury Statement beginning in 1990,

2. Includes special drawing rights (SDKs); reserve position on the U.S. quote

in the International Monetary Fund (IMF); loans to the IMF; other cash and
monetary assets: accrued interest payable to the public; allocations of SDRs;
deposit funds: miscellaneous lability (including checks outstanding) and asset
accounts; seigniorage: increment on gold; net gain or loss for U.S. -currency
valuation adjustment; net gain or loss for IMF loan-valuation adjustment; and
profit on sale of gold.

SoURCES. Monthly Treasury Statemen: of Receipts and Outlays of the U.S.
Government (MTS) and the Budge! of the U.S. Government.
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1.39 U.S. BUDGET RECEIPTS AND OUTLAYS'’
Millions of dollars

Calendar year
Fiscal Fiscal
Source or type year year 1990 1991 1992 1992
1990 1991
H2 HI H2 Hi July Aug. Sept.
RECEIPTS
1 AU sourees ........c.ovivniiiii it 1,031,308 | 1,054,268 803,123 540,504 519,293 861,128" 79,080 78,218" 118,344
2 Individual income taxes. net.............. 466,884 467,827 230,745 232,389 234,949" 237,052" 35,192 34,718 55,496
3 Wilhh 3 . 388,384 404,152 207,469 193,440 210,552 198,868 34,034 32,584 33,184
4 idential Election Campai . 32 32 3 3] 1 19 1 8 1
5 Nonwuhhe]d ...................... . 151,285 142,693 31,728 109,405 31,878 110,995 2,920 3,184 24,161
6 Refunds .............................. 72,817 79,050 8,455 70,487 7,480 74,163° 1,851° 1,058" 1,850
Corporation income taxes
7 Grossreceipis................. ... 110,017 113,599 54,044 58,903 54,016 61,681 3,890 2,443 21,368
8  Refunds . 16,510 15,513 7,603 7,904 8,649 9,402° 1,087 864 1,469
9 Social insurance taxes and contributions.
L N 380,047 396,011 178,468 214,303 186,840" 224,569" 31,723 33,147 33,322
10 Employment taxes and
contributions® . ................ ... 353,891 370,526 167,224 199,727 175,802 208,110 29,514 28,996 32,597
11 Self-employment faxes and
conmbuuons ................... 21,795 25,457 2,638 22,150 3,306 20,433 0 0 3,988
12 Unemployment miurancc ............... 21,635 20,922 8,996 12,296 8,721 14,070 1,770 3,762 316
13 Othernetreceipts®. ................. ... 4,522 4,563 2,249 2,279 2,317 2,389" 439 384" 409
14 EXCis€ 18X€S . ... ... .ot 35,345 42,430 17,535 20,703 24,428 22,389 3,546" 4,051 4,093
15 Customs deposits . . 16,707 15,921 8,568 7,488 8,694 8,145 1, 658 1,579 1,552
16 Estate and gift taxes . 11,500 11,138 5,333 5,631 5,507 5,701 827 1,004
17 Miscellaneous receipts’ .................. 27,316 22,852 16.032 8,991 13,508 10,992 3, 197’ 2,323 2,980
OuTLAYS
18 Alltypes. . ... 1,251,776 1,323,787 647,461 632,153 694,474 705,068 122,226" 102,920" 112,943
19 Nationaldefense ........................ 299,331 272,514 149,497 122,089 147,531 146,963 30,180 21,238 25,842
20 International affairs ................... ... 13,762 16,167 8,943 7,592 7,651 8,464 684 186 1,727
21 General science, space, and technology . ... 14,444 15,946 8.08] 7.496 8,473 7,952 1,417 1,352 1,159
22 EBOTRY <. vvviie i i 2,372 2,511 1,222 1,235 1,536 1,442 275 508 665
23 Natural resources and environment..... ... 17,067 18,708 9,933 8,324 11,221 8,625 1,677 1,516 1,742
24 Agriculture ... ..o 11,958 14,864 6,878 7,684 7,335 7.514 468 381 195
25 Commerce and housing credit............. 67,160 75,639 37,49} 17,992 36,579 15,583 846 -2,721 585
26 Transporiation .......................... 29,485 31,531 16,218 14,748 17,094 15,681 3,144 2,818 3,618
y and regional devel ot 8,498 7,432 3,939 3.582 3,784 3,901 676 570 764
28 Education. treining. employmem and
social services, ... ................. .. 38,497 41,479 18,988 21,234 21,104 23,224 3,12¢ 3,492 2,233
29 57,716 71,183 31.424 35,608 41,458 43,698 7,164 7,593 8,834
30 Social security and m: .. 346,383 373,498 176,353 190,247 193,156 205,443 35,553 33,593 34,460
31 Income secumty ... .....o.oiiiae. ... 147,314 171,618 7,,96 88.778 87,923 1059117 18,306 14,616 15,173
32 Veterans benefits and services ............ 29,112 31,344 15,479 14,326 17,425 15,597 4,010 1,369 3,213
33 Administration of_lusucc ................. 10.004 12,295 5,265 6,187 6,586 7,438 1,217 1,155 1,277
34 General BOVEFNMENT . .....ovitnints 10,724 11,358 6.976 5,212 6,821 5,538 431 917 1,869
35 Netinterest® ... ..................... 184,221 195,012 94,650 98,556 99,405 100,324 16,670 17,274 15,435
36 Undistributed offsetting receipts’....... ... -36,618 -39,356 -19,829 - 18,702 -20.435 -18,229 -3.597 -2,937 -5,847
1. Functional details do not sum 1o total outlays for calendar year data because 5. Deposits of earnings by Federa! Reserve Banks and other miscellaneous receipts.
revisions to monthly 10tals have not been distributed among functions. Fiscal year 6. Inciudes interest received by trust funds.
tota! for outiays does not correspond to celendar vear data because revisions from 7. Consists of rents and rovalnes for the outer continental shelf and U.S.
the Budger have not been fully distributed across months. government contrib
2. Old-age, disability. and hospital insurance. and railroad retirement accounts. Sources. U.S. Depanmem of the Treasury Morlhl\ Treasury Statement of
3. Old-ege. disability, and hospital insurance. Receipts and Outlays of the U.S. Government, and the U.S. ce of Mansage-
4. Federal employee retirement contributions and civil service retirement and ment and Budget, Budget of the U.S. Government, Fiscal Year 1993,

disability fund.



Federal Finance A29

1.40 FEDERAL DEBT SUBIJECT TO STATUTORY LIMITATION

Billions of dollars, end of month

1990 199] 1992
Item
Sept. 30 | Dec. 31 Mar. 31 June 30 | Sept. 30 | Dec. 31 Mar. 31 June 30 | Sept. 30
1 Federal debt outstanding .......................... 3,266 3,397 3.492 3,563 3,683 3,820 3,897 n.a. na'
2 Public debt securities. ............... ..ol 3,233 3,365 3.468 3,53 3.665 3,802 3,881 3,985 4,065"
3 Heid by public..... .. 2,438 2,537 2.5k 2.643 2,746 2,833 2,918 n.a. n.a.'
4 Held by agencies 796 828 867 895 920 969 964 n.a. n.a."
5 Agency securities 33 kk} 27 28 18 19 16 n.a. n.a.'
6 Held by public...... . 33 2 26 2 18 19 16 n.a. na.'
7 Heldbyagencies ..............c.. i 0 [i} [1} 0 1} 0 0 n.a. n.a.'
& Debt subject to statutory limit. .. ................... 3,161 3,282 . 3.45¢ 3,569 3,707 3,784 3,891 3,973
9 Public debt securities................. ... ... 3,161 3,281 3,377 3,450 3.569 3,706 3,783 3,890 3,97
10 Otherdebt' ... . ...... ... 0 0 0 0 0 0 0 o
Memo
17 Stetutorydebt imit ........... ... ... 3,198 4.145 4.145 4,145 4,145 4,145 4,145 4,145 4,148"

1. Consists of guaranteed debt of Treasury and other federal agencies, specified
participation certificates, notes to international lending organizations, and District
of Columbiz stadium bonds.

Sources. U.S. Treasury Depariment, Monthly Statement of the Public Debt of
the United States and Treasury Bulletin,

1.41 GROSS PUBLIC DEBT OF U.S. TREASURY Types and Ownership
Billions of doliars, end of period
1991 1992
Type and holder 1988 198¢ 1990 1991
Q4 Q1 Q2 Q3
| Total gross public debt.................... ... ... 2,684.4 2.953.0 3.304.8 3,801.7 3,801.7 3,881.3 3,984.7 4,004.6
By npe
2 Interest-bearing............ ... 2.663.1 3.362.0 3.798.9 3,798.9 3,878.5 3.981.8 4,061.8
3 Marketable. . ... 18213 2.195.& 2.471.6 24716 2,552.3 2.605.1 2,677.5
4 Bills. ... 414.0 527.4 590.4 590.4 615.8 618.2 634.3
b Notes. 1.083.6 1.265.2 1.430.8 1,430.8 1,477.7 1,517.6 1,566.4
6 Bonds ... ... 308.9 3862 4355 435.5 443.8 454.3 461.8
% Nonmarkeiable' . A 841.8 11662 1,327.2 1,327.2 1,326.2 1.376.7 1,384.3
3 State and k)cal2 POVETRMENT SEMEN. ... ... ... ... 181.5 160.8 1597 159.7 157.8 161.9 157.6
14 FOreign issues® .............. ... ... .. 6.6 43,8 41.9 419 42.0 387 37.0
10 Government . . 6.6 434 419 41.9 42.0 38.7 37.0
n Public ............... 0 0 .0 0 0 .0 ]
12 Szvings bonds and notes. 107.6 124.1 1359 135.9 139.5 143.2 148.3
12 Government account series” . 575.6 B13E 9582 955.2 956.1 1,002.5 1,011.0
14 Non-interest-bearing ..................... 21.3 2. 28 2.8 28 29 28
By holder*
15 U.S. Treasury and other federal agencies and trust funds. ......... 586.2 7078 82k.3 968.7 968.7 963.7
16 Federal Reserve Banks ................... ... ...... ... 23k 4 2%.4 259.& 281.8 281.8 267.6
17 Private iNVESIOrS . . ..o 1.858.5 20188 2.288.3 2.563.2 2.563.2 2,664.0
18 Commercial banks . 184.9 i6d4.¢ 171.8 233.9 233.9 240.0
19 Money market funds ................. .. 11.& 14.9 454 80.0 80.0 84 .8
20 lnsurance companies . 118.6 1289 142.0 172.9 172.9 175.0 n.& nea
21  Other companies. . . ... PR . 87.1 93.4 108.6 150.8 150.8 166.0
22 Siate and loca) 1reasuries ... ... o 471.6 4R7 & 490.4 498.8 498 .8 500.0
Individuals
22 Savings bonds ... ........... . R 109.6 177 126.2 138.1 138.1 142.0
24 Other securities. . ... .. .. « 79.2 987 107.6 125.8 125.8 126.1
28 Foreign and international 362.2 e 4215 453 .4 453.4 468.0
26 Other miscelaneous investors® . 433.0 8207 674.% 709.5 709.5 762.1

1. Includes (not shown separately) securities issued 10 the Rural Electrification
Administration. depository bonds. retirement plan bonds. and individual retire-
ment bonds.

2. Nonmarketable series denominated 1n doliars. and serier denominated in
foreign currency held by foreigners.

3. Held almost entirelv by U.S. Trearury and other federa) agencies and irust
funds.

4. Data for Federa) Reserve Banks and U.S. povernment apencies and trust
funds are actual holdings: date for other groups are Treasury estimates.

