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THRIFT INVOLVEMENT IN COMMERCIAL
AND INDUSTRIAL LENDING

How important a role do thrift institutions play
in local banking market competition? This
article looks at a key aspect of that issue by
examining the commercial and industrial lend-
ing of commercial banks and thrifts during the
1990s. Generally, thrifts were far less involved
in C&I lending than banks during the period,
but their involvement varied considerably with
such factors as local deposit market concentra-
tion and institution size, charter type, and own-
ership status.

TREASURY AND FEDERAL RESERVE
FOREIGN EXCHANGE OPERATIONS

During the third quarter of 1998, the dollar
depreciated 1.7 percent against the Japanese
yen and 7.8 percent against the German mark.
Against the mark, the dollar continued to trade
in relatively narrow ranges during the first half
of the period. Subsequently, however, the dol-
lar dropped sharply amid increasing turmoil in
global financial markets and shifting expecta-
tions for economic growth and interest rate
policy. Against the yen, the dollar steadily
appreciated throughout the first half of the
quarter, reaching new eight-year highs, as
market participants reacted pessimistically to
political uncertainty and financial-sector diffi-
culties in Japan. Later in the period, however.
the dollar’s gains against the yen were more
than reversed. The U.S. monetary authorities
did not intervene in the foreign exchange mar-
kets during the quarter.

INDUSTRIAL PRODUCTION AND CAPACITY
UTILIZATION FOR OCTOBER 1998

Industrial production edged down 0.1 percent
in October, held down by a 3.4 percent drop in
the output of utilities. At 128.3 percent of its
1992 average, industrial production in October
was |.4 percent higher than it was in October
1997. Capacity utilization fell 0.4 percentage
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point, to 80.6 percent, "2 percentage points
below its 1967-97 average.

STATEMENTS TO THE CONGRESS

Alan Greenspan, Chairman, Board of Gover-
nors, reports on the Federal Reserve’s role in
facilitating the private-sector refinancing of the
large hedge fund Long-Term Capital Manage-
ment (LTCM) and testifies that officials of the
Federal Reserve Bank of New York facilitated
discussions in which the private parties arrived
at an agreement that both served their mutual
self-interest and avoided possible serious mar-
ket dislocations. Chairman Greenspan states
further that the efforts were limited to facilitat-
ing a private-sector agreement and had no
implications for Federal Reserve resources or
policies. (Testimony before the House Com-
mittee on Banking and Financial Services,
October 1, 1998)

William J. McDonough, President, Federal
Reserve Bank of New York. describes the role
of the Federal Reserve Bank of New York in
the events leading up to the recent private-
sector recapitalization of Long-Term Capital
Management and its fund Long-Term Capital
Portfolio and says that it is far too early to state
categorically the lessons to be learned from
Long-Term Capital. He further testifies that the
Federal Reserve is focused on three specific
issues, all relating to leverage and how the
Federal Reserve can observe it through the
eyes of bank examiners, but emphasizes that
the Federal Reserve has no regulatory authority
over hedge funds and no regulatory authority
over Long-Term Capital. (Testimony before the
House Committee on Banking and Financial
Services, October |, 1998)

Theodore E. Allison, Assistant to the Board of
Governors, comments on the implications for
the demand for Federal Reserve notes that are
likely to follow from the issuance of euro bank
notes, which will replace the national currency
notes of eleven participating nations in Europe
early in the next decade, and testifies that the



availability of euro notes will reduce the use of
dollars outside the United States to some
extent. Mr. Allison further testifies that two
aspects of the foreign demand for hard cur-
rency notes could hasten somewhat a substitu-
tion of euro notes for dollars: The first would
be the availability of higher-denomination euro
notes, and the second would be a public
perception that dollar notes are significantly
less secure against counterfeiting. (Testimony
before the Subcommittee on Domestic and
International Monetary Policy of the House
Committee on Banking and Financial Services,
October 8, 1998)
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Reduction in the discount rate.

Appointments of chairmen and deputy chair-
men of the Federal Reserve Banks for 1999.

Designation of a primary dealer controlled by a
Dutch firm.

Development of procedures for managing
changes to Federal Reserve information sys-
tems in 1999 and the first quarter of 2000.

Issuance of an interpretation of the Basle
framework for capital adequacy.

Issuance of a policy paper by the Basle
Committee.

Issuance of Orders of Prohibition in enforce-
ment actions.

Availability of revised lists of over-the-counter
stocks and of foreign stocks subject to margin
regulations.

Availability of a videotape on resources for
businesses owned by women.

Change in Board staff.
MINUTES OF THE FEDERAL OPEN

MARKET COMMITTEE MEETING HELD
ON AUGUST 18, 1998

At its meeting on August 18, 1998, the Com-
mittee adopted a directive that called for main-
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taining conditions in reserve markets that were
consistent with an unchanged federal funds
rate of about 5'% percent. The directive did not
include a presumption about the likely direc-
tion of any adjustments to policy during the
intermeeting period.

LEGAL DEVELOPMENTS

Various bank holding company, bank service
corporation, and bank merger orders; and pend-
ing cases.

FINANCIAL AND BUSINESS STATISTICS

These tables reflect data available as of
October 28, 1998.
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Thrift Involvement in Commercial

and Industrial Lending

Steven J. Pilloff and Robin A. Prager, of the Board’s
Division of Research and Statistics, prepared this
article. Michael Howell provided research assistance.

The rapid pace of mergers and acquisitions among
financial institutions in recent years has heightened
the need to understand competition in banking mar-
kets. Questions often arise as to the most appropriate
ways to measure competition. One particular issue
that has received attention from the bank regulators
and antitrust officials who analyze the competitive
effects of proposed bank mergers is the weight that
should be given to thrift institutions as actual or
potential competitors of commercial banks in the
provision of financial services. The question arises
because, historically, the menu of financial services
offered by thrift institutions has been more limited
than that offered by commercial banks.

Thrift institutions (savings and loan associations
and savings banks) are financial intermediaries that
raise funds primarily through time and savings depos-
its and invest principally in residential mortgages and
consumer loans. Their focus on consumer accounts
and loans, as opposed to business accounts and loans,
is largely attributable to historical factors. Thrift insti-
tutions arose in the early nineteenth century to satisfy
an unmet demand for small savings accounts and
home mortgages in an era when commercial banks
had little interest in these lines of business.

Savings and loan associations (originally called
building and loan societies) were established to
enable wage earners to obtain funds to build or
purchase homes. Their balance sheets consisted pri-
marily of residential mortgages on the asset side and
savings shares on the liability side. Savings banks
were established to encourage savings by poorer
members of the working class. Their liabilities con-
sisted mainly of savings deposits, and their assets
were somewhat more diversified than those of sav-
ings and loan associations, including consumer loans
in addition to residential mortgages. Subsequent regu-
lations, at both the state and federal levels, limited the
types of deposit accounts that thrifts were permitted
to offer and the extent to which they were allowed to
invest in non-mortgage assets. The relaxation of fed-

eral restrictions (particularly those affecting commer-
cial and industrial lending) starting in the early 1980s
has led to greater portfolio diversification by many
thrift institutions; however, few thrifts have taken full
advantage of their expanded powers.!

The limited range of financial services typically
offered by thrift institutions compared with commer-
cial banks raises a challenging question for those
responsible for assessing the competitive effects
of proposed bank mergers and acquisitions.? Should
thrifts and commercial banks be treated as equal
competitors in local banking markets, or should the
role of thrifts be discounted because of their less
extensive involvement in the provision of commer-
cial and industrial (C&I) loans and other business
services?? Although the degree of actual competition

1. Several key pieces of legislation included provisions that
expanded the commercial lending powers of federally chartered thrift
institutions. The Depository Institutions Deregulation and Monetary
Control Act of 1980 permitted federally chartered savings banks to
engage in commercial and industrial (C&I) lending, up to 5 percent of
their assets. The Garn-St Germain Act of 1982 empowered federally
chartered savings and loan associations to engage in C&I lending, up
to 10 percent of their assets, and increased the limit on federally
chartered savings banks’ C&l lending authority to 10 percent of their
assets. More recently, the Economic Growth and Regulatory Paper-
work Reduction Act of 1996 increased the C&I lending limits for
federally chartered thrift institutions to 20 percent of assets, with the
stipulation that all C&I lending in excess of 10 percent of assets must
be small business loans.

For a discussion of changes over time in thrift activities, see Jim
Burke and Stephen A. Rhoades, ""Commercial and Consumer Lending
by Thrift Institutions.” Journal of Commercial Bank Lending (May
1991), pp. 15-24; and Peter S. Rose, The Changing Structure of
American Banking (Columbia University Press, 1987), pp. 303-24.

2. All proposed bank mergers and acquisitions must be approved
by one of three federal banking regulators—the Office of the Comp-
troller of the Currency (OCC), the Federal Deposit Insurance Corpora-
tion (FDIC), or the Federal Reserve. The charter type and Federal
Reserve System membership status of the resulting institution and the
lype of acquiring firm {whether or not 1t is a bank holding company)
determine which federal regulator has jurisdiction. In addition, all
proposed bank mergers and acquisitions are subject to review by the
Department of Justice, whose antitrust authority applies to most
industries.

3. Federal regulators do not take a uniform approach to the treat-
ment of thrift institutions in antitrust analysis. Whereas the FDIC and
the OCC tend to treat thrifts and commercial banks equally, the
Federal Reserve and the Justice Department in many instances dis-
count the role of thrifts as competitors in the market for banking
services. For example, in analyzing the competilive effects of pro-
posed bank mergers, the Federal Reserve constructs measures of
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provided by thrifls in the area of C&I lending may be
modest. their role as potential competitors could be
important. A thrift institution that is actively involved
in residential mortgage and consumer lending in a
local market could. at least in theory, quickly shift
resources into commervial lending f it determines
that the risk-adjusted profits to be derived from com-
mercial lending exceed those associated with more
traditional thrift activities. Likewisc. a thrift that is
involved in commercial lending to a very limited
extent could increase its involvement in response to
profitable lending opportunities. In practice, however,
the specialized expertise needed to engage in C&l
lending and the perceived need to offer a broad menu
of financial services to commercial banking custom-
ers may inhibit thrifts from aggressively pursuing
commercial lending opportunities.

This article assesses the role played by thrift insti-
tutions as competitors of commercial banks in the
provision of commercial and industrial loans by
examining variations in bank and thrift involvement
in C&I lending both over time and across institutions
and markets having different characteristics. Two
aspects of insvolvernent are examined. “Participa-

tion” is cxamined by looking at the proportions of

comniercial banks and thrifts that have some of their
assets in C&l loans. as well as the proportions whose
C&I loan-to-asset ratios are above 1 percent and
above 5 percent. And “extent of involvement™ is
examined by looking at the average ratios of C&l
loans to assets for banks and thrifts that engage in
C&I lending. Also examined are the ways in which
the change between 1991 and 1997 in an institution’s
involvement in C&I lending is related to certain
institutional characteristics.

PAPTERNS of CRT LENDING ACTIVITY

To examine patterns of commercial and industrial
lending. we looked at variations in lending activity
vver the period 1991 through 1997 and at the relation-
ship between 1997 lending activity and such vari-
ables as institution size, ownership status. and geo-

graphic location.* The initial sample consisted of

commercial banks and thrift institutions that filed

fran kel stracture based vn Liwe slkres ol deposits held by nstitutions in
a local peorraphic market. These measures include 100 pereent of
commuercial bank deposits, bt typically only S0 percent of tiriit
depusits (though in certain cases. they include 100 percent of thrity
deponitsy,

4. The choice of time period was dictated by concerns about the
data. The thrift crisis of the 1980s adversely affected the quanuty and
quality of data available for thrilt institutions for several years before

1991

cither a midyear Report of Condition and Income
(Call Report) or a miidyear Thrift Financial Report.
With certain exceptions. an institution that filed a
report wus included in the sumple if its total assets
were reported to be greater than zero and an amount
was reported for totul loans. Institutions that held
more than 25 percent of their assets in credit card
loans were excluded because institutions that ase
heavily involved in such lending often specialize in
that activity and do not provide. and therefore do not
compete for, many of the retail banking products and
services typically provided by commercial banks.
(The Federal Reserve typically excludes credit card
banks from its analysis of the competitive effects of
proposed bank mergers.) Data are as of Junc 30 of
each year.

The two types of thrift institutions included in the
analysis. savings banks and savings and loan associa-
tions (S&Ls), were examined separately because dif-
ferences in their origins and in the regulatory restric-
tions applied to them might have caused them to
behav e differently with respect to C&I lending.*

Voriations (0 C&T Lending Activire over Tinie

Over the period 1991-97, the number of commercial
banks and thrift institutions declined substantially as
a result of mergers, acquisitions. and, particularly in
the early part of the period. failures.® Each year,
banks were four to five times as numerous as thrilts
(table 1). Within the thritt population, the number of
savings banks remained virtually unchanged but the
number of savings and loan associations declined
more than 60 percent, with many S&Ls converting to
savings banks.

Nearly all banks (more than 98 percent) had some
of their assets in C&I loans each year, and at least
96 percent had more than | percent of their assets in
such loans. The share of banks with at least 5 percent
of their assets in C&I loans exhibited cyclical behav-
ior, declining from 72 percent in 1991 to less than
69 percent in 1943 as the economy slowed. and then
rising during the recovery to reach a level of nearly
76 percent in 1997.

S, Aldthoush aedit sniens are snoetimes included in the Jetinitonm
of thrift in~titutions. they were eacluded $yom tue analysis because of
their specimlized nature. Credit unions e 1estricted Lo serving o aroup
of people with a “common bond.™ such as membership in a frawenal
oreaimzation or emplovinent by the same emploaver. As suche their
ability to compete with cormunercial bunks. savings banks. and savings
and loan associattons ts somewhat [imited.

6. For brevity, we herealter refer to commercial banks as “banks™:
when the subject 1s savings banks. we use the Tull teem.
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Lo C&d lendimg by banks and tift instilutions, 199 1-47

itioas with | Instiuniser wi - . . |
. Instinutions with Im!“l1 g iy with | €& loans w o percent of assets
T timber ql some assels ip i 3 —
Type of institution and year insititutions Cal losns ! . ol acetn o .
(pesceatt inCkl loans | 0 C&! toans Simple Assel-weighted
fpercenl) ipereanl) avemge ivenge
11933 0.0 96,4 %5 0.2 10,6
11,444 L) 96.4 6.4 5.6 154
1102y 9.1 964 885 ] 14.2
1557 ¥9.1 6.4 X 9.2 14.0
1008 9.1 9.0 711 9.5 15.2
9.526 9.0 97,2 4.5 oY 15.3
9.156 uB.A 97.0 85 0.3 15.7
1,253 14,2 41,7 13.0 26 3.4
L2 74.7 g4 9.0 21 28
1,783 7.1 M9 7.9 3,0 1.3
138 59,7 3535 #.0 i 1.4
1.289 7.5 38.3 9.1 12 7
1.4 4.9 41.4 123 4 1.9
1,178 773 4532 134 27 20
1518 519 AT 4.4 1.6 16
1.239 484 184 17 K] 1.1
1003 405 181 1.2 Kl 3
321 485 16.6 13 [ 3
699 484 6.7 ig 1.3 6
647 Sl 193 33 it 4
579 532 0 4.1 iy 1.0

I B nstimtiais sathe oot assets i X% Toany e e ot S L an
explanation ot simple and asset-wisrhted averayes.

Although the proportion of thrift institutions
engaged in C&l lending was smaller than the propor-
tion of banks, it was still substantial (approximately
three-quarters of the savings banks and half the S&Ls
engaged in some C&l lending). However, many ol
these institutions had only a small share of their
assets invested in C&l loans: In each year, only about
half the thrifts that engaged in some C&I lending had
ratios of C&I loans to assets greater than | percent. In
contrast, the vast majority of banks that engaged in
C&I lending had ratios greater than | percent. More-
over, the share of thriiis having ratios greater than
5 percent was quite low (less than 15 percent of
savings banks and less than 5 percent of S&L.s).

Each of the three C&I lending participation mea-
sures for thrift institutions generally followed a pat-
tern ¢of declining and then rising over the study
period, in most caves reiching the highest Jevel Tor
the period in 1997. This pattern may simply reflect
the cyclical nature of business borrowing. However.
the increase in thrift participation in the mid-to-late
1990s may, to some degree, reflect a change in thrift
strategy toward greater involvement in such lending,
which some analysts attribute to rising competition
in residential mortgage lending from nondepository
institutions. Support for the latter interpretation of the
data is provided by the observation that many thrifts
have in recent years eliminated the word “savings”

from their organizations’ names so as to convey to
their current and potential customers the message that
they now offer a broader array of products than has
traditionally been offered by “savings™ institutions.”

Of those institutions that engaged in some C&I
lending. banks had annual simple average ratios of
Cé&l loans to assets of 9.1 percent to 10.2 percent
over the 1991-97 period, whereas savings banks and
S&Ls had simple average ratios of only 2.0 percent
to 2.7 percent and 1.2 percent to 1.6 percent respec-
tively.® Like the participation ratios, the simple aver-
age ratios of C&l loans to assets first declined and
then increased over the period. The annual asset-
weighted average ratios of C&l loans to assets for
banks were typically about 50 percent higher than
the simple average ratios, while the weighted aver-

70 Mat Andrejerak. “Thelis, Shilting Fioancial Roles, Find a
Nume Change Pietps the Transivion Ao plean Burker July i [998,

8. Two types of averages fir the matio of C&I loans 1o ol were
calculated—a simple wverage and an asset-weighted average. The
simple average is the mean of the ratios of C& 1 hoans w assets for all
istivaions of cach charter type that lid seme assers m C&J oans: it
v be viewed as an unweighed aveiage bevasse te Ciel lending
ratio of each instlution reeeises wgual welzht inits computation, The
asscl-weriglited average is totdd C& Taams for all institutions of cach
charter type divided by total aswers for ail institutions of each charter
type that had some assets i U] loans: it is a weighted averag:
because an institntion’s influence on the average is proportional to s
sazc. as measured by asscts,
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20 C&l lending by banks and thrift institutions, by stze of mstitution, 1997

L . Institutions with | Institutions -with Cé&I loans as n percent of aasels!
Type of institation Instimtions with more than moze. than ' '
and level of assel _Numl?e.r.of som; 28$8LS in 1 percent 5 parcent
miliions of dollass) stiturions C&I loans ol asseis _of ussers Simple Assetweighted
tperceat) in C&I loams in C&T loanrs average P
{pervent) (pervent) * B
COMMERCIAL BANKS
0-25 1,316 96.7 92.8 6.5 R.2 23
2650 2.150 99.3 97.5 734 9.4 o4
3i-100 . 2334 99.3 97.9 710 10.3 0.2
101-250 .. 1,975 99.4 98%.1 9.6 0.7 10.7
251-0000 ..o .. 836 98.5 98.1 4.3 1.6 116
More than 1000 .......... ... 331 98.8 1.3 89.4 154 17.3
SAVINGS BANKS

O-25 . T0 429 4.3 1.4 35 3.3
26-50 128 68.0 43.0 195 34 34
SO0 21 739 474 13.7 1.0 3.0
101-250 ..o 322 78.3 444 123 24 25
A5N-1000 .. 311 839 47.9 3 24 24
More than 1,000 ................... 136 9].2 50.0 9.1 25 1.8
SAVINGS AND LOAN ASSOCIATIONS

[ 70 214 12.9 4.3 28 29
26-50 e 1l 42.3 17.1 54 1.8 19
51-100 153 329 255 4.6 1.6 1.7
101250 145 62.1 269 21 1.5 1.3
2501000 .. 8l 72.8 235 49 1.1 1.0
More than 1.000 ................... 19 84.2 263 53 t.6 7

. Sce note | to table 1

age rafios for thrifts were typically below the simple
average ratios. This pattern suggests that among
banks engaged in C&I lending, larger institutions are
more heavily involved in commercial lending than
smaller ones, while the opposite is true for thrifts.

Croxy-Sectional Variationys
in C&I Lending Activity

To get a clearer picture of commercial and industrial
lending by thrift institutions, lending activity in 1997
was examined in greater detail. Of interest were
several factors that might be expected to be associ-
ated with cross-sectional variations in lending
activity—institution size and ownership status, geo-
graphic region, local banking market concentration
and type, and firm market share.

Institution Size

Institution size might be expected to influence thrift
involvement in C&l lending, though the direction of
influence is unclear. Larger thrifts might be more
likely than smaller ones to diversify into nontradi-
tional activities such as C&I lending, partly because
they may have the financial resources needed to incur
the substantial fixed costs often associated with enter-
ing a new line of business. Larger thrifts may also be

more visible than smaller thrifts, so that businesses
view them as more likely sources of commercial
loans. However, though participation and the abso-
jute level of involvement may increase with thrift
size, C&I lending may not increase proportionally to
other aspects of an institution’s business. Thus, if the
extent of involvement is measured as C&l loans as
a share of assets, C&I lending may not be seen to
increase with size. Indeed, the data do show that
although thrift participation in C&I lending increases
with size, average ratios of C&l loans to assets (for
those institutions engaged in C&I lending) generally
decrease with size (table 2).

For banks having assets of more than $25 million,
participation in C&l lending does not vary signifi-
cantly with institution size; participation is slightly
(but statistically significantly) lower for banks having
assets of $25 million or less. The proportion with
more than 1 percent of their assets in C&l loans also
does not vary with size for banks having assets of
more than $25 million; however, the proportion with
more than 5 percent of assets in such Joans increases
monotonically with size, from a low of 63 percent to
a high of 89 percent.

Thrift participation in C&l lending varies far more
with institution size than bank participation does. The
proportion of savings banks participating in C&I
lending rises with size, from a low of 43 percent for
those having assets of $25 million or less to a high of
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Institutions with | lastitutions with 3 —— —
Institutions with "‘41_:12403;'8:' n“r:':g::)?l:a:l h C&1 louns as a percent of assets!
Type of inslitution Number of JOME askels in 1 percent 3 percent
and ownership staius institutions Cé&1 louns of pasets of ussets Simpl Asset-weighted
(pareent} in C&I loans in C&I loans m}:“p.i ‘Scd‘::::g‘-c «
(percent) (percent) b
CaMMERCIAL Banks
Indepandent ...l 2.0438 98.1 94.0 6s.1 9.3 10.0
Owned by bank holding company
(nothifs) .................... 6.643 99.2 v7.9 8.5 104 15.0
Qwned by bank holding cempany
(with thriftsy ................... 463 95.9 94.6 78.2 10.9 17.5
SAVINGS BANKS
Independent ........................ §53 747 418 2.0 25 1.&
Qwnel by thrift holding company ... 186 80.6 484 5.1 27 1.6
Owned by bank holding company ... 107 923 67.3 8.0 4.1 KR
SAVINGS AND LOAM ASSOCIATIONS
Independent .,............. ... 547 516 21,9 4.0 i.6 140
Owned by thrilt holding company ... 0 75.0 20.0 0 9 9
Owned by bank holding company ... 12 91.7 300 1o.7 2.8 L6

. See note | to table 1.

91 percent for those having assets of more than
$1 billion. A similar monotonic relationship between
participation in C&I lending and institution size
exists for S&Ls, with the participation rate rising
from 21 percent to 84 percent with increasing size.
For both types of thrifts, differences in the participa-
tion rate between the largest and smallest institutions
are highly statistically significant, as are many of the
differences between adjacent size categories. The
share of thrifts with C&l loan-to-asset ratios greater
than | percent and 5 percent varies somewhat irregu-
larly with institution size.

For banks involved in C&l lending. average ratios
of C&I loans to assets (both simple and weighted)
increase with size, with the ratios for the largest
institutions (simple average of 5.4 percent, weighted
average of 17.3 percent) being approximately double
those for the smallest institutions (simple average of
8.2 percent, weighted average of 8.3 percent). (The
difference in simple averages between the smallest
and largest size categories is significant at the 0.01
level.) In contrast, for thrifts involved in C&I lend-
ing, average ratios of C&l loans to assets tend to
decrease with size, with the simple average ratio
ranging from 3.5 percent to 2.4 percent for savings
banks and from 2.8 percent to 1.1 percent for savings
and loan associations. (For savings banks, the differ-
ence in simple averages between the smallest and
largest size categories is significant at the 0.10 level,
but for S&Ls the difterence is not statistically signifi-
cant.) Thus, whereas the extent of bank involvement
in C&l lending (as a share of assets) is positively
related to institution size, the extent of thrift involve-
ment is, for the most part, negatively related to size.

Ownership Status

Ownership status may also influence thrift involve-
ment in C&I lending. Thrifts owned by bank holding
companies might be expected to behave more like
banks, and thus to be more heavily involved in C&l
lending, than independent thrifts or those owned by
thrift holding companies. Managers of thrifts affili-
ated with bank holding companies are likely either to
have commercial lending expertise themselves or to
have access to others in the holding company who
have such expertise.”

Bank participation in C&l lending does not vary
much with ownership status, except that independent
banks are less likely than banks owned by holding
companies to have more than 5 percent of their assets
in C&I loans (table 3). Nearly all banks, regardless of
their ownership status, hold at least | percent of their
assets in such loans.

Thrift participation in C&I lending, in contrast,
does vary with ownership status. Independent thrifts
are less likely than those owned by holding compa-
nies to engage in some C&I lending; and thrifts
owned by thrift holding companies are substantially
less likely than those owned by bank holding compa-
nies to engage in C&l lending at each of the three

9. In competitive analyses of proposed bank mergers. the Federal
Reserve typically treats thrifl institutions owned by bank holding
companies the same as commercial banks because the expertise of
managers of bank holding companies is likely to make thrifts affiliated
with them strong potential competitors [or many bank products and
services.
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participation levels.'® Thus, the data suggest that
thrift institutions that are owned by bank holding
companies tend to behave more like commercial
banks than those under other types of ownership.

The simple average ratio of C&I loans to assets for
banks operating under a holding company structure
is unaffected by the presence or absence of thrift
subsidiaries: the weighted average is slightly higher
for banks owned by holding companies that also own
thrifts than for banks owned by holding companies
that do not own any thrifts. Independent banks
have lower average C&I loan-to-asset ratios (simple
and weighted) than do banks owned by holding
companies.

Average C&I loan-to-asset ratios (both simple and
weighted) are higher for thrifts under a bank holding
company structure than for independent thrifts and
those under a thrift holding company structure. The
simple average ratios for thrifts owned by bank hold-
ing companies—4.1 percent for savings banks and
2.8 percent for S&l.s— are substantially greater than
those for similar institutions not owned by bank
holding companies. (Except for the difference
between S&Ls owned by bank holding companies
and independent S&Ls. these differences are statisti-
cally significant at the 0.05 level.) This finding pro-
vides further evidence that thrifts owned by bank
holding companies behave more like commercial
banks than other thrift institutions do.

Cieoorapiie oo

C&l lending by thrift institutions might be expected

to vary across regions of the country as a result of

cultural, historical, or regulatory differences that
influence the behavior of depository institutions or
their customers. For example, the New England states
began to expand the range of activities permissible
for state-chartered thrifts in the early 1970s, almost a
decade before federal legislation granted expanded
powers to thrifts nationwide.!' This difference might
cause New England thrifts to behave more like

0. Among savings banks. differences between independent institu-
tions and those ownud by bank holding companies are, for two of the
three participation mwasures, statistically significant at the 0.01 level:
the same i true for ditterences between savings banks owned by thrift
holding companies and those owned by bank holding companies, but
differences between independent savings banks and those owned by
thrift holding companies gencrally are not significant. For S&Ls.
differences between independent institutions and those owned by bank
holding companies are. for two of the participation measures. statisti-
cally significant al the 0.05 level, but differences between other
categories of S&Ls are not statistically significant.

I't. For a detailed examination of Cé&l lending by New England
savings banks. see Constance Dunham. “Mutual Savings Banks: Are
They Now or Will They Ever Be Commercial Banks?” New England
Economic Review (May/June 1982), pp. S1-72.

commercial banks than thrifts in other parts of the
country.

For banks, participation in C&I lending varies little
across geographic regions (table 4).'* Although
regional differences in C&I lending participation
are more pronounced among thrift institutions than
among banks, the differences are not consistent
across the three participation measures. For example,
whereas S&Ls headquartered in the Pacific region are
the most likely to engage in some C&I lending, they
are the least likely to have C&I loan-to-asset ratios
greater than 1 percent and greater than 5 percent.

For banks, the simple average C&I loan-to-asset
ratio is around 9 percent or 10 percent everywhere
except the Mountain (12.1 percent) and Pacific
(15.3 percent) regions. The weighted average ratio
is more variable, ranging from just over 11 percent
in the Mountain states to nearly 20 percent in New
England.

For thrift institutions, simple average C&I loan-to-
asset ratios are highest in the East South Central and
West North Central regions. Both types of averages
are lowest in the Pacific and Middle Atlantic regions.
For savings banks, the weighted average ratio for the
New England region (4.6 percent) far exceeds that
for any other region, with the East South Central
region having the second highest (2.6 percent); for
S&Ls, it is highest for the East South Central region.

Overall, analysis reveals no consistent pattern of
regional differences in the degree to which thrift
institutions are involved in commercial lending.
Although the weighted average ratio of C&I loans to
assets suggests that New England savings banks do
substantially more C&I lending than thrift institu-
tions headquartered in other regions of the country,
other measures of involvement do not support that
conclusion. The unusually high weighted average
ratio for New England savings banks appears to be
attributable to the behavior of a small number of very
large institutions.'? This finding is particularly inter-
esting, given that previous research on C&I lending
by thrift institutions has focused on the weighted
average ratio and concluded that New England thrifts
behave substantially more like commercial banks
than thrifts in other parts of the country do.'

12. The regions are equivalent to the divisions used by the Bureau
of the Census. Each institution wus assigned to the region in which it
was headquartered. For a list of states included in each region. sec the
ceneral note to table 4.

13. The weighted average ratio for the 23 New England savings
banks with assets of more than $! billion is 6.2 percent. compared
with 2.6 percent for the 189 New England savings banks with assets
of $1 biltion or less.