£ Consists of investments of foreign balances and international accounts in the
United Siates.

6. Includes savings and Joan associations, nonprofit institutions, credit unions,
mutusl szvings benks, corporate pension trust funds, dealers and brokers, certain
U.E. Treasury deposit accounts, and federally sponsored agencies.

Soukrces. U.S. Treasury Department, date by type of security, Monthly
Em[;( meni of the Public Debr of the United States; data by holder, the Treasury

ullelrin.,
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1.42 U.S. GOVERNMENT SECURITIES DEALERS Transactions'

Millions of dollars, daily averages

1992 1992, week ending
Item
June July Aug. Aug. 5 | Aug. 12 | Aug. 19 | Aup. 26 | Sept. 2 | Sept. 9 | Sept. 16 | Sept. 23 | Sept. 30
IMMEDIATE TRANSACTIONS?
By type of security
U.S. Treasury securities
TBills oo cereens 39,314 39,895 | 35,523 37,082 | 32,442 35,450 | 38,131 | 34,875 | 38,338 41,851 | 42,769 | 44,531
Coupon securities, by maturity
2 Lessthan3.Syears............. 37.879 42,88) | 45,267 45,115 | 47,289 | 43,465 | 50806 | 35819 | 39,308 42,698 | 45,148 | 41,634
3 35t 7S5years........ Lo 31278 | 43.378' | 36,672 41,506 | 34,995 37,334 | 37.657 | 31,889 | 35,730 39,574 | 37,171 | 40,468
4 7.510 15 vears ... .| 13912 19,672" | 22.308 23,702 | 28,207 23,075 | 15688 | 15,837 | 22,815 23,107 18,130 | 20,177
S 1SYears Or more ............... 11.926 16.132 | 16.539 16,508 19,111 18962 | 14264 | 12,034 | 14,286 15,362 14,874 | 13,329
Federal agency securities
Debt, maturing in
6 Less than 3.5 vears........... 4,46] 4.33¢ 4,343 4,579 3,938 4,342 4,318 4,826 4,891 4,109 4,490 6,471
7 351075 vears ........ 3 670 684 859 865 366 539 648 617 670 391 654
8 7.Syearsormore ............ 553 646 536 517 451 446 676 66 509 910 742 1,069
Morigage-backed
9 Pass-throyghs . ............... 14,190° | 13,806’ | 12.787 10,368 | 17,008 12,948 | 10.861 | 11,116 | 14,496 17,269 12,592 | 11,220
10 Al others™.......... ...t 3,865" 4.110" | 3.9571" 3,011 3,159 4,645 4,122 4,767 2,713 4,617 4,157 5,168
By type of counterparty
Primary dealers and brokers
11 U.S. Treasury securities ........ 83,394" | 101,221' | 99.904 | 103,687 | 103,519 | 100,019 | 104.664 | 81,971 | 91,237 | 104,696 | 102,125 | 101,875
Federal agency securities
12 Debl. ..o 1,007 1.097 1.016 1,035 1,146 998 766 1,225 1,072 1,397 1,283 1,732
13 a Mortgage-backed............. 8.408' 8.021' | 7.240 5,586 9,214 7,489 6.913 5,735 7,441 9,854 8,049 5,568
ustomers
14 U.S. Treasury securities ....... . 50.915" | 60.737" | 56.408 60,227 | 58,525 58,267 | 54.883 | 48,483 | 59,240 57,896 | 55,966 | 58,264
Federal agency securities
15 Debt.....cooo i 4.520 4,554 4,548 4,921 4,108 4,354 4.768 4,865 4,944 4,292 4,340 6,463
16 Morigage-backed............. 9.651" 9.895" [ 9.498" 7,792" | 10,953 | 10,104 §.070 | 10,147 9,769 12,032 8,699 10,820
FUTURES AND FORWARD
TRANSACTIONS?
By nvpe of deliverable security
U.S. Treasury securities /
17Bills ... 2.939 2.886" [ 2.354' 2,096 2,501 2,588 2.467 1.791 2,121 4,960 2,827 2,271
Coupon securities. by maturity
18 Lessthan3.Svears ............ 1,718 1.762 2.216 2174 2,468 2,104 2.34) 1,818 2,373 1,962 2037 1,418
19 3510785vears ...l 1.391° 1.32¢" 1.329' 1.420 1,217 1.060 1.280 1,952 2,224 1,857 1,820 1,545
20 751w 15vears. ... i 1.319 1.969 2,713 3,537 2,529 2,714 2.642 231 2,482 3,859 3,283 2,336
21 1S Vears ormore ............... 6,576 9.620 | 10.152" | 10,453 | 10,359 10.025 11.091 8.153 10,535 12,172 10,808 7,712
Federa!l agency securities
Deb:. matuning in
22 Less than 3.5 vears........... 45 20 81 9 11 185 31 182 8 13 132 59
23 381075 vears ... 63 61 147 47 120 329 87 87 156 141 5& 11
24 7.5 vears ormore ............ 2 kY 44 10 18 s 21 44 8 13 12 6
Mortgage-backeg
25 Pass-throughs™ .. ............. 12,869 16,928 | 15,902 17.486 | 21.058 13.493 14,087 | 12,766 | 17,497 17,826 ; 15,341 17,327
26 Others ..... 2,657 3.246' 2.832 2,977 2,306 3,207 2.941 2.758 1,845 2,490 2.410 2,920
OPTIONS TRANSACTIONS'
By tvpe of underlving security
U.S. Treasury, coupon
securities, by maturity
27  Less than 3.5 vears ............ 1.25% 1.850 1.431 1,377 1.463 1.434 1.817 784 1,368 1,052 807 1,287
28 351075 vears . 317 635 433 251 572 226 68K 301 61 603 RO& 568
29 7.510 15 vears .. 484 o8 S 1.054 728 1,014 641 1.693 1.070 1,132 633 1,064 436
30 15 vears or more .. .. 1,576 2.520 2.795 3.037 3.247 2,23¢ 3.548 1.471 2,469 1,700 3,000 1,174
Federai agency. morigage-
backed securities
31 Pass-throughs. . ...l 389 499 343 302 290 287 456 427 1,079 40] 308 155

1. Transactions are market purchases and sales of securities as reponed to the
Federal Reserve Bank of New York by the U.S. government securities dealers on
its published list of primary dealers. Averages for transactions are based on the
number of trading days in the period. Immediate. forward. and futures transac-
tions are reported at principal value, which does not include accrued interest:
options transactions are reported at the face value of the underlving securities.

Dealers report cumulative transactions for each week ending Wednesday.

2. Transactions for immediate delivery include purchases or sales of securities
(other thari morigage-backed agency securities) for which delivery is scheduled in
five business davs or less and ““when-issued’ securities that settle on the issue
date of offering. Transactions for immediate delivery of morigage-backed agency
secunties include purchases and sales for which delivery is scheduled in thirty days or
Jess. Stripped securities are reported at market value by matunity of coupon or corpus.

3. Includes such securities as collateralized morigage obligations (CMOs). real
estate morigage investment conduits (REMICs). interest-only securities (10s).
and principal-oniy securities (POs).

4. Futures transactions are standardized agreements arranged on an excha
Forward transactions are agreements made in the over-the-counter market that
specify delayed delivery. All futures transactions are included regardless of time
10 delivery. Forward contracts for U.S. Treasury securities and federal agency
debt securities are incjuded when the time 10 delivery is more then five business
deys. Forward contracts for morigage-backed agency securities are included
when the time to delivery is more than thirty days.

5. Options transactions are purchases or sales of put-and-call options, whether
arranged on an organized exchange or in the over-the-counter market, and include
options on futures contracts on U.S. Treasury and federal agency securities.

NoTE. In tables 1.42 and 1.43, "'n.a.”" indicates that data er¢ not published
because of insufficient activity.

Data formerly shown under options transactions for U.S. Treasury securities,
bills; Federal agency securities. debt: and mortgage-backed securities. other than
pess-throughs are no longer available because of insufficient activity.
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1.43 U.S. GOVERNMENT SECURITIES DEALERS Positions and Financing'
Millions of dollars
1992 1992, week ending
Item
June July Aug. Aug. 5 | Aup. 12 | Aug. 19 | Aup. 26 | Sept. 2 Sept. 9 | Sept. 16 | Sept. 23
Positions?
NET IMMEDIATE PosiTions®
By type of security
U.S. Treasury securities
TBills oo FRETPPT 9.816 10,399 8,264 7,100 6,846 7,888 8,132 12,122 13,595 12,450 18,295
Coupon securities, by maturity _
2 Lessthan3.5vears............... -7,838 -7,674 -2,799 -5,088 ~789 -4,903 -621 -3,427 ~3,476 -4,158 ~130
3 35tw7S5vears ... -6,907 | -7,629 | —10,045 | ~8.602 | =9,727 | ~11,509 | -8,594 | ~11,916 | 15,727 | ~14,788 | ~10,329
4 751015 years. ... ~6,825 —6.464 ~9,255 -5,464 ~4,950 - 6,498 -7,148 ~8,733 | ~10,700 | ~11,045
5 15yearsormore................. 2,970 5,204 5,321 5,100 6,924 3,499 5212 5,926 5,119 5,654
Federal agency securities
Debt, maturing in
6 Less than 3.5 vears............. 5,265 4,944 6.256" 5,349 6,571 6,540 5,526 7,348 6,432 5,598 7,071
7 3.5t07Syears ...l 2,178 2,908 3,194 3,288 3,226 3,267 3,092 3.09% 3,106 2,964 2,942
8 7.5 yearsormore .............. 3,482 3.481 4.233 3.833 4,219 4,117 4,429 4.543 4,569 4,319 4,366
Morigage-backed
9 Pass-throughs . ................. 31,088 30,255 30,749 21,276' 34,285 38,339 32,921 21,604 33,745 37,553 29,645
10 Altothers®. .................... 18,708 22.090 23.306 23,942 23,490 21,812 23,34 24,863 24,672 26,538 28,267
Other money marke1 instruments
11 Certificates of deposit. . ........... 2,796 2.811 3,734 3,074 3,666 4,701 3.087 4,042 3,600 4,254 3,558
12 Commercialpaper................ 6,416 6,021 5,542 5,524 5,582 5,191 5,611 5,941 6,545 6,919 5713
13 Bankers acceptances ............. 1,048 1.158 978 935 892 1,207 837 1.019 1,023 1,066 793
FUTURES AND FORWARD PosiTiONS
y type of deliverable security
.S. Treasury securities
MBills,........ ... ~2,667 | -6,214"| -6.189" | -4.927 ~6,994 -8,876 -5121 -4.055 ~5,734 -8,014 -6,015
Coupon securities, by maturity
15 lessthan3.Svears................ 2,178 2,260 1,543 1,931 1,912 757 1,820 1,354 1,826 1.807 1,87¢
16 351075 years ... 3,201 3.031 3,030 2,458 3,333 4,042 2.824 2.050 1,639 1,665 2,609
17 7.5t0 15 years .. —493 ~450 399 2,361 936 - 687 -8 =121 —463 44 246
18 15 years or more -7,518 -7.870 -7.645 -9,349 -9,200 -9,381 ~4.750 ~5.384 -6,061 -4.254 -2.891
Federal agency securities
Debt, matunng in
19 lessthan3.Svyears.............. 17 59 3 -10 32 -5 -2 65 -23 7 14
20 3510 7.5 vears ..... .. -19 -7 -2 15 133 ~143 -13 2 -76 -153 14
21 7.8 years or more =11 45 -~20 73 ~124 =70 102 -70 ~81 -70 ~10
Mortgage-hacked
22 Pass-lhrotighs ................... ~20.201" | ~18.255 § -10,082 | -22,147 | -27,277 | -18.173 ~§.463 | -17,543 | ~22,57) | ~14.714
23 All others® ......... . 4,672 5.958 5,123 5,763 6,326 7,150 4,862 6,272 7,347 7,466
24 Centificates of deposit —232.567 | ~251.401 | 237,681 | -243,912 | —254,808 | —265.826 | ~250.638 | —251,740 | —257,037 | ~ 226,981
Financing®
Reverse repurchase agreements
25 Overnight and continuing ... ... ...... 208,440 | 214.805 | 21B.80R [ 226,800 | 219,461 227.464 | 210.614 [ 209.252 | 220,175 | 214,663 | 202.961
26 Term. ... 297,759 | 315020 | 320.431 326,783 | 343,506 | 307,694 | 323.007 295.997 | 313,881 333,993 | 343.265
Repurchase agreements
27 Overnight and continuing . . . .. ... ... .. 339,382 | 356,881 361,098 | 349,820 | 353,449 [ 375964 | 360. 363,112 | 376,527 379,964 | 371,852
2B TEMn oo e 266.179 | 287.022 | 300.209 | 297.761 320,519 [ 293,181 306,378 271.228 | 282,138 307,902 | 321,059
Securities borrowed
29 QOvernight and continuing . . ........... 84,573 92,740 97.726 96,914 97.500 97.303 97 89¢ 99.204 102,780 103,327 103,16
0 Term. ... 35,187 37.846 40.171 36.142 38,794 39.853 43,348 42.404 42,274 42,940 45,99
Securities loaned
3] Overnight and continuing . . .. ......... 7.627 8173 §.822 9,158 9,120 8,651 8.827 §.723 9,398 9,49] 10,547
32 Term. ..o 801 1,008 1.496 53 941 1,431 3.007 790 667 839 1,317
Collateralized loans
33 Overnight and continuing ... .......... 14,879 17.91% 19.635 18,744 20,838 19,724 18.516 18886 17,366 17,416 17,475
MEMO: Maiched book”
Reverse repurchase agreements .
34 Overnight and continuing . ... ......... 148.092 152.606 151,137 155,924 151.233 156,883 J4K.128 142 383 150,089 148,377 14]1.458
3 Term. ... 255,829 | 269.912 272.361 280,990 | 296,730 | 258,108 269,495 253.585 | 269,694 88,004 294,999
Repurchase agreements N
36 Overnight and continuing . . ........... 187,957 194.278 182.822 182.920 183,944 179,657 176.467 190.283 188,294 195,613 183,730
37Term. ... 200,805 212.778 229.511 230.950 { 251,880 225,328 230.112 201.772 218,264 233,308 243.500

1. Data for positions and financing are obtained from reports submitied 1o the
Federal Reserve Bank of New York by the U.S. governmeni securities dealers on
its published lis1 of primery dealers. Weekly figures are ciose-of-business Wednes-
day data: monthly figures are averapes of weekly deta.

2. Securities positions are reported &t market value.

3. Net immediate positions include securities purchased or soid (other than
mortpage-backed agency securities) that have been delivered or are scheduied 10
be delivered in five business days or Jess and “when-issued”” securities that settie
on the issue date of offering. Net immediate positions of morigage-backed agency
secunties include securities purchased or sold that heve been delivered or are
scheduled 10 be delivered in thirty davs or less.

4, Includes such securities as colleteralized morigage obligations (CMOs}. res!
estate mongage investment conduits (REMICs). interest-only securities (JOs).
and principal-only securities (POs).

5. Futures positions are standardized contracts arranged on an €xchange.
Forward positions refiect agreements made in the over-the-counter mariet thet
specify delaved delivery. All futures positions are included regardiess of time 1c

delivery. Forward contracts for U.8. Trezsury securities and federal agency debt
securities are included when the time 1o delivery is more than five business days.
Forward contracts for morigage-backed agency securities are included when the
time 10 delivery is more than thiry davs.

6. Overnight financing refers 10 agreements made on one business day that
mature on the next business dey: continuing contracis are agreements that remain
in effect for more than one business deyv but have no specific maturity and cen be
terminated without advance notice by either party; term agreements heve & fixed
maturity of more than one business dey.

7. Matched-book date refiect financial intermediation activity in which the
borrowing and lending transactions are maiched. Matched-book date are inciuded
in the financing breakdowns given above. The reverse repurchase and repurchase
numbers are not alweys equel because of the "matching” of securities of different
values or 1vpes of collateralizetion.

NoTE. Data for futures and forward commercial paper and bankers acceptance: and
for 1erm financing of colizteralized loans are no longer evailable because of insufficient
activity,
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1.44 FEDERAL AND FEDERALLY SPONSORED CREDIT AGENCIES Debt Outstanding

Millions of dollars. end of period

1992
Agency 1988 1990 1993
Mar. Apr. May June July
| Federsl and federally sponsored agencies . ................... 381,498 | 411,805 | 434,668 | 442,772 | 445,646 | 449,472 | 449,561 | 457,182 | 456,885
2 Federal agencies ............ ... ... ... ... oo 35.668 35,004 42.159 41,035 41,322 40,788 40,535 40,388 39,773
Defense Department, , . 8 7 7 7 7 7 7
4 Export-Import Bank*" eE 11.033 10.985 11,376 9,809 8, 644 8,644 8 644 8,156 8,156
S Federal Housing Administration® 150 328 393 397 421 419 427 432 194
6 Government Nationa] Morigage Association certificates of

PATHCIPAIION” . . ... v 0 0 0 0 0 0 0 0 0
7 Postal Service®.. ... ..... . 6.142 6.445 6,948 8,421 9,771 9,1 9,771 10,123 10,123
8 Tennessee Valiey Authority . .. 18,335 17.899 23,435 22,401 22,479 21,947 21,686 21,670 21,293

9  United Siates Railway Association 0 o [1] 0 [ 0 0 0
10 Federally sponsored agencies” ....................c..c...... 345830 | 375.407 | 392,509 | 401,737 | 404,324 | 408,684 | 409,026 | 416,794 | 417,112
11 Federal Home Loun Banks..................... ... ..., 135.836 136,108 | 117,895 107,543 | 106,511 107,011 106,368 | 106,050 | 107,343
12 Federa]l Home Loan Mortgage Corporation ............... 22.797 26.148 30.941 30,262 25,154 25,233 27,612 32,479 33,959
13 Federal National N&orlgage ASSOCIALON ... oo oot 108.45¢ 116.064 | 123.403 133,937 { 141,315 145,856 144,655 149,013 147,377
14 Farm Credit Banks" ... ... ... ... ... 5?.137 54,864 53,590 52,199 52,651 52,368 52,080 51,805 49,241
15 Student Loan Mdrkuwg Association” 2.073 28.708 34,194 38,319 39,216 38,739 38,885 38,020 39,765
16 Financing Corporation™ . ... ... .. ... ... ... ... ........... ‘ 850 £.170 8.170 8,170 8,170 8,170 8,170 8,170 8,170
17 Farm Credit Financial Assistancg, Corporation'! ..., ..., 690 847 1.261 1,261 1,261 1,261 1,261 1,261 1,261
18 Resolution Funding Corporation’™ ........................ 0 4,532 23.055 29.996 29,996 29,996 29,996 29,996 29,996

Memo R

19 Federal Financing Bank debt!® ... ... ... . ... ... .. 142.8%¢ | 134.873 | 179,083 | 188,576 | 185,849 | 186,879 | 179,617 | 180,848 | 177,700

Lending 10 federal apd federally sponsored agencies
20 Export-lmport Bank™ ... 31.027

21 Postal Service®. ... 5.892
2 Student Loan Marketng Aswociation . .. 4910

"'4 Tennessee Valley Authority ........... 16.955

24 United States Railway Association® ... .. ................. 0
Other lending' .

25 Farmers Home Administration. .................... ... ... 58.496

26 Rural Electrification Administration 19.246

27 OINET 26.324

10.979 11,370 9.803 8,638 8,638 8,638 8,150 8,150
.18 6.698 8,20 9,551 9,551 9,551 9,903 9,903
4.8%0 4,850 4,820 4,820 4,820 4,820 4,820 4,820
16.519 14,055 10,728 10,025 9,325 9,025 9,025 8,475
0 0 ¢ 0 0 0 0

52,324 48,534 48,534 47,634 45,434 44,784 43,209
18.890 18,562 18,424 18,440 18,473 18,199 18,227
70.896 84,931 85,857 B8 471 83,676 85,967 84,916

Consists of morigages assumed by the Defense Department between 1957
dnd 1963 under fumily housing und homeowners assisiance programs.
. Includes paniicipation centificates reclassified as debt beginning Oct. 1. 1976.

J On-budget since Sept. 30. 1976.

4. Consists of debentures issued 1n payment of Federal Housing Administration
insurance claims. Once issued. these securities may be sold privately on the
securities market.

5. Certificates of participation issued before fiscal 1969 by the Government
Nanonal Morigage Assaciation acting as trusiee for the Farmers Home Admin-
istration, the Depariment of Health. Education. and Welfare. the Department of
Housing and Urban Development. the Small Business Administration. and the
Veterans' Administration.

6. Off-budger.

7. Includes outstanding noncontingent lizbilities: notes, bonds. und deben-
tures. Some date are estimated.

&. Excludes borrowing bv the Farm Credn Financial Assistance Corporation.
shown in line 17.

9. Before late 1982. the Associztion obtained financing through the Federal
Financing Bank (FFB). Borrowing excludes that obtained from the FFE. which is
shown an line 22.

10. The Financing Corporation, esiablished in August 1987 to recapitalize the
Federal Savings and Loan Insurance Corporation, undertook its first borrowing in
Ocmher 1987.

. The Farm Credit Fi ial Assi Cor blished in January
198? 1o provide assistance to lhe Farm Credn Syslem. undertook its first
borrowing in July 1988.

12. The Resolution Funding Corporation, by the F; ial 1nstitu-
tiont Reform, Recovery, and Enforcement Act of 1989, undenook its first
borrowing in Qctober 1989.

12. The FFB, which began operations in 1974, is authorized to purchase or sell
obligations issued, sold, or guaranteed by other federal agencics. Because FFB
incurs debt solely for the purpose of lending 10 other agencies, its debt is not
included in the main portion of the table in order to avoid double counting.