14. See, for example, Jim Burke and Stephen A. Rhoades. **Com-
mercial and Consumer Lending by Thrift Institutions.” Jowrnal of
Commercial Bank Lending (May [991). pp. 15-24.
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Mot Geographic remions are the divisiony used by the Burcau ol the
Cemstia. The states mocach divesion are o lolloves: New Eavlund: Can-
necticut, Maine, Massachusetts, New  Hampshne, Rhode Islund., Vermont:
Mididle Selanric: New Jersey, New York, Pennsylvanice Sowth Atlanne:
Delawure. District of Columbia. Florida, Georgia, Marylund. North Curolina.
South Carolina, Virginia, West Vinmnia: Ferst North Centrad: lilinois. Indiana,
Michigan, Ohio. Wisconsin: List Sourh Central: Alabama. Kentueky, Missis-

Market Concentration

The generally low level of thrift institution involve-
ment in C&1 lending (compared with banks) suggests
that there may be significant costs associated with
thrift diversification into this line of business, even in
markets in which thrifts already do a considerable
amount of mortgage and other lending. If this is true,
thrifts would be more likely to incur the costs asso-
ciated with C&lI lending in markets in which such
lending is especially profitable. One source of high
profitability would be high interest rates on commer-
cial loans. Numerous empirical studies have found
bank profits or loan interest rates to be positively
related to market concentration.'® To the extent that

15. Sce. for example. Timothy H. Hannan, “Bank Commercial
Loan Markets and the Role of Market Structure: Evidence from
Surveys of Commercial Lending,” Jowrnal of Banking and Finance
(February 1991), pp. 133-49: Timothy H. Hannan and J. Nellie Liang.
“The Influence of Thritt Competition on Bank Business Loan Rates.”
Jowrnal of Financial Services Research (June 1995). pp. 107-22:

sippt. Tennessee; West North Cenral: towa, Kuansas, Minnesota, Missouri,
Nebrashi,. North Dakota. South Dakotas West South Central: Arkansas,
Louisiana, Oklahomua. Texas; Mouwnrain: Arizona, Colorado. Idaho. Montana,
Nevada, New Mexico, Utah, Wyoming: Pacific; Alaska, California. Hawaii,
Oregon. Washington.

1. See note | o table 1

commercial loan rates are higher (and commercial
lending is more profitable) in highly concentrated
markets than in less concentrated markets, we would
expect to find a positive relationship between market
concentration and thrift involvement in C&I lending.

For this analysis, the level of market concentration
was measured by the Herfindahl-Hirschman index
(HHI).'¢ The HHI was calculated as the sum of the
squares of the deposit market shares of all banks
operating in a particular geographic market.!” Ideally,

Stephen A. Rhoades. Structure-Performance Studies in Bunking: A
Summary and Evaluation, Stafl Studics 92 (Board of Governors of the
Federal Reserve System. 1977); and Stephen A. Rhoades. Structure—
Performance Studies in Banking: An Updared Summary and Evalua-
rion. Staff Studies 119 (Board of Governors of the Federal Reserve
System. 1982).

16. For a discussion of the HHI. see Stephen A. Rhoades. “The
Herfindahl-Hirschman Index.” Federal Reserve Bulletin, vol. 79
(March 1993). pp. 188-89.

17. Banking markets were defined as metropolitan statistical areas
(MSAs) or non-MSA counties. Considering markets to be local in
extent is appropriate because many banking customers, including
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5. C&llending by banks and thrift institutions. by deposit market concentration, 1997
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. Concentration catepories are hised  on bank-only  depuosit-based
Hertindahl-Hirschmun ndex values, as follows: Unconcentrated, HHI values

the HHI would measure concentration on the basis
of C&l lending rather than deposits and would be
calculated using shares of the C&!l lending mar-
ket. However, market-level data on each institution’s
C&] lending activity were not available.'™ Therefore.
deposit market shares were used as a proxy for C&l
lending shares. Because thrift institutions generally
do far less C&I lending than banks, thrift deposits
were excluded from the calculation of the HHI.™

many commercial borrowcrs, are dependent on local institutions. For
evidence supporting the local nature of retail banking markets, see
Myron L. Kwast, Martha Sturr-McCluer. and John D. Wolken, “Mar-
ket Definition and the Analysis of Antitrust in Banking,” Antitrus
Bulletin, vol. 42 (Winter 1997). pp. 973-95; Gregory E. Ellichausen
and John D. Wolken, “*Banking Markets and the Use of Financial
Services by Small and Medium-Sized Businesses.” Federal Reserve
Bulletin, vol. 76 (October 1990), pp. 80i-17: and Gregory E. Ellie-
hausen and John D. Wolken, “Banking Markets and the Use of
Financial Services by Houscholds,” Federal Reserve Bulletin, vol. 78
(March 1992). pp. 169-81. For firms operating in more than one locul
banking market. the HHI was calculated as a deposit-weighted aver-
age of the HHIs in the markets they served.

18. Geocoded datx on the small-business-lending activities of
depository institwtions reporting under the Community Reinvestment
Act have recently become availuble for analysis. Although these data
do permit the calculation of HHIs based on commercial lending, they
are of limited value in analyzing cross-sectional patterns of Cal
lending behavior because they reflect the activities of a small (raction
of depusttory institutions (1.460 commercial banks and 411 thrifts
in 1996} and include only C&I louns of $1 million or less. Sve
Anthony W. Cyrnak. “Bank Merger Policy and the New CRA Diua.”
Federal Reserve Bulletin, vol. 84 (September 1998). pp. 703-15 for a
detailed analysis employing these data.

19. When HHIs were calculated including thrift deposits—Iirst
including 50 percent of thrift deposits (as is often done in [Federul
Reserve Board analysis of the competitive implications of proposed
bank mergers) and then 100 percent of thrift deposits—the results
were similar.

of O=1iwK):  Moderatehy  concentrated.  TEROT- IS Hlighly  concentrated,
1301-2200: Very highly concentiated, 2201-10.000
2. See note | to lable 1.

Commercial bank participation in C&lI lending is
unrelated to local banking markel concentration. but
participation by both savings banks and S&Ls (at
each of the three measured participation levels) tends
to rise as market concentration increases (table 5).°
Extent of involvement (as measured by ratios of
C&I loans to assels) generally declines with increas-
ing market concentration for banks and rises with
increasing concentration for thrifts. (Differences in
the simple average ratio of Cé&l loans to assets
between Institutions in markets with an HHI above
1800 and those in markets with an HHI of 1800 or
less are statistically significant at the 0.01 level for all
three types of institutions.) These findings are consis-
tent with our expectations. given the well-established
empirical relationship between market concentration
and profits.

Urban vs. Rural Markets

Thrift involvement in C&I lending might be expected
to differ between urban and rural markets. On the one
hand, urban markets are likely to provide greater
commercial lending opportunities than rural markets.
leading to greater C&l lending activity. On the other

20, The analyses involving market-level variables tubles 5 and 6)
are based on data on institutions that reported branch-level deposit
data to the FDIC (Summary of Deposits) or the Oftice of Thrift
Supervision (Branch Office Survey). Because branch-level data were
nol available for all institutions that filed Cull Reports or Thrift
Financial Reports. the number ol institutions included in these anuly-
ses is stightly smaller than the number in the preceding analvses.
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hand. concentration levels tend to be lower in urbun
markets than in rural markets. rendering thrift
involvement in C&\L lending in urban markets less
attractive (becausc of lower profitability).

The data indicate that thrifts are more cxtensively
involved in C&l lending in rural markets than in
urban markets, while the opposite 1s generally true
for banks (table 6).*" Altkough most of the differ-

21 Local banking markets were considered urban i they were
MSAS and rugal it they were non-MSA countics. Tor an institution
operating i hoth types of markets. the proportion of deposits held in
cach type was caleulated and the institation was classified as operating

ity of thcs depuosits e leld e branchios Jovated 1 non M8 counties. Mkt
drate I huased i depesets
I Sewstote 1o wabbe 1

ences between urban and rural markets apparent in
table 6 are statistically siznificunt. they may be driven
by systematic dilferences in concentration levels or in
market shures.=-

in the tpeinowhich ot beld the fareer shire of s deposits, Assigning
institutions 1o one type of miarket when they had deprsits m botl types
should not has e inflnenced the restilts bevitise most instifstions oper-
ated primarily 1 a single marker, The market in which an instttion
had the greatest share of i deposits was homes on avert, o
92 percent of it total deposits.

22, Rewression restlts reported in the technical appendix indicate
that when vartations in concentration levels and market shares we
controlled for differences between urban and ruval markets disappean.
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Murkel Sure

A firm’s share of market deposits provides a measure
of the strength of its presence in the market(s) in
which it operates. A thrift institution that captures a
large share of market deposits, and hence is locally
prominent, may have greater commercial lending
opportunities than a similar institution having only
a small market share because it 1s more visible to
commercial borrowers. Thus, we would expect to
find a positive relationship between a thrift’s market
share and its C&l lending activity.??

For this analysis, institutions in urban and rural
markets were treated separately because the number
of firms. and hence the “typical’ market share, tends
to be quite different in these two settings. Bank
participation in C&I lending does not vary much with
market deposit share (table 6). For both savings banks
and S&Ls, and in both urban and rural markets,
participation is higher among firms having larger
shares of market deposits than among those hav-
ing smaller shares. For banks and S&Ls, extent of
involvement is not related to market share; among
savings banks. involvement is substantially greater
for those 1n the largest market share category than for
those in any other category, with the difference being
statistically significant within urban banking markets.

Sunumary ol Cross-Sectiomd Varalions

In summary, although more than two-thirds of all
thrift institutions engage in some C&l lending, their
level of involvement is generally quite low relative
to that ol banks. Their participation generally
increased over the mid-to-late 1990s after having
trended downward earlier in the decade. For both
banks and thrifts, participation rates and levels of
involvement appear to vary with institution size,
ownership status., geographic region, local banking
market concentration, and firm market share and
between urban and rural areas. Larger thrifts, thrifts
owned by bank holding companies, those operating
in more concentrated banking markets, those that
have captured a larger share of local market deposits,
and those operating in rural areas are most likely to
be involved in C&I lending.

For those thrift institutions that do engage in C&l
lending, the extent of their involvement, as measured
by the proportion of their assets invested in C&l

23. For firms operating in more thun one local banking market, the
market share was calculated as a deposit-weighted average of the
firm’s market shares i all markets that W served.

loans, tends to decrease with institution size, to
increase with market concentration, and to be unre-
lated to deposit market share; involvement tends
to be greater for thrifts owned by bank holding com-
panies and for those operating in rural markets.

CHANGES IV AN ISSHH NS C&F Lisvnive
ACHUIY QvER TITE

Cross-sectional analysis of the C&I lending behavior
of banks and thrift institutions leads naturally to some
questions about the dynamic aspects of thrift involve-
ment in such lending. For instance, are changes over
time in charter type or ownership status associated
with changes in an institution’s level of C&l lending
activity? To address such questions, we examined the
average change between 1991 and 1997 in the ratio
of C&I loans to assets for firms with different types
ot ownership and charters.

The sample consisted of all organizations that
existed in 1991 as thrifis and were still operating in
1997, either as thrifts or as commercial banks. Of the
2,664 thrifts that reported both financial and branch-
level deposit data in 1991, 1,688 were still operating
in 1997, Data for 123 of these 1,688 institutions were
merger-adjusted, to make the 1991 and 1997 figures
comparable.?* Sixty-four of the surviving institutions
were dropped from the sample because they had
engaged In at least one acquisition in which only part
of an organization was purchased (data for the partial
institution could not be obtained, so adjusted 1991
data that would be comparable with the 1997 data
could not be constructed). The change in the ratio of
C&lI loans to assets from 1991 to 1997 was calculated
tfor each of the 1,624 institutions in the final sample.
The institutions were then grouped according to their
ownership status and charter type in 1991 and 1997,
and the (simple) average change in the ratio for each
subgroup was calculated.

For most subgroups of thrift institutions, the ratio
of C&l loans to assets increased over the period
(table 7). Thrifts that converted to bank charters
between 1991 and 1997 showed, on average, the
largest increases. Although the direction of causality
cannot be determined (that is, whether charter
changes prompted increases in Cé&l lending or
whether a desire to do more C&l lending led to

24, For cach of the merger-adjusted institutions. the procedure
involved aggregating financial data for the 1991 institution and for all
institutions that were merged into it between 1991 and 1997. For
example. if thrift A acquired thrift B in 1993, the 1997 daa for
thrft A were compared with the 1991 data for the hypothetical
combination of thrifts A and B.
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charter conversion). inspection of the annual C&l
loan-to-asset ratios of individual thrifts undergoing
charter conversion suggests that increased C&I lend-
ing generally followed rather than preceded charter
conversion. Thrifts that in 1991 were independent or
owned by a bank holding company and in 1997
were owned by a bank holding company also showed
fairly large average increases in C&I loan-to-asset
ratios.

CONCLUSION

Our analysis confirms that thrift institutions are less
likely than commercial banks to engage in commer-
cial and industrial lending and that the extent of
involvement of thrifts that do engage in such lending
is generally low compared with that of banks. We
also identified several factors that are related either to
the level of thrift involvement in C&I lending at a
given time or to the change over time in the level of
such involvement.

Among thrift institutions, savings banks are much
more heavily involved in C&l lending than sav-
ings and loan associations. Ownership status is also
strongly associated with the C&l lending activity
of thrifts: Involvement is greater among those owned
by bank holding companies than among either inde-
pendent thrifts or those owned by thrift holding
companies.

thrift institutions in the saimple that were independent savings banks in 1991
comuented ta independent commuercial hunks during the study period: the aver-
wpe o of Céd Touns W assels for this group of imstitulions incresed
935 percentuge poiis over the peitod.

cooo s Sigaificantly different iram zero at the 0.10.0.03, and thill levels.

Although larger thrifts are more likely than smaller
thrifts to be involved in C&I lending, for those that
are involved in such lending, the proportion of assets
invested in C&I loans tends to decline with increas-
ing institution size. Thrifts operating primarily in
rural markets tend to be more heavily involved in
C&I lending than those operating primarily in urban
markets.

Perhaps our most interesting finding is that higher
levels of market concentration are associated with
areater thrift involvement in C&I lending. This find-
ing has potential implications for antitrust policy. It
suggests that a merger that substantially increases
concentration in a local banking market may lead
to greater C&I lending activity by thrifts operating
in that market, thereby mitigating, to some degree.
the potential competitive harm (to business custom-
ers) resulting from the merger. The effect may be
particularly important if the market and the thrifts
operating in it have other characteristics associated
with greater thrift involvement in C&I lending.

Charter type and ownership status also influence
the growth of C&I lending activity over time: Con-
version from a thrift charter to a bank charter is
associated with a large, statistically significant
increase in C&I lending relative to institutions that
retain their thrift charters. Among thrifts that retained
their thrift charters, those that changed from indepen-
dent status to bank holding company ownership dur-
ing the study period and those that were under bank
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holding company ownership throughout the period
showed significantly greater growth in C&I lending
activity than did thrifts that were independent or were
under thrift holding company ownership at the end of
the period.

Our findings indicate that thrift institutions in gen-
eral are far less involved in commercial and indus-
trial lending than commercial banks but that the
extent of involvement varies considerably and sys-
tematically with characteristics of the thrift institu-
tion and the market(s) it serves. If thrift involvement
in C&lI lending is taken to be a reasonable indicator
of the extent to which thrifts should be treated as
equal competitors of commercial banks for purposes
of antitrust analysis, our findings support an approach
to merger analysis that generally gives reduced
weight to thrifts as competitors but allows the weight
to be increased for thrift institutions that are unusu-
ally active in C&I lending.

APPENDIN: REGRESNION ANALYSIN

In addition to the univariate analysis presented in
tables 1-6, we ran ordinary least squares (OLS) re-
gressions to further examing the relationship between
commercial and industrial lending by thrift institu-
tions and various market and firm characteristics.
Regression analysis makes it possible to determine
whether the relationships observed in the univari-
ate analysis persist when the influence of other
co-varying factors is taken into account. The regres-
sion equation was estimated for two groups—the
1,755 thrift institutions that reported both branch
(Summary of Deposits or Branch Office Survey) and
financial (Call Report or Thrift Financial Report) data
in 1997 and the 1,217 thrifts in that group that had
some assets in C&l loans. Variables were measured
as of June 30, 1997, and correspond to those exam-
ined in the univariate analysis.