14. Includes FFB purchases of agency assets and guaranteed loans; the latter
are Joans guaranteed by numerous ies, with the d by any
one agency generally being small. The Farmers Home Administration entry
consists exclusively of agency assets, while the Rural Electrification Administra-
tion entry consists of both agency assets and guarantced joans.

ichad
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1.45 NEW SECURITY ISSUES Tax-Exempt State and Local Governments

Millions of dollars

T [ . 1992
ype of issue or issuer,
or use 1989 1990 1991
Feb. Mar. Apr. May June July Aug. Sept.
1 All issues, new and refonding’. ..................... 113,646 | 120,339 | 154,402 | 14,032 | 15,956 | 15,041 | 14,155 | 20,501 | 16,184 | 18,006 | 17,513
By type of issue
2 General obligation . .......... ... ..o 35,774 { 39,610 [ 55,100 | 6,102 6212 | 4,455 5,429 7,213 6,808 6,451 7,095
FREVENUE ...t 77,873 ( 81,295 | 99,302 7,930 9,744 | 10,686 8,726 | 13,288 9,376 | 11,555 | 10,418
By type of issuer
451818 ... e 11,819 | 15,149 24939} 3,023 3,174 575 1,165 2,063 2,836 1,933 1,857
5 Special district or statutory authority* ] 71,022 72,661 | 80,614 | 6,605 7,511 9,802 8,251 | 12,894 8,838 9,435 9,435
6 Municipality, county, or township ................. 30,805 | 32,510 | 48,849 | 4,404 5,271 4,764 4,739 5,544 4,510 n.a. 6,221
7 Issues for mew capital, total .. ... ...l 84,062 | 103,235 | 116,953 | 9,467 | 10,637 9,020 9,259 | 14,096 7,865 1 11,993 | 11,046
By use of proceeds
8 Education ........ ... ... 15,133 | 17,042 | 21,12} 2, 1,075 2,208 1,651 2,132 1,747 1,737 1,388
9 Transportation ..., 6,870 | 11,650 | 13,395 1.9% 1,412 921 1,669 2,618 571 2,130 1,962
10 Utilities and conservation ........................ 11,4271 11,739 | 21,039 800 2,104 1,380 771 1,851 629 2,004 2,245
11 Social welfare ...................co i 16,703 | 23,090 [ 25648 [ 1.925 1,811 2,582 2,048 4,266 887 767 2,033
12 Industrial aid 5,036 6,117 8,376 123 528 558 133 724 91 503 1,092
13 Other PUTPOSES ... . .uviit e 28,894 | 34,607 | 30,275 2,01¢ 3,707 1,371 2,990 2,505 3,640 4,252 2,326
1. Par amounts of long-term issues based on date of sale. SouRces. Investment Dealer's Digest beginning April 1990. Securities Data/
2. Since 1986, has included school districts. Bond Buyer Municipal Data Base beginning 1986. Puglic Securities Association

for earlier data.

1.46 NEW SECURITY ISSUES U.S. Corporations
Millions of dollars

T 0 deri 1992
ype of issue, offering.
of issuer 1989 1990 199]
Jan. Feb. Mar. Apr. May June July Aug.
T ANissues’ ... 377,836 | 339,052 | 455,291 | 45,037" | 37.494° 38,303 28,948 { 44,947" | 47,985 | 46,020" 36,586
2BondS 319.965 | 298,814 | 389,933 | 36,333 | 27,9858° | 31,946 | 23,610" | 36,031" | 38,988 | 39,843" | 31,310
By rvpe of offering
3 Public, domestic .......... U 175,694 | 188,778 | 287,041 [ 34.662' | 263317 | 29.417 | 22,236' | 35,059" | 35960° | 37,618 | 28,500
4 Private placement. domestic’ | 117.420 86.982 74,930 n.&. n.e. n.e. n.a. n.e. n.8. n.a. n.a.
S Soldabroad........................... 22.851 23,054 | 27.962 1.67) 1.626 2,529 1,373 2,972 3,027 1,924 3,200
By industry group
6 Menufacturing ... 76,178 52,635 | 85,535 7.22¢ 3.9407 8,955 4,170° 6,046 7,263 5,509" 4,604
7 Commercial and miscellaneous .. L 49.465 40,018 | 37.805 2,751 1.664 3.670 2,351 2,472 1,630 3,476' 2,230
& Transportation . ... .. 10.032 12,711 13,628 458 1.004 641 140" 621 899 266 393
9 Public utility .. 18.656 17,621 23,994 3.816 3.569 1,8% 3,462 3,041 4,251 6,909 4,401
10 Communication ..... ... . §.461 6,597 9.331 2.467 416 725 1,205 1,590 1,028 2,081 928
11 Real estate and financial ............... 157,176 | 169,231 | 219.637 | 21.616 17.364 16,060 | 12,282 | 24,261" | 23.916" | 20,801 18,665
12 St0eks® ... 57.87¢ 40,165 | 75,467 6,684 8,536 6,387 5,338 6,916 8.997 6,477 8,276
By type of offering
13 Public preferred ....................... 6.194 3,998 17.408 739 4.306 625 334 1,552 2,916 2,413 1,148
14 Common ....... 26.030 19,443 47,860 5.945 5,230 5,732 5,004 5,364 6,081 4,064 4,129
15 Private placement”. 25,647 16.736 10.109 n.e. & n.e. n.a. n.e. n.a. a. n.a.
By industry group
16 Manufacturing . ... 9.308 5.649 | 24,154 2,09 2.541 2,637 1,523 2,499 3,000 857 713
17 Commercial and miscellaneous ......... 7.446 10,171 19,418 993 3.194 1,595 1,162 2,010 1,670 1,599 1,287
18 Transportation ... ................... 1.929 369 2.439 426 78 193 0 176 1,064 0 0
19 Public wtility ...... ... . 3.090 416 3,474 26 489 704 5717 B26 610 564 921
20 Communication ....................... 1.904 3,822 475 163 0 53 333 12 0 0 0
21 Real estate and financial................ 34.028 19,738 | 25.507 2.736 3.2% 1,175 1,691 1,324 3.254 3457 2,327
1. Figures represent gross proceeds of issues maturing in more than one year: 2. Monthly date cover only public offerings.
they are the principal amount or number of units calculated by multiplying by the 3. Monthly dats are not available.

offering price. Figures exciude secondury offerings. employee stock plans, Sourcgs. 1DD Information Services, Inc., the Board of Governors of the
investment companies other than closed-end, intracorporate transactions. equi- Federal Reserve System, &nd, before 1989, the U.S. Securities and Exchange
ties soid ebroad, end Yankee bonds. Siock detz include ownership securities Commission.

issued by limited partnerships.
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1.47 OPEN;END INVESTMENT COMPANIES Net Sales and Assets

Millions of dollars

1992
Liem! 1990 1991
Jan Feb. Mar. Apr. May June July' Aug.
1 Sules of OWN ShBFeS® ... .. ... .. 344,420 | 464,488 66,048 48,015 50,462 52,309 48,127 51,457 54,918 80,627
tions of hares ... 288,441 | 342,088 41,917 30.86% 35,464 39,302 31,409 37,457 34,384 35,223
:2; ’l:e:es:\]gslpnﬂo owns ares .......................... 55,979 | 122,400 24,131 17,146 14,998 13,007 16,718 K 20,703 15,404
4 OASSRIS e 568,517 | 807,001 | 823,767 ) 846,868 | 848,842 | 870,011 | 897,211 { 911,218 | 951,806 | 957,145
S Cash oo 48,638 60,937 62,289 64,022 64,216 67,632 67,270 69,508 72,732 77,245
6 OThEr .o 519.875 | 746,064 | 761,478 | 782.846 | 781,626 | 802,379 | 829,941 | 841,710 | 879,074 | 879,900

1. Dalz on sales and redemptions exclude money markel mutus! funds but
include limited-maturity municipal bond funds. Data on assets exclude both

money market mutual funds and limited-maturity municipal bond funds.

2. Includes reinvestment of dividends. Excludes reinvestment of capital gains

distributions.

3. Does not includes sales or redemptions resulting from transfers of shares

into or out of money market mutual funds within the same fund family.

4. Market value a1 end of period, less current liabilities.
5. Includes all U.S. Treasury securities and other short-term debt securities.

Sourck. Investment Company Institute. Date based on reports of membership,

which comprises substantially a]} open~end investment companies registered with

the Securities and Exchange Commission. Date reflect underwritings of new

1.48 CORPORATE PROFITS AND THEIR DISTRIBUTION

Billions of dollars; quarterly data at seasonally adjusted annual rates

companies.

1990 1991 1992
Account 1989 1990 1991
Q3 Q4 QI Q2 Q3 Q4 Q1 Q2
1 Profits with inventory va’luation and
capital consumption adjustment .............. 362.8 361.7 346.3 351.4 344.0 349.6 347.3 34].2 347.1 384.0 388.4
2 Profits before taxes.................o L 3429 355.4 3347 367.0 3547 337.6 3323 336.7 332.3 366.1 376.8
3 Profits tax liability. 141.3 136.7 124.0 143.0 133.7 121.3 122.9 127.0 125.0 136.4 144.1
4 Profits after 1ax 201.6 218.7 210.7 224.0 2210 216.3 209.4 209.6 207.4 226.9 232.7
5 Dividends .. 134.6 149.3 146.5 150.6 1519 150.¢ 146.2 145.1 143.9 143.6 146.6
6 Undistributed profits. .. .................. 67.1 65.4 64.2 73.4 68.1 657 63.2 64.5 63.4 86.2 86.1
7 lnventory valuation. ...l -7 -14.2 3.1 -32.6 -21.2 6.7 9.9 -4.8 7 -%4 -15.5
8 Capital consumption adjustment ................. 37. 20.5 8.4 17.0 10.5 53 5.1 5.3 14.1 233 27.0
Souvgce. U.S. Department of Commerce. Swurvey of Current Business.
1.50 TOTAL NONFARM BUSINESS EXPENDITURES on New Plant and Equipment
Billions of dollars: quarterly data a1 seasonally adjusted annual rates
1991 1992
Industry 1990 1997 1992’
Q1 Qz Q3 Q4 Q1 Q2 Q3 Q4!
| Tots) nonfarm business................. 532.61 £28.39 $51.03 534.27 525.02 £26.59 529,87 §35.72 540.91 565.1¢ %62.36
Manufacturing
2 Durable goods industries ............... 8258 77.64 75.7 80.99 79.31 74.94 76.40 74.19 74.26 76.10 78.25
3 Nondurable goods industries ........... 110.0¢ 10517 101.72 109.84 107.20 102.55 102.66 .79 97.52 106.6% 102.86
Nonmanufacturing
4 MIBIME oo s S.8% 10.02 9.21 9.94 10.08 10.0% 9.99 8.87 9.18 9.76 9.01
Transporiation
S Railroad....... ... ... ... 6.40 s.er 6.74 5.68 6.2¢ 6.32 5.44 6.65 6.50 7.08 6.74
[ . 8.87 10,17 9.58 10.89 0.9¢ c.6] 10.41 8.86 9.75 9.60 10.12
7 Other . ... ... ... 6.2 6.54 7.34 6.41 6.67 6.63 6.45 6.37 7.27 7.7% 7.95
Public vtilities
R OEleCINiC ..o 4610 4396 48 B* 43.62 43.0¢ 43,27 44,75 46.06 48.45 50.16 50.74
9  Gas and other.. . .. . . 230 2282 23.8¢ 23.40 22.00 2328 2.67 22.7%8 24.16 24.37 24.11
10 Commerciz! and other: 241.4% 246.37 268.0% 243.51 240.46 249.94 I | 262.17 263.80 273.62 272.59
1. Figures are amourds anticipated by business. N Sourct. U.S. Department of Commerce. Survey of Currens Business.
2. Other’ consists of construction. wholesale and retail trade. finance and

insurance. personzl and business services. and communication.
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1.51 DOMESTIC FINANCE COMPANIES Assets and Liabilities

Billions of dollars, end of period; not seasonally adjusted

1990 199] 1992
Account 1988 1989 1990
Q4 Q1 Q Q3 Q4 Ql Q2
ASSETS
1 Accounts receivable, gross ............. 437.3 462.9 492.9 492.9 482.9 488.5 484.7 480.3 475.7 477.0
2 Consumer 144.7 138.9 133.9 133.9 127.1 127.5 125.3 121.9 118.4 116.7
3 Business . .l 2453 270.2 293.5 293.5 295.7 295.2 293.2 292.6 291.6 293.9
4 Read @S181€ . oo vne s 473 138 65,8 65.5 64,1 65.7 66.2 65.8 65.8 664
5 Less: Reserves for unearned income . ............. 52.4 4.7 57.6 57.6 57.2 58.0 57.6 55.1 53.6 51.2
[ Reserves for 1osses . ..o vivierenon. 7.8 8.4 9.6 9.6 10.7 11.1 13.1 12.9 13.0 123
7 Accounts receivable.net.......... .. ... .. ... 377.1 399.¢ 425.7 425.7 415.0 419.3 414.1 412.3 409.1 413.6
8 ANOther . ..ot 86.6 102.6 113.9 113.9 118.7 122.8 136.4 149.0 145.5 139.4
O Total @sels. ... ..o 463.7 502.4 §39.6 539.6 $33 $42.1 $50.5 $61.2 554.6 553.0
LIABILITIES AND CAPITAL
10 Bank 108RS . ..o cv e 239 27.0 3.0 31.0 35.6 36.9 39.6 4.3 38.0 37.8
1T Commercial PaPET . ... .ooieit i 152.1 160.7 jes.3 165.3 J55.8 156.1 156.8 159.5 154.4 147.7
Debr
12 Other short-temm .. ... i e n.a. n.&. n.a n.a n&. n.a. n.a. n.a. n.a. n.a.
13 Long-term ...t n.&. HES n.a n.& n.&. n.a. n.a. n.e. n.a. n.e.
14 DUE 10 PATENT ..ot 36.& 35.2 37.8 37.5 324 34.2 36.5 34.5 34.5 34.8
15 Not elsewhere classified ............ .. ......... 147.0 162.7 178.2 178.2 182.4 184.5 185.0 191.3 189.8 191.9
16 All other liabilities .................. 60.0 61.5 63.9 63.9 64.3 67.1 68.8 69.0 72.0 73.4
17 Capital. surplus. and undivided profits .. .. 44.0 582 63.7 63.7 63.4 63.3 63.8 64.8 66.0 67.1
18 Tots! liabilities and capital. . . ........ .. .. ... ... 463.7 502.4 539.¢ 539.¢ £33.7 542.1 $50.5 $61.2 554.6 548.4
1. Excludes pools of securitized assets.
1.52 DOMESTIC FINANCE COMPANIES Business Credit Outstanding-and-Ne:-Change’ -.5‘
Miilions of doliars, end of period; seasenally adjusted except as noted <
L
1992
Type of credit 198¢ 1990 1991
Mar. Apr. May June July Aug.
SLASONALLY ADJUSTED
YTOal ... 481.43¢ 523,023 819,873 521.174 520,242 519,668 520,804 | 522,834" | 528,403
2 Consumer ... 157766 161.070 154.786 157.106 156,103 154,989 154,830 153,588 155,044
3 Real estate” . Lol 83818 65.147 65,388 66.323 67,032 66,898 66,433 66,843 67,913
4 BUSINESS oot e o} 270052 | 296.807 | 299.400 | 297.744 | 297.107 | 297,781 299,521 | 302,403 305,446
NoOT SEASONALLY ADJUSTED
L 0 484.56¢ | 526,441 | 522,853 | $21.28z | $22,007 | 520,682 | 524,587 | $22,686" | 523,740
6 COMSUMET . ..\ ot ettt e e et e 158,842 161.965 | 155,677 1557583 155,106 | 154,414 154,839 | 154,099 | 155,846
7 Motor vehicles , .. 84,126 75.045 63,413 60.655 61.717 9,399 60,056 60,400 60,670
8 Olher CONSUMET ... .. ... it i, 54.732 SK.818 58.488 §7.697 56,647 56,740 56,634 56,568 56,821
9  Securitized motor vehicles? 13,690 19,837 23.166 25723 24,697 26,529 26,195 25,392 26,852
10 Securitized other consumer® ... ..o 5.994 8,265 10.610 11.67& 12,045 11,746 11,974 11,739 11,503
11 Real estates ............ £3.781 65,509 65.764 65,752 66.604 66,650 66,437 67,065 68,264
12 Business ......... 272243 | 298967 | 301.432 | 299.777 | 300,307 | 299.618 | 303,291 | 301,522 299,630
13 Motor v;hmle« ..... S 90.416 92.072 90.319 8K.006 89,108 88,585 90,075 87,686 85,470
14 Retail ..., .. 26.50% 26.401] 22.507 20,68F 20,842 20,143 20,674 21,086 20,469
18 Wholesalet . ... . 34,083 33,573 31.216 30,790 31161 30,893 30,505 27,158 D.8.
16 LEASINE oottt . 26.K18 32.098 36.596 36.51¢ 37.102 37,549 38,896 39,443 35,889
17 Equipment ... ... ... . L 122.246 137.654 141,392 142.696 143, 143,431 145,994 145,787 145,828
1€ Retall, oo e 20828 31.968 30.962 31,601 3 31,569 32,610 370 32,25
19 Wholesalet . .............. P 6.452 11.101 8.671 9,265 EN 9,116 9,1 9,128 9,084
20 LOBSINE o e et e §5.9¢ 94,585 100.766 ( 101,830 | 102, 102,746 | 104,190 | 104,285 104,493
21 Otherbusiness ... ... . 57.560 63.774 60.887 60.876 59, 59,291 57,586 59,099 58,965
22 Securitized business assets. ... .. FR n.e 5.467 E.807 £.195 &, 8.311 9,636 8,951 9,367
23 Retail ....................... P . 710 667 576 4R0 196 178 170 158
24 Wholesale. ... . e n.& 3.28) 5288 5098 513 3147 5,231 4.649 5,193
Pl LEAMTE .. ot 3 1311 1.519 2.94¢ 2.621 2.7 2,968 4,227 4,132 4.016

i. inciudes finence company subsidiaries of bank hoiding companies but not of

retailers

end banks. Datz are before deductions for unearned income &nd Josses.

Datz in this 1able ziso appear in the Board's G.20 (422) monthly statistical refezse.
For ordering eddress. sec wnside front cover.
Includes 2l ioans secured by liens on any 1vpe of real evtate. for example.

ﬁm and junior morigapes end home equity loany.
3. Inclides personal cash loans. mobile home loans. end Jozns 10 purchase other
tvpes of consumer goods such as apphances. apparel. penerel merchendise. and
recreation vehicles
4. Quistanding baiances of pools upor which secuntes have beern issuec; these

balances are no longer carried on the balance sheets of the foan originator.

hR P.«.duenger car fieets end commercial land vehicles for which licenses are
require

6. Credii anising from transactions between manufacturers und dealers, that is,
ﬁom plan financing.

Includes loans on commercial accounts receivable, factored commercial
accoum* and receivable decler capital: small loans used primarily for business or
farm purposes: and wholesaie and lease paper for mobile homes. cempers, and
travel trailers.
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1.53 MORTGAGE MARKETS Conventional Mortgages on New Homes

Millions of dollars, except as noted

1992
Iem 1989 1990 1991
Mar. Apr. May June July Aug. Sept.
Terms and yields in primary and secondary markets
PRIMARY MARKETS
Terms'
1 Purchase price (thousands of doliars).............. 159.6 153.2 155.0 167.0 162.5 158.7 154.4 173.8 148.4 146.0
2 Amount of loan (thousands of dollars). . . 117.0 112.4 114.0 123.2 122.7 119.7 116.1 132.6 113.6 109.3
3 Loan-price ratio (percent). ........ 74.5 74.8 75.0 76.1 76.9 77.3 77.3 7.5 78.7 77.0
4 Maturity (YEars) ...........o.oocevinnnns 5 28.1 273 26.8 25.2 26.6 26.4 25.0 26.4 24.8 25.7
5 Fees and charges {percent of loan amount) 2.06 1.93 1.71 1.75 1.88 1.69 1.57 1.1 1.62 1.52
6 Contract rate (percent per year) .................. 9.76 9.68 9.02 8.21 8.26 8.30 8.15 7.8) 7.72 7.68
Yield (percent per vear)
7 OTS series” .. ... ... e 10.11 10.0 9.30 8.51 8.58 8.5¢ 8.43 8.00 8.00 7.93
8 HUD series® ... ... i iiieiiinnes 10.21 10.08 9.20 8.91 8.78 8.66 8.42 8.14 8.0) 7.95
SECONDARY MARKETS
Yield (percent per vear) .
9 FHA morigages (HUD series)” ................... 10.24 10.17 9.25 8.85 8.79 8.66 8.56 8.12 8.08 8.06
10 GNMA securities® .............ooviiiiiiiies 9.71 9.51 8.59 8.20 8.10 8.00 7.90 7.63 7.28 7.31
Activity in secondary markets
FEDERAL NATIONAL MORTGAGE ASSOCIATION
Morigage holdings tend of period)
I Total oo 113,329 | 122,837 | 136,506 | 139,808 | 140.899 | 142,148 | 142,465 | 142,246 | 144,904
12 FHA/VA-insured 21,028 21,702 21,902 21,914 21,924 22,218 22,263 22,199 22,275
13 Conventional .. ..........ooiiiiiiin s 92,302 ( 101,135 | 114,604 | 117,894 ( 118.975 | 119930 | 120,202 | 120,047 | 122,629
Morigage transactions (during period)
14 Purchases . ... .....o..iiii i 22,518 23,959 37,202 7,282 7,258 5.57¢ 5,800 4,191 3,651 6,779
Morlggge commirments (during pwiod}7
15 Mssued ... n.a. 23.689 40,010 6,738 5,400 4,392 4.662 4,663 6,053 8,880
16 Tosell” ... n.a. 5270 7.608 1,143 2,219 1,695 1,83} 807 10 148
FEDERAL HOME LOAN MORTGAGE CORPORATION
Mortgage holdings (end of period)®
17 TO) .o 20.10% 20.419 24,131 28,821 30,077 28,710 28,621 28,510 n.a n.&
18 FHA/VA-insured 590 547 484 446 438 432 426 419 n.a n.e.
19 Conventiongl...................coiiiiiiian 19,516 19,87} 23,283 28,376 29.63% 28.27¥ 28,195 28,091 n.a n.&.
Morigage transactions (during period)
20 Purchases . ... ... ... ... 78.588 75.517 97,727 16,001 18,108 16.408 14,222 12,112 n.a. n.8.
21 Sales ... 73.446 73,817 92.478 13,639 16,139 17.214 13.740 11,849 11,984 13,993
Morigage commitments (during period/m
22 Contracted . ... 88,516 | 102,401 | 114,031 19,098 23,748 13,334 19.114 26,488 n.a. n.e

1. Weighted averages bused on sample surveys of morigages originated by
major institutional lender groups: compiled by the Federal Housing Finance
Board in cooperation with the Federal Deposit Insurance Corporation.

2. Includes all fees. commissions. discounts. and “'points’” paid (by the
borrower or the seller) to obiain & loan.

3. Average effective interest rates on loans closed. assuming prepevment at
the end of ten vears: from Office of Thrift Supervision (OTS).

4. Average contract retex on new commitments for conventional first mon-
gages; from 1.S. Depariment of Housing and Urban Development (HUD).

5. Average gross yields on thiriv-vear, minimum-downpaymeni, first mort-
gages insured by the Federal Housing Administration (FHA) for immediste
delivery in the private secondary market. Based on transactions on first day of
subsequent month. Large monthiv movements of average vields may refiect
market adjustments 10 changes in meximum permissible contract rates.