The results of the regression analysis (table A.1)
are generally consistent with those of the univariate
analysis. In every instance but one, the sign of the
coefficient estimate indicates a relationship between
the variable and C&lI lending similar to that indicated
by the univariate analysis. The exception is that
regression analysis yields a positive (but statistically
insignificant) coefficient on the urban market vari-
able, indicating that thrifts operating primarily in
urban areas are more involved in C&l lending than
those operating primarily in rural areas, whereas
univariate analysis (table 6) indicates the opposite.
This discrepancy may be due to the fact that regres-
sion analysis controls for other factors that are typi-

Al Bstingded coctickenils [ront tegressin equalion
caplaimng ratio of C&1 loans 1o assets tor thrill
institations, 1997

Thrifis with some
Vanable Al thrifts assels in
C#l loans
Intercept ..............ocl -.004 2uTyen
Loy {2.94)
Institation characteristics
Savings bank' ............ ... 9330+ G24wen
(6.59) 4.50)
Size® 037 — (8O
.67 (2.48)
Ownership stawus
Thrft holding company* .. 282 362
1.37) (1.3%)
Bank holding company* ... 1.763% 1.542wse
(6.87) (5.05)
Market share® ..., .......... (43w D344
(3.58) [2.26)
Geographic lovation®
Middle Atlantic ............, =715 —.488
{2.96} {1.5%)
South Atlantic .............. -2 040
(i.14) (.15}
East North Centrad .......... —.620%* — 34
(2.57) Lm
East South Central ........ .. -.257 -~ 083
(.76) {.19)
West North Cemtral .......... 264 670
(.85) (071}
West South Central .......... 004 A23
0 (.30
Mountain ..., -.570 -.40%
(L3O0) (.72)
Pacitic ............. ... ~1.069*** - 7166
(3.24) {1.74)
Murker characteriziics
Markel concentration™ ..., 202 x g e 247 x (e
(2.99) (234
Urban market™ .......... ... 186 313
Li4) (1.0%
Adjusted R-square ... ... ... 19 83
Number of observations ..... 1.755 1.217

Norr., Numbers in parcntheses are ¢ statistivs,

I. Dummy variable equal to | if the thrilt i a savings bank. and 0 if it is a
savings and loan association.

2. As measured by the natural log of total assets held by the thrift.

3. Dummy variable equal to [ if the thrift is owned by a thrift holding com-
pany. and 0 otherwise.

4. Dummy variable equal 1o 1 if the thrift is owned by a bank holding com-
pany, und 0 otherwise.

5. Deposit-weirhted average of the theiftU's market share in the market(s) in
which it opurates.

6. Dummy variable equal to 1 if the thrift is headquartered in the named
regton thased on divisions used by the Bureau of the Census), and 0 otherwise.
New England i~ the omiteed region.

7. Depasit-weighted  average  of the  bank-only  deposit-based
Hertindahl- Hirschman index in the markettst in which the thrift vperates.

8. Share ol thrift's to1al deposits held i banks located in metropolitan
statistical arcas.

*, = === Significantly different from zero at the 0.10. 0.05, and .01 Ievels.

cally higher in rural markets than in urban markets
and are positively related to the extent of C&lI lend-
ing by thrifts, such as market concentration and the
thrift’s share of deposits in the market(s) in which it
operates (tables 5 and 6). Therefore, the differences
between thrift C&I lending in urban and rural areas
shown in table 6 may be largely attributable to thrifts
in rural markets having larger market shares and
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operating in more concentrated markets than thrifts in
urban areas.

Interestingly, the estimated coefficient on the thrift
size variable 1s positive (but statistically insignifi-
cant) for the tull sample and negative for the sample
of thrifts having at least some assets in C&I loans.

These findings are consistent with the univariate
analysis, which found that participation in C&I lend-
ing increases with size but that for those thrifts
engaged in C&l lending. the extent of involvement,
as measured by the ratio of C&I loans to assets,
declines with size. !



1038

Treasury and Federal Reserve

This quarterly report describes US. Treasury and
Svstem foreign exchainge operations for the period
Srom July through Septeniber 1998. It was presented
by Peter R. Fisher, Executive Vice President, Federal
Reserve Bank of New York, and Manager, System
Open Market Account. Jason J. Bonangca was pri-
marily responsible for preparation of the report.

During the third quarter of 1998, the dollar depreci-
ated |.7 percent against the Japanese yen and 7.8 per-
cent against the German mark (charts 1 and 2).
Against the mark. the dollar continued to trade in
rclatively narrow ranges during the first half of the
period. Subsequently. however. the dollar dropped
sharply amid increasing turmoil in global financial
markets and shifting expectations for economic
growth and interest rate poticy. Against the yen. the
dollar steadily appreciated throughout the first half of
the quarter. reaching new eight-year highs. as market
participants reacted pessimistically to political uncer-
tainty and financial-sector difticulties in Japan. Later
in the period. the dollar’s gains were more than
reversed as market participants unwound short yen
positions in an environment of increasing risk aver-
sion. The U.S. monelary authorities did nol intervene
in the foreign exchange markets during the quarter.
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HERGHTENED RISK AVERSION RESULTING FROM
THRMOIL 1IN EMERCGING MARKETS

During the first half of the quarter, market partici-
pants expected that near-term U.S. interest rate policy
would remain unchanged. The economic slowdown
in Asia was expected to counterbalance ongoing,
if moderating, strength in U.S. domestic demand.
However, continued financial and economic weak-
ness in Japan and developments in emerging
markets—uparticularly the deteriorating financial situ-
ation in Russia—helped to support U.S. Treasury
prices during the first weeks in the quarter. Until the
middle of August, the thirty-year Treasury bond yield
traded consistently below 5.80 percent, near the bot-
tom of its 1998 range (chart 3).

Investor aversion to risk intensified sharply after
Russia’s declaration of a debt moratorium and an
effective devaluation of the ruble on August 17.
Losses in Russian markets and a dramatic widening
of risk premiums led to successive waves of selling
in emerging-market assets. Dollar-denominated,
emerging-market yield spreads over Treasuries rose
to their highest levels since early 1995, and sales of
emerging-market currencies ensued as investors
shed positions in local markets. These outflows led
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to increasing pressures on other markets, particularly
those with fixed exchange rate regimes. Mounting
strains on the Hong Kong dollar led to speculation
regarding another series of currency devaluations in
Asia. Meanwhile, increasing capital outflows from
Brazil, as well as devaluations in Colombia and Ecua-
dor, raised concerns about stability in Latin America.
Sensitivity to the risk of sovereign events was
exacerbated by Malaysia’s announcement of capital
controls and a new fixed exchange rate regime on
September 1. as well as Hong Kong’s decision to
intervene in its equity market. In this environment,
demand for U.S. Treasuries soared. with the thirty-
year bond yield declining, to as low as 4.96, on
September 30. Meanwhile, U.S. equities began to
post sharp declines, responding to mounting turmoil
in emerging markets and weaker-than-expected cor-
porate earnings. European shares also weakened; the
German DAX declined 24.2 percent over the period.

The sharp downward adjustment in asset prices in
emerging markets accelerated as leveraged investors
were forced to liquidate positions to meet margin
calls. Risk aversion grew, as market participants
anticipated that rapidly accruing losses might lead to
a contraction of credit within the investment commu-
nity. Further, the speed of the declines led to substan-
tially illiquid trading conditions, which exacerbated
volatility in already unsteady markets. Anxiety over
the health of the financial sector intensified as market
participants began to speculate that Long-Term Capi-
tal Management, a major hedge fund, had incurred
large losses.

During the final weeks of the period, tension in
global financial markets eased somewhat in response
to growing expectations for official policy responses
(chart 4). The September 14 statement by the Group
of Seven (G-7) Finance Ministers and Central Bank
Governors, in addition to President Clinton’s speech
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to the Council on Foreign Relations. prompted
increased market talk about plans for international
financial stabilization and possible coordinated inter-
est rate cuts. On September 29. the Federal Open
Market Committee (FOMC) cut its federal funds rate
target 25 basis points, to 5.25 percenl.

DECLINE OF THE DOLIAR AGAINST THE MARK

Early in the period. the dollar traded in its year-to-
date range of DM 1.75-1.85, guided by stable expec-
tations for gradual but steady growth in both the
United States and Germany. Market expectations
regarding monetary policy in the two countries
reflected anticipation of steady policy in the United
States and the possibility of a rate increase in Ger-
many before the beginning of the European Eco-
nomic and Monetary Union (EMU) in January 1999,
After the events of mid-August. however. markel
participants became increasingly persuaded that the
turmoil in emerging markets and ongoing weakness
in Asia would have a more significant effect on the
U.S. economic outlook than had previously becn
expected. The concomitant tumble in U.S. equity
prices served as an initial catalyst for dollar sales
against marks; between August 26 and 31. the dollar
declined from DM 1.8068 to DM [.7547 against the
mark as the Dow Jones Industrial Average fell
11.6 percent.

The dollar’s decline coincided with the emergence
of expectations that the Federal Reserve would case
monetary policy in an effort to address the possible
consequences for U.S. growth prospects posed by the
strain on financial markets. [n an address on Septem-
ber 4, Chairman Greenspan said, . . . it Is just not
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credible that the United States can remain an oasis of
prosperity unaftfected by a world that is experiencing
greatly increased stress.” Many market participants
interpreted the Chairman’s speech as a signal that the
FOMC had abandoned its bias toward a tightening
and was leaning toward an ease as ifs next move.
Over the following week the implied rate on the
October federal funds contract declined 17 basis
points and subsequently reached a period low on
September 25. of 5.15 percent.

During the period, the increasing scope of global
financial stress helped to reduce expectations that the
Bundesbank would raise rates as part of the process
of European convergence; the implied yield on the
December 1998 Euromark contract declined 37 basis
points, to 3.55 percent. However, market participants
appeared increasingly convinced that the Bundes-
bank was relatively less likely to ease policy than
the Federal Reserve. Continued signs of European
growth, the Bundesbank’s call for the gradual conver-
gence of European interest rates, and perceptions that
the European economy was relatively insulated from
weakness in Latin America all contributed to this
belief. The implied yield spread between the Decem-
ber Eurodollar and Euromark contracts narrowed
from a high of 195 basis points to a low of 146 basis
points, illustrating the degree to which interest rate
expectations had shifted against the dollar; during the
same period, the dollar declined more than 12 pfen-
nigs against the mark, falling from DM 1.7993 to
DM 1.6718 (chart 5).

Throughout the period, the dollar—mark exchange
rate also reflected steady demand for selected Euro-
pean financial assets stemming from expectations for
low regional inflation and confidence in the EMU.
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These flows helped to push the benchmark German
bond yield to a record low on September 30, of
3.87 percent (chart 6). In addition, anxiety among
some market participants regarding prospects for
impeachment proceedings against President Clinton
appeared to weigh on the dollar.

During the final weeks of the period, the pace of
the dollar’s depreciation subsided amid mounting
anticipation of G-7 aid to Latin America and increas-
ing evidence that expectations for a Federal Reserve
rate cut had become largely discounted by market
participants. These factors partially fueled a rally in
U.S. share prices: The Dow Jones Industrial Average
rose 4.0 percent from a low of 7539.07 to finish the
period at 7842.62, helping to reinforce improved
sentiment toward the dollar (chart 7).

7 Globul hencehmark egquity indeses, 1998:(33

Index: July [ =160

Basis points

— —- 200

1RO
160
— — 140
S -
July Aug. Sept.
1998
Notr. Data are the Furodollar implied yield minus the Furonwrk implicd

yield.
Sourer. Bloombers LUP.

United

Statex 100

Japan

1\

_ — 60
Brazil

July Aug. Bept.
1998 .

SOURCE. Bloombere LL.P.



Treasury and Federal Reserve Foreign Exchange Operations 1041

RETRENTD o0 DI Dol Dovie jhon fleinr 3wk
FIRcHS WOUNST P Y

Despite reaching fresh eight-year highs against the
yen on August 11, the dollar declined more than
2 yen against the Japanese currency during the quar-
ter. Over the same period, one-month volatility
implied by option prices rose from 18 to 18.85 per-
cent. Initially, market participants sold yen on doubts
that a new financial reform package introduced on
July 2 would be sufficient in scope or timeliness to
deal with Japan’s banking crisis. The lack of any
further fiscal stimulus measures also weighed on the
yen. Moreover, the defeat of Japan’s ruling party in
parliamentary elections on July 12 and the subse-
quent uncertainty regarding the direction of Japa-
nese economic and foreign exchange policy deflated
hopes for an early resolution of Japan’s problems.
Lastly, Japanese economic data that were weaker
than expected contributed to negative sentiment
throughout the period; second-quarter gross domestic
product declined 1.6 percent year-over-year.

In the aftermath of the Russian devaluation, how-
ever, investors increasingly took profits on long dol-
lar positions against the yen in a bid to offset losses
in emerging markets or simply to reduce risk in an
increasingly volatile financial environment. Many
believed that the climb in volatility had led to a
slower pace of capital outflows from Japan than had
been expected previously, a development that lent
further support to the yen. This trend was reinforced
by perceptions of Japanese investor repatriation flows
before the September 30 end of the fiscal half-year in
Japan. Finally, growing anticipation that the Federal
Reserve would ease policy also contributed to the
dollar’s decline. The dollar reached a low of ¥130.65
on September 11, after having fallen 11.1 percent
from its intraperiod high of ¥147.33.

In the final weeks of the period, the dollar partially
retraced its losses, rising to finish the quarter at

¥136.50. Market pessimism regarding Japan’s eco-
nomic and financial prospects remained in place after
the September 4 meeting in San Francisco between
Treasury Secretary Rubin and Japanese Finance Min-
ister Miyazawa. The Bank of Japan's September 9
announcement of a monetary ease and renewed un-
certainty regarding the prospects for banking reform
in Japan also contributed to yen softness.

PREANDRY AN D Rad RESEE fogtngy
FNCHANGE RESERVEN

The U.S. monetary authorities did not undertake any
intervention operations during this quarter. At the end
of the quarter, the current values of the German mark
and Japanese yen reserve holdings totaled $13.4 bil-
lion for the Federal Reserve System and $14.6 billion
for the Exchange Stabilization Fund. The U.S. mone-
tary authorities invest all of their foreign currency
balances in a variety of instruments that yield market-
related rates of return and that have a high degree of
liquidity and credit quality. A significant portion of
these balances is invested in German and Japanese
government securities held directly or under repur-
chase agreement. As of September 30, outright hold-
ings of government securities by U.S. monetary
authorities totaled $7.3 billion.

Japanese and German government securities held
under repurchase agreement are arranged either
through transactions executed directly in the market
or through agreements with official institutions. Gov-
ernment securities held under repurchase agreement
by the U.S. monetary authorities totaled $11.7 billion
at the end of the quarter. Foreign currency reserves
are also invested in deposits at the Bank for Interna-
tional Settlements and in facilities at other official
institutions. O
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I PForcign exchange holdings of US. monetary sathorities used on current exchange rates. (99808

Millions of dollirs

Quarterly changes in batances by source
ftem Batance. T Cumency Balance,
1 June 30, 4998 | Net purchases Impact of Investimen VT;':“):‘ Interest accrual | Sept. 30, 1998
| and xales! saes? income , dj‘:n.‘;:;mnh" {nel) and othier
FFRERaL Ri
Deutsche mark< l 16320 0 0 102.2 934.4 n 124886
Japanese yen ... ... 13898 4] 0 4.2 LR i} 56638
bnterest recebvables? Lo ol a0.5 13.6 95.1
Other cush fow From mvestimenis® ... 10.5 —).5 N
Total ... i 173328 106.4 1,004.2 4.1 18.447.5
LS. TREASLRY
EXCHANGE SYABILIZATION FuNp |
Deutsehe magks ... L . 5.894.2 0 0 2.3 472.9 0 604234
Japamese Yen ..ol 84300, 1 0 B 3.7 100.2 4} 8.106.0
Imterest receivables? oo oL 42.0 0.6 48.6
(ther cash Mew ram investments * I 179 -17.9 .
Total ... ... ... ... ... . 13.958.2 58.0 5731 —-11.3 14.578.0

1. Purchuses and wates include foretyn curency sales and purchises related 1o
official activity, svup drawings and repayments. and warchousimg.

2. Culculated using marked-to-market exchange rates: represents the differ-
cnee etween the sale exchrange rate wnd the most recent revaluation exchange
rate. Realized profis and tasses on sales of toreign curtencies vomputed o the
ditference between the histonc cost-of-ucquisition exchange rate and the sale
exchange rate are shown in table 2.

Nul profits e losses i—poon 1S Treasory

and Federad Reserve Foreigin exchange operitions,
Pused an Tistorieal costol=segudsitran exclunge rates,
TUSR(S

Mitlions of dollars

| LIS, Treasury
Y Federal Exihange
Peciod and itens Reserve Stabilization
Fund
Yaluation prafits and losses oo
otestanding assers and Fabilities,
Juote 30, 1998
Drentsche marks ... 399 —388.6
Japamese yen ... —18.2 -20.2
Total ... 21.7 —408.8
Reelized profits and losses \
from forign curvency vafer
S 30 [9Y—Sepr. 36 [UBS
Deutsche marks ... o L £ A
Jafummese ven ..ol 4 0
Total e Q0 0
Veluation profits and losses on i
oatstunding assets and bahifities,
Sept. 30, 1998 L
Deutsche marks ..o 9743 34,3
Japanese ven .o 517 8.t
Total .......... .. ‘ 1.626.0 164.3

cureney balances are murked to market monthly st month-end
cxchange rates.

4. Imteresi receivables for the ESF are revalued at month-end exchuange rates.
Intevest receivubles tor the Federal Reserve System are carmied ab average cost
of acyuisition and are not miarked (o market until interest is paid.

5. Cushe flow ditlerences from payment and collection of funds between
quarters.

30 Currency arvangemuonts, Seplembwr 300 13

Millions of dollars

- Amount of Outstunding.
Tnstitutin facility Sept. 30, 1998
Federn] Reserve
Reviproval Currency
Arrangemenls

Austrign Nutional Bank ....... ... 250 0
National Bank of Belgium | 1.000
Bank of Canuda ... ..., .. 2.000
National Bank of Denmark . 250)
Bank of England ........ .. .. 3.000
Bank of France . . 2.0
Deutsche Bundeshany 6.0
Bank of Baly ....................... 3000
Bank of Japun 3.000
Bank of Mexico .. .. 3.000
Netherlands Bank .. 300
Bank of Norway 250
Bank of Sweden ... .. 300
Swiss National Bank ........ ... ... 4000
Bank far Internariona! Sevtlemens
Dollars against Swiss francs ........ 600
Dollars against other authorized

European currencies ........... 1.250
Total .........._... ... 32.400 0

LS, Treasury
Exchange Suabilization Fund
Curreney Arrangements

Deutsche Bundesbank .............. 1000 [y}
Banb of Mexico ... 1.0} 4]
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Industrial Production and Capacity Utilization

for October 1998

Released for publication November 16

Industrial production edged down 0.1 percent in
October, held down by a 3.4 percent drop in the
output of utilities. Utility output, which had been at
elevated levels over the summer, fell back as tem-
peratures returned to more normal levels. Manu-
facturing output bounced back 0.3 percent. regain-
ing only some of September’s 0.6 percent loss. At
128.3 percent of its 1992 average, industrial produc-

Industrial production and capacity utilization
Ratio scale. 1992 = 100
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tion in October was 1.4 percent higher than it was in
October 1997. Capacity utilization fell 0.4 percentage
point, to 80.6 percent, 12 percentage points below its
1967-97 average.

MARKET GROUPS

The output of consumer goods edged down 0.1 per-
cent in October after having dropped a downward-
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Capacity utilization
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All series are seasonally adjusted. Latest series, October, Capacity 15 an index of potential industrial production.
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Industrial production and capacity utilization. October 1998

Industrial production. index, 1992 =100

| Percentage change

Category ‘ 1998 —— e —-- ——— —_
I [» 1998 I Oct. 1997
_— = y — e T T — o
1‘ by Auge | Sepr Octh | Julyt | Auge ‘ Sept.! B Oct.r | Oet 1998
,,,,,, — - - - — _ _— —_ — - — - - L ——
Total ... ..o - 127.2 129.1 128.4 128.3 -2 L5 -.5 -1 1.4
Previous estimate ... ! 127.0 129.0 128.7 -4 1.6 -2
Mdjor market groups
Productsotomat o000 oo 120.7 1227 121.8 121.6 -4 1.7 -8 -2 1.2
Constmer goods ..., [RE 1163 1154 115.2 -8 1.7 -8 -1 -6
Business equipment 149.3 1345 153.3 153.6 -9 35 =8 2 35
Construction supphies ... . .. 128.0 1291 127.5 125.0 1.2 9 -{.2 4 5.6
Materials. .o oo ! 137.6 139.2 139.1 139.0 .0 1.2 —.1 &) 1.7
Major indusrry groups
Manufachming oo L \ 129.6 1318 1210 1304 -3 1.7 -6 3 1.8
Durable [46.4 152.3 1509 1518 -8 el -9 6 4.3
Nondurable ...... ... ... 1i2.3 s 110.9 110.9 3 -9 -3 -1 -1.2
Mining . oo o ‘ 106.3 1059 1048 103.6 2 — ~1.0 —-1.1 =21
Uhiles . oo ‘L 1185 1189 1207 tio b -1 4 1.5 -3 -2
} Capacity utilization, percent ‘ (.]:::l]r;[)y‘
‘ — M I [ — T S o PC]‘-
i ‘ 1997 | 1998 J Spmage
Average, Low. | High. ~ . _ L.mng&
| 196797 ‘\ 982198k S e T O I
‘ i ! ‘ Oct. July" Aug ' Sept.' ' Octn ‘, Oct. 1998
. R . _ - . i
Total . ... . . .. L 82.1 711 85.4 83.0 80.7 81.7 81.0 80.6 4.4
Previous estrmate ..o ‘ 80.6 81.6 81.1
Manufacturing ... oo o L | 8.1 69.0 R3.7 &1 a 792 8.3 795 704 5.0
Advanced processing .o 80.5 70.4 84.2 R0.2 77.0 78.7 77.9 779 5.8
Primary processing ‘ 82.4 66.2 88.9 85.7 84.3 839 83.0 82.8 31
Mining 87.5 h{IR] 88.0 89.6 89.5 89.0 88.0 86.9 9
Ulifetios 87.3 759 PN6 92.0 92.6 y29 942 90.9 1.0

Notk. Data scasonally adyusted or caleulated from scasonally adjusted
monthly data.
I Change from preceding month,

revised 0.8 percent in September. The production of
durable consumer goods in October was buoyed by a
2.9 percent increase in automotive products as well
as an increase in appliances that recovered a bit of
September’s 7 percent loss. The output of nondura-
ble goods (excluding energy for consumers) was
unchanged in October; consumer energy products fell
3.7 percent, a drop that reflected lower residential
demand for electricity.

The production of business equipment edged up in
October, with another drop in the output of industrial
equipment offset by increases in information process-
ing equipment and motor vehicles. The production of
farm equipment fell again and is down almost 6 per-
cent from a yzar ago. Commercial aircraft produc-
tion. which had been nearly flat at a high level during
the first part of the year. rose again last month.

The output of construction supplies increased
0.4 percent, regaining some of its September loss.
Production in this category had climbed rapidly
between December of last year and August, buoyed

2. Contains components in addition to those shown.
t Revised.
p Prelumary.

by the strength in homebuilding activity. The produc-
tion of materials has been nearly flat over the past
two months. The production of basic metals fell
again after having dropped nearly 3 percent in Sep-
tember: iron and steel production has tumbled more
than 8 percent over the past two months. In contrast,
production of semiconductors and other electronic
components picked up noticeably in October; semi-
conductor output had decelerated earlier this year.
and October’s increase is the largest since January.

INDUSTRY GROUPS

Manufacturing output increased 0.3 percent in Octo-
ber after having dropped 0.6 percent in September.
An increase in motor vehicle assemblies from
12.7 million units (annual rate) in September (o
13 million units (annual rate) in October accounted
for part of the gain. But increases were fairly wide-
spread within other durable goods industries. espe-
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cially furniture, fabricated metal products, comput-
ers, and semiconductors. A notable exception was the
iron and steel industry in which output fell again in
October after having contracted sharply in Septem-
ber. The recent weakness in nondurables—production
has fallen almost 1'2 percent in the past three
months—has been widespread, including the apparel,
chemical, paper, and petroleum industries. In Octo-
ber, mining production declined for the third straight
month, pulled down by decreased oil and gas drilling
and extraction resulting from weak crude oil prices.

The factory operating rate fell 0.1 percentage point
in October, to 79.4 percent—more than 2'% percent-
age points below the level it had reached in January.
Utilization rates for both primary- and advanced-
processing industries have fallen this year. Industries
that have experienced especially large declines
include primary metals, petroleum products, and
mining.

REVISION OF INDUSTRIAL PRODUCTION AND
CAPACITY UTILIZATION

On November 24, the Federal Reserve will publish
revisions to its measures of industrial production
(IP), capacity, capacity utilization, and industrial use
of electric power. The revisions wiil begin with 1992
and will incorporate updated source data for more
recent years.

This regular updating of source data for IP will
include annual data from the Bureau of the Census’s

1996 Annual Survey of Manufactures and from
selected editions of its 1997 Current Industrial
Reports. Annual data from the Department of the
Interior on metallic and nonmetallic minerals (except
fuels) for 1996 and 1997 will also be introduced. The
updating will also include revisions to the monthly
indicators for each industry (physical product data,
production-worker hours, or electric power usage)
and revised seasonal factors. In addition, the revision
will introduce improved measures of production for
semiconductors, coal, lawn and garden equipment,
and aircraft.

Capacity and capacity utilization will be revised
to incorporate preliminary data from the Census
Bureau's 1997 Survey of Plant Capacity. The statis-
tics on the industrial use of electric power will incor-
porate more complete reports received from utilities
for the past few years as well as data from the /996
Annual Survey of Manufactures.

Once the revision is published, the revised data
will be available on the Board’s web site, http:/
www federalreserve.gov/releases/gl7, and on disk-
ettes from Publications Services (telephone 202-452-
3245). The revised data will also be available through
the Economic Bulletin Board of the Department of
Commerce; for information about the Bulletin Board,
call 202-482-1986. Further information on these revi-
sions is available from the Board’s Industrial QOutput
Section (telephone 202-452-3197). O
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Statement by Alan Greenspan, Chairman, Board of
Governors of the Federal Reserve System, before the
Committee on Banking and Financial Services, U.S.
House of Representatives, October 1, 1998

I thank you for this opportunity to report on the
Federal Reserve’s role in facilitating the private-
sector refinancing of the large hedge fund, Long-
Term Capital Management (LTCM). In my remarks
this morning, I will attempt to put into some perspec-
tive the events of the past few weeks and discuss
some questions of importance to public policymakers
that they raise.

The Federal Reserve Bank of New York’s efforts
were designed solely to enhance the probability of
an orderly private-sector adjustment, not to dictate
the path that adjustment would take. As President
McDonough just related, no Federal Reserve funds
were put at risk, no promises were made by the
Federal Reserve, and no individual firms were pres-
sured to participate. Officials of the Federal Reserve
Bank of New York facilitated discussions in which
the private parties arrived at an agreement that both
served their mutual self-interest and avoided possible
serious market dislocations. Financial market partici-
pants were already unsettled by recent global events.
Had the failure of LTCM triggered the seizing up
of markets, substantial damage could have been
inflicted on many market participants, including some
not directly involved with the firm, and could have
potentially impaired the economies of many nations,
including our own. With credit spreads already ele-
vated and the market prices of risky assets under
considerable downward pressure, Federal Reserve
officials moved more quickly to provide their good
offices to help resolve the affairs of LTCM than
would have been the case in more normal times. In
effect, the threshold of action was lowered by the
knowledge that markets had recently become fragile.
Moreover, our sense was that the consequences of
a fire sale triggered by cross-default clauses, should
LTCM fail on some of its obligations, risked a severe
drying up of market liquidity. The plight of LTCM
might scarcely have caused a ripple in financial mar-
kets or among federal regulators eighteen months
ago—but in current circumstances it was judged to
warrant attention.

What is remarkable is not this episode but the
relative absence of such examples over the past five
years. Dynamic markets periodically engender large
defaults.

EVENTS OF THE PAST FEW WEEKS

LTCM is a hedge fund, or a mutual fund that is
structured to avoid regulation by limiting its clien-
tele to a small number of highly sophisticated, very
wealthy individuals and that seeks high rates of return
by investing and trading in a variety of financial
instruments. Since its founding in 1994, LTCM has
had a prominent position in the community of hedge
funds, in part because of its assemblage of talent in
pricing and trading financial instruments as well as
its large initial capital stake. In its first few years of
business, it earned an enviable reputation by racking
up a string of above-normal returns for its investors.
LTCM appears principally to have garnered those
returns by making judgments on interest rate spreads
and the volatilities of market prices. In its search for
high return, LTCM levered its capital through securi-
ties repurchase contracts and derivatives transactions,
relying on sophisticated mathematical models of
behavior to guide those transactions. As long as the
configuration of returns generally mimicked their
historical patterns, LTCM’s mathematical models of
asset pricing could be used to ferret out temporary
market price anomalies. Their trading both closed
such price gaps and earned an extra bit of return on
capital for them. But it is the nature of the competi-
tive process driving financial innovation that such
techniques would be emulated, making it ever more
difficult to find market anomalies that provided share-
holders with a high return. Indeed, the very efficien-
cies that LTCM and its competitors brought to the
overall financial system gradually reduced the oppor-
tunities for above-normal profits. Indeed, LTCM
acknowledged this when returning $2% billion of
capital to investors at the end of 1997. To counter
these diminishing opportunities, LTCM apparently
reached further for return over time by employing
more leverage and increasing its exposure to risk, a
strategy that was destined to fail. Unfortunately for
its shareholders, LTCM chose this exposure just
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as financial market uncertainty and investor risk-
aversion began to rise rapidly around the world.

In that environment—so at variance with the expe-
rience built into its models—LTCM’s embrace of risk
on a large scale produced stunning losses. As we now
know, by the end of August the firm had lost half its
capital base. And as September unfolded, the bleed-
ing continued. The firm, however, apparently did not
unwind its positions significantly.