6. Average net viclds 10 investors on fully modified pass-through securities
backed by mortgages and guaranteed by the Government National Morigage

Association (GNMA), assuming prepayment in twelve years on pools of thiny-
vear morigages insured by the Federal Housing Administration or guaranteed by
the Depariment of Veterans Affairs carrying the prevailing ceiling rate. Monthly
figures are averages of Friday figures from the Wall Sireet Journal.

7. Includes some multifamily and nonprofit hospital loan commitments in
addition to one- to four-family joan commitments accepted in the Federa! National
Morigage Association’s (FNMA's) free market auction system, and through the
FNMA-GNMA tandem plans.

8. Does not include standby commitments issued, but includes standby
commitments converted.

9. Includes parnicipation loans as well as whole loans.

10. Includes conventional and government-underwritten loans. The Federal
Home Loan Mortgage Corporation’s mortgage commitments and mortgage trans-
actions include activity under morigage securities swap programs, while the
corresponding data for FNMA exclude swap activity.
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1.54 MORTGAGE DEBT OUTSTANDING!
Millions of dollars. end of period
1991 1992
Type of holder and property 1988 1989 1990

Q2 Q Qa Qr Q2

TADholders. ... 3,275,697 | 3,501,688 | 3,807,306" | 3,898,924 | 3,912,518" | 3,927,396 | 3,971,687 | 3,999,102
By type of property
2 One- to four-family residences . . .. 2,203,973 | 2.432,222" | 2,649,436' | 2,726, 42‘ 2,758,976' | 2,781,078 | 2,833,365 [ 2,873,735
3 Muhifamily residences . 292,590 304,612" 310,619 315,404" 308,047 308,844 308,510 301,007
4 Commercial .................. 693 888" 740,826 763,281’ 773,3187 762,330" 754,300 746,902 740,760
LI 2 ' 1 T O 85,247 84,025 83,90! 83,779’ 83,168 83,173 82,910 83,579
By npe of holder

6 Major financial msun}uona ................................ 1,831,472 | 1.931,837 | 1,914,315 | 1,898,492 [ 1,860,710' | 1,846,910 [ 1,825,983 | 1,807,045

7 ommercial banks®. ... . ... ... .. 674,003 767.069 844,826 871,416 870,937 76,284 880,377 884,58/
8 One- to four-family 334,367 389.632 455,93) 476,363 478.851 486,572 492,910 496,518
9 Muiltifamity...................... ... 33,912 38.876 37,015 37,564 36.398 37,424 37,710 38,314
10 Commercial .. L 290,254 321,906 334,648 339,450 337,365 333,852 330,837 330,229
11 Farm ........ 15.470 16.656 17,231 18,039 18,323 18,436 18,919 19,538
12 Savings institutions™ . 924,606 910,254 801,628 755,403 719,679 705,367 682,338 660,547
13 One-to four-family . ...................... 671,722 669,220 600,154 570,015 547,799 538,358 524,536 509,397
14 Muitifamily 110,775 106.014 91,806 86,483 81,883" 79,881 77,166 74,837
15 Commercial . 141,433 134.370 109,168 98,457 89,568 86,74] 80,278 75,969
16 Farm . oo 676 650 500 448" 402 38 35 348
17 Life insurance companies .......................... 232,863 254,214 267,86) 271,674 270,094 265,258 263,269 261,900
18 One-tofour-family ... ... .. ... 11.164 12.231 13,005 11,743 11,720 11,547 11,214 11,087
19 Mulhiifamily. . .. 24.560 26.907 28,979 30,006 29.962 29,562 29,693 29,745
20 Commercial . 187,549 205.472 215,121 219,204 218.17% 214,105 212,865 211,913
21 FOIID oo e 9.590 9.604 10,756 10,721 10,233 10,044 ,49 9,155
22 Finance COmpanier’ ...l 37,846 45.476 48,777 48,972 50,658 51,567 50,573 55,933
23 Federal and related agencies..................... ... ... 200,570 209.498 250.761 276,797 282,118 282,856 296,664 297,618
24  Government Nationa! Morigage Association. . .. .. . 26 2 20 20" 20 19 19 23
25 One-to four-family . ........... ... ... ... 26 23 20 20 20 19 19 2
26 Multifamily . ... 0 0 0 0 0 0 0
27 Farmers Home Administration” .......................... 42,018 41.176 4]1.43% 4],430 4].566 41,733 41,7931 41,628
28 One- 10 four-family 18,347 18.422 18.527 18,52] 18,598 18.496 18,488 17,718
29 Muitifamily 8,512 9.054 9,640 9.898 9,990 10,141 16,270 10,356
30 Commercia] 5,343 4.443 4,690 4.750 4.826 4,905 4,961 4,998
31 Farm ................. 9,815 9.257 8,582 8,261 8.149 §.17) 8,072 8,557
32 Federal Housing and Veterans™ Administrations ........... 5,973 6.087 8,801 10,210 10.057" 10,733 11,332 11,798
33 One-tofowr-family . ........ .. ... oL 2.672 2.8758 3.593 3,729 3,649’ 4,036 4,254 4,124
34 Multifamily .. ... ... 3,301 3212 5,208 6,480 6.408 6.697 7,078 7,674
35 Federal National Mortgage Association................... 103,013 110.721 116.628 122,806 125,451 128,983 136,506 142,148
36 One-tofour-family .. ... ... ... ... ... ... ..., 95 B33 102.295 106.081 111,560 113.6% 117.087 124,137 129,392
37 Muitifamily . ... 7.180 §.426 10,547 11,246 11.75% 11,896 12,369 12,756
38  Federal Land Banks .. N 32,415 29,640 29,416 29,152 29.053 28,777 28,776 28,778
39 One-tofour-family .. ............ .. ... 1.890 1.210 1,838 2.041 2.124 1,693 1,693 1,693
40 Farm ..o 30,228 28.430 27,577 27011 26929 27.084 7,083 27,082
4} Federal Home Loan Mong.:ge Corporauon e 17.425 2).85] 21,857 23,649 23.906 26,809 28,895 28,621
42 One- to four-famils . P 15,077 18.248 19,188 21.120 2].48¢ 24,125 26,182 26,001
43 Multifamilv......... ... 2.34% 3603 2,672 2.529 2417 ,684 2,713 2,620
44 Mortgage pools o trusts® ... ... 811.847 946.766 | 1.110.555 | 1.188,626' | 1,229.836' | 1,262,685 | 1,302,217 | 1,339,172
45  Government National Morigape Associalion. .............. 340,527 366.367 403,613 416.082 422,500 425,295 421,977 422,922
46 One- to four-family . ........... ... .. 331,287 35K.142 391,508 403,679 412.718' 415,767 412,574 413,828
47 Mulufamily . ............. L S 270 10.225 12,108 12.403 9,788 9,52k 9.404 9,094
48 Federal Home Loan Mortgage Corporstion . .. . 226,406 272.870 316,359 34).132 348 843 359,163 367,878 382,797
45 One-to four-family ... ... . ... 219.98¢ 266.060 308.369 332,624 34].183 351.906 360,887 376,177
50 Multifamily ... 6.418 6.810 7.990 £.509 7.660 7,257 6,991 6,620
5] Federal National Mortgage Associatiori . .. 178,250 228.232 299,833 331.089 351917 371,984 389,853 413,226

52 One- 10 four-family . 172,331 219.577 291.194 322.444 343.430 362.667 380.617 X
3 Multifamily . . 5919 B.658 §.639 8.645 8.487 9,317 9,236 9,286
54 Farmers Home Ad 104 80 66 55 52 47 43 43
55 One- to four-family .. .. ... ... . 26 2] 17 13 12 11 10 9
56 Muitifamily 0 0 0 0 0 0 0 0
57 Commercial 3k 2¢ 24 21 20 19 18 18
58 FAIM .o 40 a3 26 21 20 17 16 15
59 Individuals and others’ ............ ... ... 433 80%' 473 884! 531,674 535,009 535,858 £34 945 546,823 555,267
60  One- 1o four-family 262.71¥ 297.050" 333,532 333.2567 336,711 330,062 340,561 348,63}
6)  Mulifamily....... 80.394' 82.830 87.950' 87,002 7,381 87,440 86,975 86,390
62 Commercial .. 69,270 74.609" 90.894 98.57¥ 96.687' 98,409 100,321 101,358
63 Farm ..o e 19.431 19.39% 19.29¢’ 19178 19.109' 16 034 18,966 18,887

1. Based on data from various institutional and povernmental sources; figures
for some quarters estimated in pant by the Federal Reserve. Multifamily debt
refers to loans on structures of five o1 more units.

2. Includes loans held by nondeposit trust companies but not joans held by
bank irust depariments.

Includes savings banks &nd s&vings and ioan associations. Beginning 1987:].
daxa reporied by institutions insured by the Federal Savings and Loan Insurance
Corporation include loans it process and other contra-zssets (credit balence
accounts that must be subtracted from the corresponding gross asset categories 1¢
vield net asset Jevels).

4 Assumed 10 be entirely loans on one- to four-family residences.

Securities guaranteed by the Farmers Home Administration (FmHA) sold to
lht ‘Federa! Financing Bank were reallocated from FmHA mortgege pools to
FmHA mortgage holdings in 1986:4 because of accounting changes by the FmHA.

6. Outstanding principa) balances of morigage-backed securities insured or
guarenieed by the agency indicated. Inciudes private pools, which are not shown
&+ @ separate line item.

%. Other holders include mortgage companies, real estate investment trusts,
siute and Jocal credit apencies, state and local retirement funds, noninsured
pension funds. credit unions. and other U.S. agencies.
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1.55 CONSUMER INSTALLMENT CREDIT Total Outstanding and Net Change’
Millions of dollars, amounts outstanding, end of period

1992
Holder and type of credit 1988 1989 1990
Mar. Apr. May June July' Aug.
Seasonally adjusted
I 0 662,553 716,825 735,338 727,404 723,821 722,928 722,919 721,820 720,861
2 Automobile ...... ...l 285,364 292,002 284,993 262,125 260,376 259,834 257,339" 257,743 257,706
3 Revolving 1 174,269 199,308 222,950 245,259 245,905 246,220 247,418' 247,332 247,909
GOther.......oiii e 202,921 225,515 227,395 220.020 217,541 216,874 218,162" 216,744 215,246
Not seasonally adjusted
STotal ..o 673,320 728,877 748,524 721,091 718,676 718,420 719,848 718,599 722,199
By major hoider
6 Commercial banks ................ 324792 342,770 347,087 327.697 326,205 324,791 324,171 323,899 323,866
7 Finance companies 144,677 138,858 133,863 118,353 118,364 116,138 116,690 117,002 117,49)
8 Credit unions 88,340 93,114 93,087 91,164 91,339 91,605 92,340" 91,778 91,500
9 Retailers ... .. .. . 48,438 44,154 44,822 39,454 39,553 37,824 37,438 37,219 38,791
10 Savings institut BS o 63,399 57,253 46,969 37,142 36,499 36,224 35,782 35,552 35,029
11 Gasoline companies ................... 3,674 3,935 4,822 3,988 4,094 4,193 4,360 4,506 4,542
12 Pools of securitized assets® ............ n.s. 48,793 77,904 103,293 102,622 107,645 109,064 108,643 110,970
By major type of credit’
13 Automobile ... ...... ...l 285.421 292,060 285,050 259,530 258,449 258,665 257,442" 258,104 259,097
14 Commercial banks .. .. 123,392 126,288 124,913 110.047 109,056 108,610 106,645 107,722 107,978
15 Finance companies . 98.338 84,126 75,045 60,655 61.717 59,399 60,056 60,400 80,670
16 Pools of securitized assets” .......... 0 18,185 24,428 29,942 28,679 31,406 31,024 30,454 31,833
17 ReVOIVINE . ..o 184.045 210,310 235,056 242,267 242,708 243,315 245,092" 244,661 246,917
18 Commercial banks 123.020 130,811 133,388 128,550 128,506 128,013 127,925 127,476 126,922
19 Retallers.........oooueveiiiiins 43,833 39,583 40,003 34,892 34,989 33,245 32,844 32,617 34,167
20 Gesoline companies . ................ 3.674 3,938 4,822 3,988 4,094 4,193 4,360 4,506 4,542
21  Pools of securitized assets® ........ R n.e. 23,477 44 335 60,952 61,190 63,801 65,784 65,791 66,985
2 Other ..ot 203.85%4 226,507 228,418 219.294 217.519 216,440 21,311 215,834 215,375
23 Commercial banks . 78.380 85,671 88,789 89,100 85.643 88,168 89,601 88,701 88,
24 Finance companies. 46,339 54,732 58,818 57,698 56,647 56,739 56.634 56,602 $6.821
25 Retailers..............., e 4.605 4,571 4,819 4,562 4,564 4,579 4,602 4,624
26 Pools of securitized assets* . ....... .. n.a. 7,131 9,141 12.39% 12.753 12,438 12.256 12,398 12,152
). The Board's series on amounts of credit covers most short- and intermedi- 2. Outstanding balances of pools upon which securities have been issued; these
ate-term credit extended to individuals that is scheduled to be repaid (or has the balance& are no longer carried on the balance sheets of the loan originator.

option of repayment) in two or more instalimenis. Totals include estimates for certain holders for which only consumer credit
Data in this 1able also appear in the Board's G.19 (421) monthly statistical m:ah are gvailable.
release. For ordering address, see inside front cover.

1.5¢ TERMS OF CONSUMER INSTALLMENT CREDIT!

Percent per year except as noted

1992
Item 1989 1990 1991
Feb. Mar. Apr. May June July Aug.
INTEREST RATES
Commercial banks®
) 48-momthnewcar' .. ... . ... ... .. ... 12.07 11.78 1).14 9.89 n.s. n.a. 9.52 n.e. n.a. 9.15
2 24-month personal ey .. R 15.44 15.46 15.18 14.39 n.a. n.a. 14.28 n.a. n.a. 13.94
3 120-month mobile home” e 14.11 14.02 13.70 12.93 n.4. n.a. 12.82 n.a. n.a. 12.57
4 Creditcard.. ... 18.02 18.17 18.23 18.0¢ n.&. n.e. 17.97 n.a. n.a. 17.66
Aulo finance rompamn
5 Newcar..... . 12.62 12.54 12.41 10.1¢ 16.92 10.84 10.67 10.24 9.94 8.88
6 Used car 16.1% 15.9¢ 15,60 14.00 14.19 14.14 14.0} 13.8% 13.67 13.49

OTHER TERMS®

Maturity imonths)

TONEW CBT Lt 542 S4.6 53 Ak 54.3 54.5 54.7 54.4 54.4 53.6
EUsedcar. ... ... 46.6 46.0 472 450 48.0 47 8 479 48.0 48.0 479
Loan-10-value ratio N )
© NEW CBI oottt 91 87 &8 &8 8¢ &9 8¢ 89 89 90
10 Usedgar.. ..., P 7 95 96 97 97 97 97 97 97 97
Amount financed ldollau)
PENEWCEI oo | 122000 12.071 12.494 13.340 13,137 13,208 13,373 13.36% 13,570 13,745
12 U0 CaT ..o 7.954 8.28¢ &R §.912 .90k 8.90¢ 9,247 9.201 $.293 9,238
1. Dats in this table also appear in the Boerd's G.19 (421) monthly statistical *. Before 1983 the maturity for new car loans was 36 months, and for mobiie
rejease. For ordering address. see inside froni cover home iozns was 84 months.

Dzie are availabie for only the second month of each quarier. 4. A1 zuto finance Companies.
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1.57 FUNDS RAISED IN U.S. CREDIT MARKETS!
Billions of dollars; quarterly data at seasonally adjusted annual rates

1990 1991 1992
Transaction category or sector 1987 1988 1989 1990 1991
¢ lalae|a|e|ala
Nonfinancial sectors
1 Total net borrowing by domestic nonfinancial sectors ..| 721.2 | 775.8 | 740.8 | 665.0 | 452.5 | 503.9 | 4554 | S44.4 | 404.5 [ 405.7| 648.2 | 534.9
By sector and instrument
2 U.S. OVErnmMENT. ... ..iiii i 143.9 | 155.1 | 146.4 | 246.9 | 278.2 | 2708 | 227.4 | 276,7 | 288.4 | 3204 3689 | 351.9
3 Treasury securities 142.4 | 1377 | 1447 | 2387 | 292.0 | 271.8 | 251.4 ) 2829 | 317.2 316.6 | 380.1 | 3515
4 Agency issues and morigages ............... ... 1.5 17.4 1.6 8.2 | ~13.8 -10 | -240| -62| -28.8 38| -11.2 4
S PHVAIE .o oireni ottt §77.3 ) 6207 | 594.4 } 4182 | 1743 | 233.0 | 228.0 | 267.7 | 116} 853 2793 | 183.0
By instrument R
6 Debt capital instruments ........................ 487.2 | 474.1 | 4418 | 342.3 | 254.5 | 277.9 | 296.0 | 331.1 | 180.8 | 210.0| 293.6 [ 223.9
7 Tax-exempt obligation: | 835 53.7 65.0 51.2 45.8 40.6 35.6 48.5 53.5 455 47.0 68.0
8 Corporate bonds . .. 78.8 | 103.1 73.8 47.1 78.6 65.2 76.7 96.5 £1.7 5971 76.1 78.1
9 Mortgages . ........ | 3250 | 317.3 | 303.0 | 244.0 | 130.0 | 172.1 | 183.7 | 186.0 45.6 1048 | 170.5 7.9
10 HOMmEe MOTIBARES ..o vvrn e 2353 | 241.8 | 2453 | 219.4 | 1422 | 162.3 | 153.0 | 158.) | 1224 135.11 2034 [ 137.0
11 Multifamily residential ...................... 24.4 16.7 16.4 3.7 -2.0 39 6.2 129 | ~29.7 27| -16 | -33.5
12 Commercial ...........cooiiiiiiiiis 716 | 60.8 42.7 21.0 -94 7.2 24.5 15.6 | -445 ] -333] -30.2 | -28.5
12 FAIT oottt e it e -6.4 | ~2.1 -1.5 ~.1 -&] -13 -.1 -7 -2.5 0 -1 2.7
14 Other debt instruments. ... ... 90.] | 146.6 | 152.6 758 | -80.2 | ~44.9 [ —68.0 [ ~63.3 ( ~64.8 [ -124.7] ~14.3 | —-40.9
15 Consumercredit ........................ ... 329 50.1 41.7 17.8 1 ~12.5 -6.6 | —-10.4 -78 { -24.0 ~8.0 3.1 ] ~13.5
16 Bank 10ans M.€.C. ... ..o 89 41.0 40.2 44 | -334 ~84 | -150| -345 | ~18.2 | ~66.1| -26.9 | -27.0
17 Open market paper .............coooeeene e 1.6 11.9 214 97 ] -184 | -34.1 | ~143 | -159 | -36.3 -7.0 12.6 ~34
1] Other e 457 | 436 49.3 4.2 | -158 43| -2831 -52 1371 -436[ =-3.2 3.1
By borrowing sector
19 State and local government...................... 83.0 48.9 63.2 48.3 38.5 34.7 36.0 38.6 37.6 41.9 4].1 56.4
20 Household coo....f 2964 | 31B.6 | 3056 | 254.2 | 158.0 | 159.8 | 160.8 | 188.8 | 136.] 146.3 | 208.8 | 155.4
21  Nonfinancial business............... Lo 1978 | 253.1 | 225.6 | 1156 | -22.3 38.6 311 40.3 | ~57.6 | -103.0| 294 | -30.8
n B oo =106l -8 1.6 2.5 9 ~3 39 2.1 -.3 -221 -16 7.0
23 Nonfarm noncorporate Lo 653 61.8 50.4 267 | 236 7.9 13.2 98 | -659 | -51.5( ~22.7 | —-67.6
24 COTPOTAIE ... .oititneeccnrn et anee 143.1 | 198.8 | 173.6 86.4 .4 31.0 14.0 28.4 86 | -493( 337 29.8
25 Foreign net borrowing in United States ............. 6.2 6.4 10.2 239 14.) 24.2 63.1 | —63.2 15.6 41.0 9.5 64.5
26 BODOS ..o o 7.4 69 4.9 214 14.9 29.6 1.1 10.6 15.5 22.3 4.7 12.6
27 Banklowdsmed. ... -36) -18 ~.1 -29 31 -52 8.1 =35 1.4 6.5 14 21.2
26 Openmarkel paper..................... o 38 8.7 13.] 12.3 6.4 15.6 46.7 | -51.9 16.0 149] -7.8 277
26 U.S. governmentloans...... ... -14} =75 -76 | -68 ] -102 | -158| -2.8| -183 | ~17.2 ~27 11.2 2.9
30 Total domestic plus foreign......................... 727.4 | 782.2 | 750.9 | 688.% | 466.c | 528.1 | SI1B.5 | 481.3 | 420.) 446.7 | 657.7 | $99.3
Financia) sectors
31 Total net borrowing by financial sectors. .. ........... 2560 | 211.4 | 220.1 | 387.01 | 339.2 | 29¢.5 | 108.9 | 103.1 | 1443 | 200.5 | 108.7 | 217.85
By instrument
32 U.S. government-related .. ...... 171.& 119.8 151.0 167.4 1477 188.3 154.6 127.4 156.3 152.7 126.8 199.5
33 Sponsored-credit-agency securities . 302 44.9 28.2 17.1 9.2 371 13.1 | -29.7 20.6 32.6 11.5 48.3
34 Morigage pool SECURDES ..o, 142.2 749 | 1258 | 1503 | 1386 | 1516 | 141.5 | 157.1 | 1358 { 120.1 [ 1153 | 151.2
3% )oans from U.S. government... . ................ - K 0 .0 -.1 Ki} -5 0 0 0 -.1 .0 0
36 PHVAIE ..o 87.2 91.7 69.] 19.7 -8.6 | 1086 | -457 ( -243 | -12.0 478 | -180 18.1
37 Corporate bonds .. .. 39 16.2 46.8 34.4 57.9 98.6 4a1.4 726 29.3 87.5 | —24.2 25.0
38  Mongages. .. ....... 4 3 0 3 6 6 .2 -2 9 1.5 .9 2
39 Bank Joant n.e.c. . -36 .6 1.9 1.2 32 1.4 1.0 -29 10.2 4.5 7.2 4.9
40 Openmurkelpaper ... i 268 54.8 3 861 -32.0 247 | -52.5 1 -46.0 | -16.7 | ~12.7 76 1 -17.6
41 Louans from Federal Home Loan Banks ... ... .. 24.4 187 | -11.0 | 247 | -38.0 | -16.7 | -35.8 | -47.7 | -357 | -33.0 -9.5 5.7
By borrowing sector
42 Sponsored credit agencies .. ... 29.5 44.9 25.2 17.0 9.1 36.7 13.1 | ~29.7 20.6 32.5 11.5 48.3
43 Morgage pools .. ... 1423 74.9 125.8 150.3 138.6 151.6 141.5 1571 135.8 120.3 115.3 151.2
B4 PHIVRIE. . .o v e ettt 87.2 91.7 69.1 19.7 ~8.6 | 1086 | -457 | -243 | -12.0 478 | ~18.0 18.1
45 Commercialbanks. ... ...... ... 6.2 -3.0 -1.4 1.1 4 -133 147 { 184 ] -11.7 -92 | -14.1 7.2 -6
46  Bank affiliates . ... oo 14.3 5.2 6.2 | ~27.7 -2.5 | -30.2 -93 1 -35| -68 9.6 27 ~9.2
47  Savings and Joan associations . ................... 19.6 19.9 —14.1 | =298 | -39.5 | -20.7 | —-429 | -48.7 | —-41.1 | -25.1 | -20.3 42
48  Mutusl sevings banks ... 8.1 1.6 -1.4 -.5 ~3.5 1.4 2.0 -1.7 -55 -8.7 4.3 ~1.2
45 Financt COMPanies .. ............oovveeoni.... -5 318 587 86 14.5 19 | -10.3 3.4 12.2 $29 1 -390 1 -209
S0  Real estate investment trusts (REITs)............. K 36 -19 ~1.9 0 3 1 -.8 .0 8 4.6 2.4
51 Securitized credit obligation (SCO) issuers . ... ... 391 2.8 2.0 452 356 61.3 33.2 38.7 38.5 323 2.4 43.3
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1.57—Continued
1990 1991 1992
Transaction category or sector 1987 1988 1989 1990 1991
Q4 Qi Q2 Q3 Q4 Q! Q2
All sectors
52 Total net borrowing, allsectors .................... 986.4 | 993.6 | 971.0 | 876.0 | 605.8 | 824.9 | 6274 | $84.4| S64.4 | 647.1 | 766.4 | 816.9
53 U.S. government SeCurities .....................0.s 3164 | 2749 | 297.3 | 4144 | 426.0 [ 455.6 | 382.0 | 4041 4448 | 4732 | 495.7 | 5514
54 State and Jocal obligations ... 83.5 53.7 65.0 51.2 458 40.6 35.6 48.5| 535 43.5 47.0 68.0
55 Corporate and foreign bonds ...................... 1252 | 1263 | 125.5 | 102.9 | 15012 | 193.4 | 129.2 179.71 126.4 | 169.5 56.6 | 115.7
856 MOTIBGBRES. ... ...\ ovveeeieaeneiiaasraaenaeanns 325.4 | 317.5 | 303.0 | 244.3 | 130.6 | 172.8 | 183.9 1858 | 46.5 | 1062 | 171.4 71.9
57 Consumer Credit . ... .o vvonnvriii i 32.9 50.1 417 175 [ ~1285 | -66 | -10.4 -78| 240} -8.0 3.0 1 -135
S8 Bank loans N.€.C. . «v.uoivreeiiiiaiiiiiniiiaias 2.7 39.9 419 28 | -27.1 | ~122 | ~59 | -409) -6.7 ) -55.1| ~18.2 -9
59 Open Mmarkel PAPET. ... .o vvaeeiiiiir i 323 75.4 65.9 307 | —44.0 6] ) -202 | -113.8] -37.0 | -49 12.4 6.7
60 Other IoANs ... ... ovvvvriiiiriniinieninieicnnn. 68.0 55.8 30.6 124 | -64.2 | -288 | -669 | ~71.2| -39.1 | =793 | -1.5 11.6
External corporate eguity funds raised in United States