In our dynamic market economy, investors and
traders, at times, make misjudgments. When market
prices and interest rates adjust promptly to evidence
of such mistakes, their consequences are generally
felt mostly by the perpetrators and, thus, rarely cumu-
late to pose significant problems for the financial
system as a whole. Indeed, the operation of an effec-
tive market economy necessitates that investment
funds committed to capital projects that do not accu-
rately reflect consumer and business preferences
should incur losses and ultimately be liquidated.
What value is left needs to be redirected to profitable
uses—those that more accurately reflect market pref-
erences. By such winnowing of inefficiencies, pro-
ductivity is enhanced and standards of living expand
over time.

Financial markets operate efficiently only when
participants can commit to transactions with reason-
able confidence that the risk of nonpayment can be
rationally judged and compensated for. Effective and
seasoned markets pass this test almost all of the
time. On rare occasions, they do not. Fear, whether
irrational or otherwise, grips participants, and they
unthinkingly disengage from risky assets in favor of
those providing safety and liquidity. The subtle dis-
tinctions that investors make, so critical to the effec-
tive operation of financial markets, are abandoned.
Assets, good and bad, are dumped indiscriminately
in circumstances of high uncertainty and fear that
are not conducive to planning and investment. Such
circumstances, were they generalized and persistent,
would be wholly inconsistent with the functioning
of sophisticated economies supported by long-term
capital investment.

Quickly unwinding a complicated portfolio that
contains exposure to all manner of risks, such as that
of LTCM, in such market conditions amounts to
conducting a fire sale. The prices received in a time
of stress do not reflect longer-run potential, adding to
the losses incurred. Of course, a fire sale that trans-
fers wealth from one set of sophisticated market
players to another, without any impact on the finan-
cial *<‘em overall, should not be a concern for the
cenitd, bank. Moreover, creditors should reasonably
be expected to put some weight on the possibility of a

large market swing when making their risk assess-
ments. Indeed, when we examine banks we expect
them to have systems in place that take account of
outsized market moves. However, a fire sale may be
sufficiently intense and widespread that it seriously
distorts markets and elevates uncertainty enough
to impair the overall functioning of the economy.
Sophisticated economic systems cannot thrive in such
an atmosphere.!

The scale and scope of LTCM’s operations, which
encompassed many markets, maturities, and curren-
cies and often relied on instruments that were thinly
traded and had prices that were not continuously
quoted, made it exceptionally difficult to predict the
broader ramifications of attempting to close out its
positions precipitately. That its mistakes should be
unwound and losses incurred was never open to
question. How they should be unwound and when
those losses incurred so as to foster the continued
smooth operation of financial markets was much
more difficult to assess. The price gyrations that
would have evolved from a fire sale would have
reflected fear-driven judgments that could only
impair effective market functioning and generate
losses for innocent bystanders.

While the principle that fire sales undermine the
effective functioning of markets may be clear, decid-
ing when a potential market disruption rises to a level
of seriousness warranting central bank involvement
is among the most difficult judgments that ever con-
fronts a central banker. In situations like this, there is
no reason for central bank involvement unless there
is a substantial probability that a fire sale would result
in severe, widespread, and prolonged disruptions to
financial market activity.

It was the judgment of officials at the Federal
Reserve Bank of New York (FRBNY), who were
monitoring the situation on an ongoing basis, that the
act of unwinding LTCM’s portfolio in a forced liqui-
dation would not only have a significant distorting
impact on market prices but also in the process could
produce large losses, or worse, for a number of
creditors and counterparties, and for other market
participants who were not directly involved with
LTCM. In that environment, it was the FRBNY’s
judgment that it was to the advantage of all
parties—including the creditors and other market
participants—to engender if at all possible an orderly

1. At the same time, not all fire sales are without merit. The
Resolution Trust Corporation earlier this decade chose to offer com-
mercial real estate in what might be termed a fire sale because it was
the only way an otherwise seized-up market could be galvanized.
Some level of market prices had to be established—even if below
“intrinsic” or longer-run value in order to reestablish a two-way
market. This was a special case.
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resolution rather than let the firm go into disorderly
fire-sale liquidation after a set of cascading cross
defaults.

As President McDonough has detailed, officers of
the Federal Reserve Bank of New York contacted a
number of creditors and asked if there were alterna-
tives to forcing the firm into bankruptcy. At the same
time, FRBNY officers informed some of their col-
leagues at the Federal Reserve Board, the Treasury,
and other financial regulators of their ongoing activi-
ties. The troubles of LTCM were not a complete
surprise to its counterparties. After all, LTCM’s ear-
lier statements regarding its August losses were well
known, and sophisticated counterparties understood
the difficulties in closing out large losing positions. In
addition, the commercial banks among its creditors
had already begun taking normal precautionary mea-
sures associated with exposure to counterparties
whose condition is deteriorating. Still, creditors as a
whole most likely underestimated the size and scope
of the market bets that LTCM was undertaking, an
issue that is currently under review.

On September 23, the private-sector parties arrived
at an agreement providing a capital infusion of about
$3% billion in return for substantially diluting exist-
ing shareholders’ stake in LTCM. Control of the firm
passed from the current management to a committee
determined from the outside by the new investors.
Those investors intend to shrink LTCM’s portfolio so
as to reduce risk of loss and return the remaining
capital to the investors as soon as practicable. I do not
rule out the possibility that the new owners of what is
left of LTCM may decide to keep part of it in busi-
ness. That is their judgment to make.

This agreement was not a government bailout in
that Federal Reserve funds were neither provided nor
ever even suggested. Agreements were not forced
upon unwilling market participants. Creditors and
counterparties calculated that LTCM and, accord-
ingly, their claims, would be worth more over time if
the liquidation of LTCM’s portfolio was orderly as
opposed to being subject to a fire sale. And with
markets currently volatile and investors skittish, put-
ting a special premium on the timely resolution of
LTCM’s problems seemed entirely appropriate as a
matter of public policy.

Of course, any time that there is public involve-
ment that softens the blow of private-sector losses—
even as obliquely as in this episode—the issue of
moral hazard arises. Any action by the government
that prevents some of the negative consequences to
the private sector of the mistakes it makes raises the
threshold of risks market participants will presum-
ably subsequently choose to take. Over time, eco-

nomic efficiency will be impaired as some uneco-
nomic investments are undertaken under the implicit
assumption that possible losses may be borne by the
government.

But is much moral hazard created by aborting fire
sales? To be sure, investors wiped out in a fire sale
will clearly be less risk prone than if their mistakes
were unwound in a more orderly fashion. But is the
broader market well served if the resulting fear and
other irrational judgments govern the degree of risk
participants are subsequently willing to incur? Risk-
taking is a necessary condition for wealth creation.
The optimum degree of risk aversion should be gov-
erned by rational judgments about the market place,
not the fear flowing from fire sales.

The Federal Reserve provided its good offices to
LTCM'’s creditors, not to protect LTCM’s investors,
creditors, or managers from loss but to avoid the
distortions to market processes caused by a fire-sale
liquidation and the consequent spreading of those
distortions through contagion. To be sure, this may
well work to reduce the ultimate losses to the original
owners of LTCM, but that was a byproduct, perhaps
unfortunate, of the process.

I should add that, in order to keep incentives work-
ing in their favor, the creditors of LTCM apparently
also understood the importance of some cushioning
of the losses to the owners and managers of the firm.
The private creditors and counterparties in the rescue
package chose to preserve a sliver of equity for
the original owners—one-tenth—so that some of the
management would have an incentive to stay with
the firm to assist in the liqumdation of the portfolio.
Regrettably, the creditors felt that, given the complex-
ity of market bets woven into a bewildering arrray of
financial contracts, working with the existing man-
agement would be far easier than starting from
scratch.

SOME QUESTIONS FOR POLICYMAKERS

Without doubt, extensive study will be required to
put the events of the past few weeks into proper
perspective. As a member of the President’s Working
Group on Financial Markets, I support Secretary
Rubin’s call for a special study on the public policy
implications of hedge funds. While the affairs of
LTCM are by no means settled, I would like to
pose some tentative questions that may have to be
addressed.

First, how much dependence should be placed on
financial modeling, which, for all its sophistication,
can get too far ahead of human judgment? This
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decade is strewn with examples of bright people who
thought they had built a better mousetrap that could
consistently extract an abnormal return from financial
markets. Some succeed for a time. But while there
may occasionally be misconfigurations among mar-
ket prices that allow abnormal returns, they do not
persist. Indeed, efforts to take advantage of such
misalignments force prices into better alignment and
are soon emulated by competitors, further narrowing,
or eliminating, any gaps. No matter how skiliful the
trading scheme, over the long haul, abnormal returns
are sustained only through abnormal exposure to risk.

Second, what steps could counterparties have taken
to ensure that they had properly estimated their expo-
sure, particularly in markets that are volatile? To
an important degree, the creditors of LTCM were
induced to infuse capital into the firm because they
failed to stress test their counterparty exposures ade-
quately and therefore underestimated the size of
the uncollateralized exposure that they could face
in volatile and illiquid markets. In part, this also
reflected an underappreciation of the volume and
nature of the risks LTCM had undertaken and its
relative size in the overall market. By failing to make
those determinations, its fellow market participants
failed to put an adequate brake on LTCM’s use of
leverage. To be sure, sometimes decisions are based
on judgments about the soundness of borrowers that
are accepted from third parties or, possibly in this
case, that are founded on the impressive qualifica-
tions of LTCM’s principals. In some cases, such
truncated risk appraisals may be accurate, but they
are not a substitute for a rigorous analysis by the
lender of the borrower’s overall creditworthiness and
risk profile.

Third, in this regard what lessons are there for
bank regulators? Domestic commercial bank expo-
sure to LTCM included both direct lending and acting
as counterparties to the firm in derivatives contracts.
A preliminary review of bank dealings with LTCM
suggests that the banks have collateral adequate to
cover most of their current mark-to-market exposures
with LTCM. The unexpected surge in risk aversion
and the dramatic opening up of interest rate spreads
in August obviously caught LTCM wrong footed.
Counterparties, including banks, continued to collect
collateral for marks to market. What they were not
collateralized against was the losses that might have
occurred when prices moved even further and market
liquidity dried up in a fire sale.

Supervisors of banks and security firms must assess
whether current procedures regarding stress testing
and counterparty assessment could have been
improved to enable counterparties to take steps to

insulate themselves better from LTCM’s debacle.
More important will be the assessment of whether
those procedures are adequate for the future. But this
is an area in which much work has been ongoing.
During the fourth quarter of 1997 and the first quarter
of 1998, supervisory staff of the Federal Reserve
Bank of New York and the Board met with managers
at several major New York banking institutions to
discuss their current relationships with hedge funds,
updating a similar study conducted three and one-half
years earlier.

Fourth, does the fact that investors have lost most
of their capital and creditors may take some losses on
their exposure to LTCM call for direct regulation of
hedge funds? It is questionable whether hedge funds
can effectively be directly regulated in the United
States alone. While their financial clout may be large,
hedge funds’ physical presence is small. Given the
amazing communication capabilities available virtu-
ally around the globe, trades can be initiated from
almost any location. Indeed, most hedge funds are
only a short step from cyberspace. Any direct U.S.
regulations restricting their flexibility will doubtless
induce the more aggressive funds to emigrate from
under our jurisdiction. The best we can do in my
judgment is what we do today: Regulate them indi-
rectly through the regulation of the sources of their
funds. We are thus able to monitor far better hedge
funds’ activity, especially as they influence U.S finan-
cial markets. If the funds move abroad, our oversight
will diminish.

In the first line of risk defense, if I may put it that
way, are hedge funds’ lenders and counterparties.
Commercial and investment banks especially have
the analytic skills to judge the degree of risk to which
the funds are exposed. Their self-interest has, with
few exceptions but including the one we are discuss-
ing today, controlled the risk posed by hedge funds.
Banking supervisors are the second line of risk
defense in their examination of lending procedures
for safety and soundness. We neither try, nor should
we endeavor, to micromanage bank lending activity.
We have nonetheless built up significant capabilities
in evaluating the complex lending practices in over-
the-counter derivatives markets and hedge funds. If,
somehow, hedge funds were barred worldwide, the
American financial system would lose the benefits
conveyed by their efforts, including arbitraging price
differentials away. The resulting loss in efficiency
and contribution to financial value added and the
nation’s standard of living would be a high price to
pay—to my mind, too high a price.

Fifth, how much weight should concerns about
moral hazard be given when designing mechanisms
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for governmental regulation of markets? By way of
example, we should note that were banks required
by the market, or their regulator, to hold 40 percent
capital against assets as they did after the Civil War,
there would, of course, be far less moral hazard and
far fewer instances of fire-sale market disruptions. At
the same time, far fewer banks would be profitable,
the degree of financial intermediation would be less,
capital would be more costly, and the level of output
and standards of living would be decidely lower. Our
cutrent economy, with its wide financial safety net,
fiat money, and highly leveraged financial institu-
tions, has been a conscious choice of the American
people since the 1930s. We do not have the choice of
accepting the benefits of the current system without
its costs.

CONCLUSION

For so long as there have been financial markets,
participants have had on occasion to weigh the costs

and, especially, the externalities associated with fire-
sale liquidations of troubled entities against short-
term assistance to tide the firms over for a time. It
was such a balancing of near-term costs and longer-
term benefits that presumably led J.P. Morgan to
convene the leading bankers of his age—both com-
mercial and investment—in his library in 1907 to
address the severe panic of that year. Such episodes
were recognized as among those rare occasions when
otherwise highly effective markets seize up and tem-
porary ad hoc responses were required. The conven-
ing of LTCM investors and lenders last week at the
Federal Reserve Bank of New York could be viewed
in that long tradition. It should similarly be viewed as
a rare occasion, warranted because of the potential
for serious disruptions to markets. We must also
remain mindful of where to draw the line at which
public-sector involvement ends. The efforts last week
were limited to facilitating a private-sector agree-
ment and had no implications for Federal Reserve
resources or policies.

Statement by William J. McDonough, President, Fed-
eral Reserve Bank of New York, before the Committee
on Banking and Financial Services, US. House of
Representatives, October 1, 1998

I am pleased to appear before you today to describe
the Federal Reserve Bank of New York’s role in the
events leading up to the recent private-sector recapi-
talization of Long-Term Capital Management and its
fund, Long-Term Capital Portfolio.

I will cover four points. First, I will provide some
background on Long-Term Capital’s financial prob-
lems. Second, I will explain our judgment that an
abrupt and disorderly closeout of Long-Term Capi-
tal’s positions would have posed unacceptable risks
to the U.S. economy. Third, I will explain the limited
role we played in facilitating the private-sector reso-
lution to this private-sector problem. Fourth, I will
identify some of the issues that should concern us as
we begin to understand the lessons of this experience.

BACKGROUND

Long-Term Capital is an investment partnership that
was started in 1994. It has many of the characteristics
of a “hedge fund” in that it borrows money to
leverage its capital and is available only to wealthy
investors. The strategy of Long-Term Capital was to
use complex mathematical formulas to identify tem-

porary price discrepancies between different interest
rates. For example, the firm might notice that the
yield on corporate bonds relative to Treasury yields
was higher than the range observed in recent years. If
Long-Term Capital believed the former relationship
would reassert itself, it would buy corporate bonds
and sell short Treasury bonds. If the spread narrowed
as expected, the firm would profit. If, however, the
spread continued to widen, the firm would incur
losses. This basic strategy and many complex varia-
tions were followed across many interest rate prod-
ucts in the United States and many overseas markets
as well. The firm was active both in traditional secu-
rities markets and, perhaps more important, in deriva-
tive product markets such as futures, swaps, and
options. Anticipating that some positions would move
in their favor and some would move against them, the
firm relied on diversification across a large number of
product and geographic markets. Long-Term Capital
proved quite successful at this strategy, generating
returns in excess of 40 percent in 1995 and 1996,
though somewhat less in 1997.

Perhaps their success went to their heads. Long-
Term Capital took on larger and larger positions.
They also leveraged their investments at higher lev-
els, returning capital to their investors but not, appar-
ently, reducing risks. We now also know that they
took on significant positions in equity markets,
through both swap and options contracts. The reputa-
tions of the Long-Term Capital partners, as traders
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and economists, and their initial success appear to
have contributed to so many counterparties’ willing-
ness to deal with them.

While hubris may have set them up for a fall, it
was the extraordinary events of August in global
markets that appear to have tripped them.

On August 17, the Russian government announced
an effective devaluation of the ruble and declared a
debt moratorium, shocking investor confidence all
over the world. Over subsequent days and weeks,
equity and debt markets the world over became
increasingly volatile, with U.S. equity markets falling
and the spreads between U.S. Treasury securities and
higher-yielding debt instruments widening sharply.
The correction of stock prices was not of exceptional
size or concern and, indeed, had been anticipated
by a number of astute market observers. However,
the abrupt and simultaneous widening of credit
spreads globally, for both corporate and emerging-
market sovereign debt, was an extraordinary event
beyond the expectations of investors and financial
intermediaries.

The unusual widening of eredit spreads also caused
significant losses at Long-Term Capital. As markets
around the world moved in the same direction at the
same time, the diversification on which Long-Term
had previously relied failed them utterly. Instead of
offsetting positions, their losses were compounded.
At the same time, the volatility in equity markets
caused further losses. On September 2, the partners
of Long-Term Capital sent their investors a letter
acknowledging 52 percent losses on the year through
August 31 and that they were seeking an injection of
capital to sustain the firm. The existence of this letter
became widely known and reported within a few
days.

Because of this, during the first two weeks of
September, concern about Long-Term Capital was a
widespread topic of conversation in financial mar-
kets. It is a traditional and essential role for the
President and senior officers of the Federal Reserve
Bank of New York to be talking to, and receiving
calls from, market participants regarding significant
developments and potential dislocations. In fact, the
partners at Long-Term Capital called me early in
September to notify me of their difficulties and their
discussion with investment houses about plans to
raise new capital.

By Friday, September 18, with the efforts to raise
new capital still unsuccessful—and with an increas-
ing number of people now aware of Long-Term’s
plight because of the efforts to bring in new
investors—events seemed to come to a head. With
market conditions particularly unsettled that day, 1

made a series of calls to senior Wall Street officials
to discuss overall market conditions. Let me take a
moment to put those calls in context. One important
objective of the Federal Reserve is to ensure financial
stability. Particularly in times of stress, it is essential
that the Federal Reserve continue to take the pulse of
the market. One way to do that is through candid and
open communication with key market participants.
Everyone I spoke to that day volunteered concern
about the serious effect the deteriorating situation of
Long-Term could have on world markets.

Also on September 18, one of the firms that had
been working with Long-Term to raise new capital
asked the Long-Term Capital partners if the firm
could share the information it had with us. The part-
ners at Long-Term Capital responded that they would
prefer to present the information themselves and
called me to arrange such a presentation.

After conferring with Chairman Greenspan and
Secretary Rubin, we agreed that a visit to Long-Term
Capital’s offices was needed. A team from the New
York Fed, led by Peter Fisher, the head of our Mar-
kets Group, and joined by Treasury Assistant Secre-
tary Gary Gensler, met with the Long-Term Capital
partners at their offices on Sunday, September 20.
During this meeting, we learned the broad outlines of
Long-Term Capital’s major positions in credit and
equity markets, the difficulties they were having in
trying to reduce these positions in thin market condi-
tions, their deteriorating funding positions, and an
estimate of their largest counterparty exposures. The
team also came to understand the impact that Long-
Term Capital’s positions were already having on
markets around the world and that the size of these
positions was much greater than market participants
imagined.

THE NEW YORK FED’S JUDGMENTS

I would like now to turn to my second point and
focus explicitly on the question of our judgment that
the abrupt and disorderly closeout of Long-Term
Capital’s positions would pose unacceptable risks to
the U.S. economy.

There are several ways that the problems of Long-
Term Capital could have been transmitted to cause
more widespread financial troubles. Had Long-Term
Capital been suddenly put into default, its counterpar-
ties would have immediately “closed out” their posi-
tions. If counterparties would have been able to close
out their positions at existing market prices, losses,
if any, would have been minimal. However, if many
firms had rushed to close out hundreds of billions of
dollars in transactions simultaneously, they would
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have been unable to liquidate collateral or establish
offsetting positions at the previously existing prices.
Markets would have moved sharply, and losses
would have been exaggerated. Several billion dollars
of losses might have been experienced by some
of Long-Term Capital’s more than seventy-five
counterparties.

These direct effects on Long-Term Capital’s coun-
terparties were not our principal concern. While these
losses would have been considerable, and would cer-
tainly have adversely affected the firms experiencing
them, this was not, in itself, a sufficient reason for us
to become involved.

Two factors influenced our involvement. First, in
the rush of Long-Term Capital’s counterparties to
close out their positions, other market participants—
investors who had no dealings with Long-Term
Capital—would have been affected as well. Second,
as losses spread to other market participants and
Long-Term Capital’s counterparties, this would lead
to tremendous uncertainty about how far prices would
move. Under these circumstances, there was a likeli-
hood that a number of credit and interest rate markets
would experience extreme price moves and possibly
cease to function for a period of one or more days
and maybe longer. This would have caused a vicious
cycle: a loss of investor confidence, leading to a rush
out of private credits, leading to a further widening of
credit spreads, leading to further liquidations of posi-
tions, and so on. Most important, this would have
led to further increases in the cost of capital to U.S.
businesses.

Let me be clear: Had we not just experienced in
August precisely this type of shock to our credit
markets, had we not just seen a sudden, worldwide
straining of investor confidence, had there not already
been under way a flight of capital away from private
credit and into Treasury securities, were much of the
world not experiencing financial strain, then our judg-
ments about the risks to the U.S. economy of an
abrupt and disorderly closeout of Long-Term Capital
may well have been different. But, in the circum-
stances that did in fact exist, it was my judgment that
the American people, whom we are pledged to serve,
could have been seriously hurt if credit dried up in a
general effort by banks and other intermediaries to
avoid greater risk.

In light of these risks, the responsible public policy
objective was to get together those with a direct
financial interest in an orderly rescue of Long-Term
Capital, to discuss its problems openly and objec-
tively, to provide a sounding board for solutions, and
if necessary, a calming influence. In my view, we
achieved this objective.

WHAT DID THE NEW YORK FED DO?

Because events were moving swiftly, and with my
approval and support, my colleague Mr. Fisher
invited representatives of the three firms that we felt
had the greatest knowledge of the situation at Long-
Term Capital and a strong interest in seeking a solu-
tion to an early morning meeting on September 22.
The three firms were Goldman Sachs, Merrill Lynch,
and J.P. Morgan.

Continuing discussions that commenced the day
before, Mr. Fisher explained our interest in being
aware of developments and in reducing the risk of an
abrupt and chaotic closeout of Long-Term Capital.
The firms present stated that they were not aware
of any other initiatives then being actively pursued
to resolve Long-Term Capital’s problems. They
voiced their own concerns about the risks to the
markets of a close-out scenario. They discussed vari-
ous approaches to stabilizing Long-Term Capital,
including the concept of a “collective industry” or
consortium approach. However, they all agreed that
work on a collective option should not preclude par-
allel efforts by anyone; indeed, that if any firm or
group of firms wished to step forward and take Long-
Term Capital itself or Long-Term Capital’s positions
onto their balance sheets that this would be the most
desirable outcome. In the absence of any other solu-
tions, the firms dispatched two working groups to
Long-Term Capital’s offices in Connecticut to con-
sider the feasibility of “lifting” the fixed-income and
the equity positions out of Long-Term Capital. A
third working group met at one of the firm’s offices
downtown to develop the idea of a consortium
approach. By mutual agreement another firm, UBS, a
Swiss bank, was added to this core group and to each
of the three working groups. However, no one from
the New York Fed participated in any of the working
groups.

At no point in this early morning meeting, nor
at any stage last week, was there discussion of
the use of public monies—Federal Reserve or other-
wise. No Federal Reserve or government guaran-
tees, actual or implied, were offered, discussed, or
solicited.

Later that afternoon, we participated in a confer-
ence call to review the progress of the working
groups. Two of the working groups concluded that a
“lifting” of the fixed-income and equity positions
was not feasible. The third group developed a consor-
tium approach, which was deemed feasible. Every-
one agreed that the consortium approach should be
“last ditch,” and that parallel solutions should still be
encouraged.
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The four firms met at the Federal Reserve at
7:00 pm. A draft term sheet was reviewed that
provided detail with respect to the consortium
approach. The terms and conditions were debated,
altered in some places, and ultimately refined so that
the four firms could present it to a wider group.
Although Federal Reserve officials were present at
the meeting, we did not participate in the discussion
about terms and conditions.

At about 8:30 p.m., a meeting of a wider group
involving thirteen firms began. Meanwhile, some rep-
resentatives of the core group called Long-Term
Capital to discuss the terms and conditions of the
consortium approach. Federal Reserve officials did
not participate in any conversations with Long-Term
Capital regarding the terms and conditions. In the
meeting with the wider group, Peter Fisher explained
the importance of avoiding a disorderly closeout of
Long-Term Capital’s positions. He also underscored
the desirability of parallel efforts to resolve the prob-
lem. It was agreed that the group would reconvene at
10:00 a.m. the following day. It was clear to everyone
that time was of the essence.

I returned to New York from London around
midnight. During the early morning hours, I called
various foreign central bank officials to inform them
of the situation. At about 9:30 a.m. my colleagues
and I met with the core group to review the status
of the situation. A few minutes before the start of
the scheduled 10:00 a.m. meeting, one of the core
group firms told me that an investor group would
make an offer to acquire the Long-Term porttolio. I
called one of the representatives of the investor group
to confirm this development. The offer was sub-
sequently conveyed to Long-Term Capital by that
investor group, and a response was requested by
12:30 p.m.

After a brief consultation with the core group, I
decided that the effort to proceed with the consortium
approach needed to be suspended for a short time
until the alternative offer could be considered. As
noted earlier, the consortium approach was seen as
a “last resort.” Consequently, the meeting about
the consortium approach was adjourned at about
10:50 a.m., to reconvene at 1:00 p.m.

At 12:30 p.m., I learned that the alternative offer
had not been accepted and would not be extended.
Shortly after 1:00 p.m., the meeting about the consor-
tium approach resumed. This was now the only solu-
tion being pursued. During the next five hours, the
private-sector participants discussed every aspect of
the terms and conditions. At the end of that discus-
sion, fourteen banks and securities firms agreed to
participate in the recapitalization, with three firms

contributing smaller amounts than the other eleven.
Two firms declined to participate.

I want to emphasize a few points. First, this was a
private-sector solution to a private-sector problem,
involving an investment of new equity by Long-Term
Capital’s creditors and counterparties. Second,
although some have characterized this as a “bailout,”
control of the Long-Term portfolio passed over to
this fourteen firm creditor group, and the original
equity holders have taken a severe hit. Finally, no
Federal Reserve official pressured anyone, and no
promises were made. Not one penny of public money
was spent or committed.

ISSUES THAT SHOULD CONCERN US

It is far too early to state categorically the lessons to
be learned from Long-Term Capital. What I can say
is that we are focused on three specific issues, all
relating to leverage and how we are able to observe it
through the eyes of our bank examiners. Let me
emphasize, yet again, that the Federal Reserve has no
regulatory authority over hedge funds and no regula-
tory authority over Long-Term Capital.

The first issue relates to credit analysis. Our super-
visory guidance generally, and with respect to hedge
funds specifically, stresses the importance of know-
ing the borrower and the business purpose of the
borrower’s transactions. In 1994, the Federal Reserve
issued a supervisory letter emphasizing the impor-
tance of financial analysis of counterparties, includ-
ing hedge funds, which can quickly adjust their risk
profile. There is a question whether adequate credit
analysis was performed by creditors of Long-Term
Capital, which needs to be examined carefully during
the next few weeks. If credit analysis was deficient,
we need to learn how and why before we can make
pronouncements that will avoid repetition of our
Long-Term Capital experience.

The second issue relates to derivatives activities
and a concept called future potential exposure, which
is a measure of the likely price movements based on
recent years’ experience. With respect to derivatives,
the current market value is captured by financial
statements prepared in accordance with generally
accepted accounting principles, but not the potential
future exposure. To fully understand the degree and
effect of leverage in Long-Term Capital’s derivatives-
related strategies, it would have been necessary to
measure the potential future exposure in a rigorous
and conservative manner. Whether sufficient informa-
tion was made available to Long-Term Capital’s
counterparties, including its banks, and adequately
analyzed by those counterparties remains to be seen.
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A third question concerns stress-testing in the
credit analysis of hedge funds and the structuring
of margin agreements. Stress-testing simulates the
effects on a portfolio if many asset relationships
simultaneously move adversely far beyond historical
observation. We recognize that stress-testing is a
developing discipline, but it is clear that adequate
testing was not done with respect to the financial
conditions that precipitated Long-Term Capital’s
problems. In a recent supervisory letter on credit
underwriting generally, we emphasized the impor-
tance of stress-testing. Effective risk management in
a financial institution requires not only modeling but
models that can test the full range of financial trans-

actions across all kinds of adverse market devel-
opments. Whether such models existed and, if so,
whether they were effective are issues that we need to
address.

In the aftermath of Long-Term Capital, we need to
pursue these leverage-related issues, and others, in
conjunction with our colleagues at the Federal Finan-
cial Institutions Examination Council. The insights
that we gain should be of value to bank supervisors
and for the study of the Long-Term Capital matter
that is to be done by the President’s Working Group
on Financial Markets, announced by Secretary Rubin
last Friday.

Statement by Theodore E. Allison, Assistant to the
Board, Board of Governors of the Federal Reserve
System, before the Subcommittee on Domestic and
International Monetary Policy, Commiitee on Bank-
ing and Financial Services, US. House of Represen-
tatives, October 8, 1998.

Thank you for the opportunity to comment on the
implications for the demand for Federal Reserve
notes that are likely to follow from the issuance
of euro bank notes, which will—early in the next
decade—replace the mnational currency notes of
eleven participating nations in Europe.! You have
asked the Federal Reserve to address both the overall
impact of euro bank notes on the demand for U.S.
currency and, in particular, what impact the issuance
of higher-denomination euro notes might have.

PLANS FOR THE EURO

Eleven member countries of the European Union are
planning to adopt the euro as a single currency, which
will be issued in eight coin denominations—2, 5, 10,
20, and 50 euro cents, 1 euro, and 2 euros—and
seven-note denominations—35, 10, 20, 50, 100, 200,
and 500 euros. The value of the euro in relation to
other currencies, including the dollar, will not be
known until January 1, 1999, but it is likely to be
near the value of the European currency unit (ECU),
which is now about $1.20. (The ECU is a currency
basket whose value is based on the currencies of the
eleven euro participants, as well as the Danish krone,
the Greek drachma, and the British pound sterling,

1. The eleven participating countries are Austria, Belgium, Fin-
land, France, Germany. Ireland, Italy, Luxembourg, the Netherlands,
Portugal, and Spain.

whose issuers will not initially be among the euro
group.) Thus, the value of the two highest euro
notes—200 and 500—will be about $240 and $600
respectively.