61 Total net share {sSues . ...............ccoivieniannns 7.1 -118.4| -657| 221§ 198.8 28.2 | 1124 | 178.9 | 235.2 | 2689 | 271.8 | 283.6
62 Mutual funds . ... e 70.2 6.1 385( 67.9( 150.5 85.2 98.]1 | 125.6 | 182.5 | 195.9 | 189.8 | 223.3
63 Allother.............oooiiiiiiiin, .| -63.2 | -124.5( ~104.2| ~458 [ 483 | -57.0 14.3 53.3 52.7 72. 82.0 60.3
64 Nonfinancial corporations. ............ ~75.5 | -129.81 ~124.2| ~63.0 183 | -61.6 | -6.0 12.0 19.0 48.0 46.0 36.0
65  Financial corporations. . .................. .| 148 4.1 2.7 9.8 ~.1 12| -67 4.7 -.4 2.0 6.0 2.9
66  Foreign shares purchased in United States........ -2.1 9 17.2 7.4 30.2 2.8 27.0 36.6 341 229 30.0 214

1. Data in this table also appear in the Board's Z.1 (780) quarterly statistical

release, tables F.2 through F.5. For ordering address, se¢ inside front cover.
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1,58 SUMMARY OF FINANCIAL TRANSACTIONS'

Billions of dollars, except as noted; quarterly data at seasonally adjusted annual rates

1990 1991 1992
Transaction category or sector 1987 1986 1989 1990 1991
Q4 Ql Q2 Q3 Q4 Q! Q
NET LENDING 1% CREDIT MARKETS!
1 Total net lending iv credit markets .................... 986.4| 993.6| 971.0| 876.0| 605.8| 824.9| 627.4| 584.4( S6d4.4] 647.1| 766.4 | 816.9
2 Private domestic nonfinancial sectors ................. 237.4( 2262 2096 203.8 21.4 54.8 49.0] 190.8|-1352) -18.8 86,2 65.2
3 Houscholds ......... ... 180.7| 198.9| 179.51 172.3| -14.1 7.9 120 1744 (-177.8| -65.1 93.6 62.0
4 Nonfarm noncorporale business .................... ~-5.6 31 -8 -14] -18] -19| -16{ -20] =-1.6 =2.1 -2.1 ~2.5
§  Nonfinancial corporate business .................... 18.5 57 125 6.6 21.] 133 -6.8 25,0 2.2 30.1 11.1 -1.5
6  State and local governments ... ... ... 439 18.6 17.9 26.2 16.3 35.5 4541 -10.6 121 182 -16.5 7.2
T U.S, POVERRMENT ...ttt =79 106 -33 33.7 100 -1 35.2 248 =21 -179 137 -12.1
8 FOTIEN .. ... 61.8 96.3 74.1 58.4 44.7 85.3 19.] 5).4 37.3 71.0 89.1) 1442
9 Financial SECIOTS ... v 693.0( 6B1.8) 690.4| SB0.2| S529.7| 686.0( 524.1| 317.4| 6643 6129 577.4| 615.6
10 Sponsored credit agencies ........... 27.0 37 -4 16.4 1421 -84 27.4| -3 33.7 17.8 93.0 47.9
11 Mortgage pools ... ... . 142.3 74.6( 1258( 1S0.3| 138.6( 151.6) 14).5{( 157.1] 1358{ 120.1] 115.3) 151.2
12 Monetarvauthority. . ...................... 24.7 10.5 -7.3 8.1 310 ~116 58.1 ~-4.0 48.1 22.3 33.2 9.8
13 Commercial banking....................... 13531 1571 176.8[ 1254 84.0] 69.5( 114.4 34.7 8241 1043 9.9 $3.2
14 U.S. commercial banks ............. . 99.11 127.1] 1457 95.2 389 30.7 77.0 6.4 26.5 45.6 90.7 .l
IN Foreign banking offices .................. 34.2 25.4 26.7 28.4 48.5 37.9 42.2 339 $6.7 61.3 9 53.8
16 Bank affiliates. .................. ... 2.0 -1 281 -28| -15F -171 -47)1 -6 24| -11 64 -1.7
17 Banks in U.S. possession . ................. .1 7 1.6 4.5 ~-1.9 2.7 -.} -2.8 -33 ~1.5 .0 1.0
18 Private nonbank finance ......... .. ... ... 365.8) 4022 3957 2799 261.8B| 484.8 182.7 1520 364.41( 348.3| 238.0( 357.6
19 Thriftinstitutions. . ... ... ..o 136.9] 1190 -91.0[~151.9|~144.9|~178.9]~188.3|-164.8|-176.8] —49.71-102.1| ~51.4
20 Savings and Joan associations ............ .. 93.8 87.4| -939|-143.9(-140.91-177.9 (- 179.8 ( - 144.0 (- 156.3| -83.31~137.9) -78.4
21 Mutual savings banks ... 256 153 -4%] -165) -1551 -98} -11.7| -31.1| -30.8 11.5 76| -3.7
22 Credit UNIODS ... ... ... 17.8 16.3 7.7 8.5 11.5 9.2 33 10.2 10.3 2.2 282 30.6
23 INSUFANCE ..o ot it e e e 153,51 1862 207.7| IBE.S|{ 2154 197.2( 236.2( 219.5( 254.5( 151.4) 142.4( 194.0
24 Life insurance companies .................... 61.7| 1038 931 94.4 83.2 7341 112.9( 1328 73.8 13.2 80.6 93.3
28 Other insurance companies. 35.5 202 2e5 26.5 34.7 28.8 32.7 37.0 36.8 32.) 3.1 222
26 Private pension funds ... ... -4.7 18 36.2 16.6 60.6 556 42.1 g1 1165 89.2{ -18.9 4]1.3
7 State and Jocal government ret 27.0 35 48 5.0 37.0 3%.5 48.5 49,0 3.4 17.0 47.6 37.2
28 Finence n.€.C. ... ... 5.4 96.9] 278.9| 2433 191.3] 466.2 134.7 974 286.7| 246.5 197.7 215.0
29 Finance companies . . .. 8.2 49,2 69.3 416 -13.1 2601 —185] -14.5 ~-521 —14.1 8 —-23.0
30 Mutual funds ... ... o o 258 1.9 238 41.4 90.3 56.2 44.0 783 117.1] 12481 105.3] 1%6.1
31 Money market funds. . ... oo 1.K 0.7 67.1 80.9 30.1 833 1342 -68.9 1.1 539 61.8| -209
2 Real estate investment trusts (REITs) ......... 1.0 9 & -.7 ~70 =21 -12 ~.1 -.6 ~91 =~.7 -.5
33 Brokers and dealers ... ...... ... ... . ... ..., -30.6 2 96.2 34.9 49.0| 241.5| -56.9 668 1358 50.5 8.1 60.0
34 Securitized credit obligation {SCOs) issuers ... 39.1 2.0 45.2 356 61.3 33.2 8.7 38.5 32.3 R4 433
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35 Net fiows through credit markets .. .................... 9864 9936 97L0| 876.0| 6058 B24.9| 627.4] S584.4| S64.4| 0647.1| 766.4| 816.9
Other financial sources i
36 Official foreign exchanpe . ...... ... ... .. ... ... -974 4% 20 -%9 4.0 1.5 -4.8] ~15.5 -50 35 -64
37 Treasury currency and special drawing rights . ce K a4} 2.5 .0 8.2 -1.2 4 4 .5 .1 3
3k Life insurance reserves _.................. 26.0 2 Ak 25.7 22.0 237 19.9 294 19.4 19.2 21.2 24.6
35 Pension fund reserves ... .. ... 104.5 19 22].¢ 1868 268.1| 253.0| 284.1 193.9| 339.6| 2547 1127 | 225.5
40 Interbank claims .. ... ... ... ... ... ... 34.8 - 164 34.2 -2.1) <188 451 -8