Euro notes and coins will be introduced on Jan-
uary 1, 2002, and will be exchanged for the bank
notes of the individual countries during the following
six months. Bank notes denominated in German
marks, French francs, and the like will cease to be
legal tender on July 1, 2002.2

THE USE OF US. CURRENCY OUTSIDE THE
UNITED STATES AND ASSOCIATED BENEFITS

For most of this century, U.S. currency has been used
outside this country as a store of value by people
facing economic and political uncertainty. The
Board’s staff estimates, for example, that, as far back
as 1960, a bit less than half of all U.S. currency in
circulation was held abroad. That proportion has
grown steadily over the past four decades and has
accelerated during the 1990s. We believe that as
many as two-thirds of all Federal Reserve notes in
circulation—perhaps $250 billion to $300 billion—
are now held abroad.?

The main force behind the recent increase in the
holding and use of U.S. currency abroad has been
the opening up and privatizing of previously state-
dominated economic systems—chiefly in the former
Soviet bloc but also in Latin America and numerous
Asian countries. In many of these transition econo-

2. More information on the euro can be found at the Internet site
http://europa.eun.int/euro/html/entry html maintained by the European
Commission.

3. The U.S. dollar is not the only currency that circulates interna-
tionally. The German mark, for example, is held fairly widely outside
Germany.
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mies, citizens and small businesses still face unstable
local currencies and underdeveloped banking and
payment systems. Under these conditions, it becomes
difficult to save, to make business-to-business trans-
actions, and to buy and sell a range of consumer
goods. As a result, many residents of transition
economies have chosen to carry out critical and large
saving and transaction functions in a “hard” cur-
rency, very often U.S. dollars.

The availability of U.S. currency in these econo-
mies is of value to the people there, as demonstrated
by the large quantity used. The functions of saving
and making business transactions efficiently are
essential to the improvement of economic conditions
and living standards.

The United States also benefits from the use of its
currency outside the country. The ease with which
dollars can be spent in many places around the globe,
for example, is a convenience for U.S. travelers.
Moreover, the U.S. Treasury earns income on all of
the currency in circulation—including that which
is held outside the country—in the form of interest
on assets that are held by the Federal Reserve as a
consequence of the currency having been issued. The
$250 billion to $300 billion of Federal Reserve notes
that appear to be in use outside the United States earn
the Treasury and the U.S. taxpayers about $12 billion
to $15 billion per year.

THE HISTORY OF LARGE-DENOMINATION
NOTES IN THE UNITED STATES

Notes of $500, $1,000, $5,000, and $10,000 were
first authorized in 1918, primarily for interbank trans-
actions. In 1946, with demand for the notes declin-
ing, printing of new notes of these denominations
was discontinued, and in 1969, the Treasury Depart-
ment and the Federal Reserve decided to discontinue
their issuance as well.

Since 1969, all high-denomination notes that have
been deposited at the Federal Reserve have been
destroyed. The Secretary of the Treasury, however,
retains the authority to have printed, and the Federal
Reserve the authority to issue, notes in all four high
denominations.

IMPLICATIONS OF THE EURO FOR THE
DEMAND FOR FEDERAL RESERVE NOTES

The availability of euro notes will reduce the use of
dollars outside the United States, to some extent, for
a variety of good reasons. Some U.S. cusrency is used
within the euro area to facilitate travel to other coun-

tries. For example, a Finnish family headed for a
vacation on the Costa del Sol might convert some
Finnish markkas into doliars before leaving home,
both because the dollars are more likely to be
accepted in Spain, without having to be converted,
than would be markkas and because, when the dollars
are converted to pesetas, the exchange transactions
involved—markkas to dollars and then dollars to
pesetas—may involve a lower cost overall than a
single markkas-to-pesetas transaction conducted in
either Finland or Spain. Beginning in 2002, the Finn-
ish family will, of course, find its local currency—the
euro—used in Spain as well. That development will
improve efficiency, and we should be glad to see it,
even though the United States will experience some
reduction in income as a result. Outside the euro area,
some substitution of euros for dollars may take place,
especially in eastern Europe, if the cost to banks and
currency exchanges of acquiring euros is lower than
the cost of acquiring dollars and if the cost advantage
is reflected in better exchange rates to citizens and
business firms.

In general, however, dollar currency has a lot going
for it as a store of value in areas with unstable
political or economic environments. It is accepted
and readily available in most parts of the world. The
United States has never recalled any outstanding
notes, so holders are confident that their dollars will
always be accepted. The United States has a strong
history of political stability, and the dollar has held its
value reasonably well over a long period. Our finan-
cial institutions and markets are highly regarded.
As a consequence, the worldwide demand for dollar
notes is based on an unusually favorable combination
of wide acceptability, political and financial continu-
ity, and esteem.

The euro may in time earn a similar kind of status.
It seems likely, however, that any major substitution
of euros for dollars as a trusted store of value would
take place fairly gradually.

Nevertheless, there are two aspects of the foreign
demand for hard currency notes that could hasten
somewhat a substitution of euro notes for dollars.
The first would be the availability of higher-
denomination euro notes, which could make euros
more convenient and efficient than dollars for some
transactions. The second would be a public percep-
tion that dollar notes are significantly less secure
against counterfeiting.

THE ROLE OF HIGH-DENOMINATION NOTES

If the $100 note remains our highest denomination, it
does seem plausible that some users would find the
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high-denomination euro notes more efficient and
would shift some currency holdings from $100 notes
to 200 and 500 euro notes. The magnitude is impos-
sible to predict, but the heavy concentration of U.S.
currency in $100 notes, as shown in table 1, suggests
that there may be some unmet demand for a more
efficient and convenient higher denomination.*

The efficiency with which U.S. currency could be
shipped and stored would be increased fivefold to the
extent that $500 notes were used in place of
$100 notes. Likewise, the availability of a $500 note
would reduce transaction times in the substantial
number of large-value transactions that are conducted
in $100 bills in many “dollarized” economies—most
notably sales of real estate and consumer durable
goods such as automobiles. And some households
would find higher-denomination U.S. currency more
efficient for saving.

The United States does not issue currency to gener-
ate revenue (but rather to meet the convenience and
needs of the public), and it neither promotes the use
of dollars internationally nor competes with other
issuers in this regard. Nonetheless, the demand for
dollars from abroad does provide significant benefits
to the United States, and if making the use of U.S.
currency more efficient and convenient for foreign
users by reissuing the $500 note could help preserve
those benefits, that would be an argument for doing
$O.

We doubt that $500 notes and $1,000 notes would
improve convenience or efficiency to any significant
degree within the United States. Research at the
Federal Reserve suggests that, with the availability of
a $500 note, domestic cash holdings might rise some-
what, with an attendant increase in Treasury revenue,
but any such effect is likely to be small.

4. The attachment to this statement is available from Publications
Services, Mail Stop 127, Board of Governors of the Federal Reserve
System, Washington, DC 20551, and on the Board’s site on the World
Wide Web (http:/federalreserve.gov).

There are public policy arguments against reissu-
ing the $500 note, particularly because any efficiency
gains, such as lower shipment and storage costs,
would accrue not only to legitimate users of dollar
notes but also to money launderers, tax evaders, and a
variety of other lawbreakers who use currency in
their criminal activity. While it is not at all clear that
the volume of illegal drugs sold or the amount of tax
evasion would necessarily increase just as a conse-
quence of the availability of a larger-denomination
bill, it no doubt is the case that, if wrongdoers were
provided with an easier mechanism to launder their
funds and hide their profits, enforcement authorities
could have a harder time detecting certain illicit
transactions occurring in cash. Consequently, we
believe that the law enforcement community should
be consulted in any final decision about reissuing
$500 notes.

THE PERCEPTION OF SECURITY AGAINST
COUNTERFEITING

A second, and potentially important, consideration
for people around the globe who now keep their
savings and business working capital in U.S. cur-
rency, and who might consider using an alternative,
is likely to be their perception of the relative security
of notes against counterfeiting. The fear of taking a
possible loss on a $100 bill could be an inducement
to use an alternative currency if the alternative were
perceived as being less susceptible to counterfeiting.

This is not the subject of your hearing, and I won’t
spend more time on it except to note that (a) the
interagency committee on Advanced Counterfeit
Deterrence is seriously studying further possible
design improvements, especially for the $100 note
and $50 note, and (b) if the $500 note were issued
again, it would have to be seen as highly secure in
order to be accepted. O
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Announcements

REDUCTION IN THE DISCOUNT RATE

The Federal Reserve on October 15, 1998, announced
the following set of policy actions:

» The Board of Governors approved a reduction in
the discount rate by 25 basis points from 5 percent to
4%4 percent.

* The federal funds rate is expected to fall 25 basis
points from around 5% percent to around 5 percent.

Growing caution by lenders and unsettled condi-
tions in financial markets more generally are likely
to be restraining aggregate demand in the future.
Against this backdrop, further easing of the stance of
monetary policy was judged to be warranted to sus-
tain economic growth in the context of contained
inflation.

In taking the discount rate action, the Board
approved requests submitted by the Boards of Direc-
tors of the Federal Reserve Banks of New York,
Philadelphia, Atlanta, Chicago, St. Louis, Minneapo-
lis, Kansas City, and San Francisco. Subsequently,
the Board approved actions by the Boards of Direc-
tors of the Federal Reserve Bank of Boston, also
effective October 15, and by the Boards of Directors
of the Federal Reserve Banks of Cleveland, Rich-
mond, and Dallas, effective October 16. The discount
rate is the interest rate that is charged depository
institutions when they borrow from their District
Federal Reserve Banks.

APPOINTMENTS OF CHAIRMEN AND
DEPUTY CHAIRMEN OF THE
TWELVE FEDERAL RESERVE BANKS

The Federal Reserve Board on October 19, 1998,
announced the appointments of chairmen and deputy
chairmen of the twelve Federal Reserve Banks for
1999.

Each Reserve Bank has a board of directors of nine
members. The Board of Governors in Washington
appoints three of these directors and designates one
of its appointees as chairman and a second as deputy
chairman.

Following are the names of the chairmen and
deputy chairmen appointed by the Board for 1999:

Boston

William C. Brainard, Professor, Department of Economics,
Yale University, New Haven, Conn., renamed
Chairman.

William O. Taylor, Chairman and Chief Executive Officer,
Globe Newspaper Company, Boston, Mass., renamed
Deputy Chairman.

New York

John C. Whitehead, Former Chairman, Goldman Sachs &
Co., New York, N.Y., renamed Chairman.

Deputy Chairman—To be announced.

Philadelphia

Joan Carter, President and Chief Operating Officer, UM
Holdings Ltd., Haddonfield, N.J., renamed Chairman.

Charisse R. Lillie, Partner, Ballard Spahr Andrews &
Ingersoll, Philadelphia, Pa., renamed Deputy
Chairman.

Cleveland

G. Watts Humphrey, Jr., President, GWH Holdings, Inc.,
Pittsburgh, Pa., renamed Chairman.

David H. Hoag, Chairman and Chief Executive Officer,
The LTV Corporation, Cleveland, Ohio, renamed
Deputy Chairman.

Richmond

Claudine B. Malone, President, Financial & Management
Consulting, Inc., McLean, Va., renamed Chairman.

Jeremiah J. Sheehan, Chairman and Chief Executive
Officer, Reynolds Metals Company, Richmond, Va.,
named Deputy Chairman.

Atlanta

John F. Wieland, President, John Wieland Homes, Inc.,
Atlanta, Ga., named Chairman.

Paula Lovell, President, Lovell Communications, Inc.,
Nashville, Tenn., named Deputy Chairman.

Chicago

Lester H. McKeever, Ir., Managing Partner, Washington,
Pittman & McKeever, Chicago, 1ll., renamed
Chairman,

Arthur C. Martinez, Chairman and Chief Executive Officer,
Sears, Roebuck and Co., Hoffman Estates, I11.,
renamed Deputy Chairman.
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St. Louis

Susan S. Elliott, Chairman and Chief Executive Officer,
Systems Service Enterprises, Inc., St. Louis, Mo.,
named Chairman.

Charles W. Mueller, Chairman, President, and Chief
Executive Officer, Ameren Corporation, St. Louis,
Mo., named Deputy Chairman.

Minneapolis

David A. Koch, Chairman, Graco Inc., Plymouth, Minn.,
renamed Chairman.

James J. Howard, Chairman, President, and Chief
Executive Officer, Northern States Power Company,
Minneapolis, Minn., renamed Deputy Chairman.

Kansas City

Jo Marie Dancik, Area Managing Partner, Ernst & Young
LLP, Minneapolis, Minn., renamed Chairman.

Terrence P. Dunn, President and Chief Executive Officer,
J.E. Dunn Construction Company, Kansas City, Mo.,
renamed Deputy Chairman.

Dallas

Roger R. Hemminghaus, Chairman and Chief Executive
Officer, Ultramar Diamond Shamrock Corp.,

San Antonio, Tex., renamed Chairman.

James A. Martin, General Vice President, International
Association of Bridge, Structural, Ornamental and
Reinforcing Iron Workers, Austin, Tex., renamed
Deputy Chairman.

San Francisco

Gary G. Michael, Chairman and Chief Executive Officer,
Albertson’s, Inc., Boise, Ida., renamed Chairman.

Nelson C. Rising, President and Chief Executive Officer,
Catellus Development Corporation, San Francisco,
Calif., named Deputy Chairman.

DESIGNATION OF A PRIMARY DEALER
CONTROLLED BY A DUTCH FIRM

Under the Primary Dealers Act of 1988, the Federal
Reserve may not designate, or permit the continua-
tion of the designation as, a primary dealer of any
person of a foreign country if that person’s home
country does not grant to U.S. companies the same
competitive opportunities in the underwriting and
distribution of government debt instruments issued
by such country as such country accords to its domes-
tic companies. A ‘“person of a foreign country”
includes any foreign individual or company that
directly or indirectly controls a primary dealer.
Accordingly, in connection with a Dutch company’s
recent acquisition of a U.S. company for which it
sought primary dealer status, the Federal Reserve
Board and the Federal Reserve Bank of New York

determined that U.S. companies are accorded national
treatment in their access to the government securities
market of the Netherlands. This determination was
made after staff members of the Federal Reserve
Board and of the Federal Reserve Bank of New York
conducted a comprehensive study of the characteris-
tics of the Dutch government securities market.

The Federal Reserve previously completed com-
prehensive studies of the characteristics of five other
government securities markets—in the United King-
dom, Japan, Switzerland, Germany, and France.
Favorable determinations were made by the Federal
Reserve under the Primary Dealers Act for the United
Kingdom and Japan in August 1989, for Switzerland
in December 1989, for Germany in December 1990,
and for France in September 1992,

The Federal Reserve will continue to monitor
developments in these markets on an ongoing basis to
ensure that the requirements of the Primary Dealers
Act continue to be met as the markets change over
time.

Copies of the report on the Dutch government
securities market are available from Publications Ser-
vices, Mail Stop 127, Board of Governors of the
Federal Reserve System, Washington DC 20551.

DEVELOPMENT OF PROCEDURES FOR
MANAGING CHANGES TO FEDERAL RESERVE
INFORMATION SYSTEMS IN 1999 AND THE
FIRST QUARTER OF 2000

The Federal Reserve Board on October 13, 1998,
announced procedures to manage changes to its infor-
mation systems in 1999 and the first quarter of 2000.
The procedures for change management were devel-
oped in conjunction with the Federal Reserve’s Cen-
tury Date Change Project. The procedures establish
guidelines to limit Federal Reserve policy and opera-
tional changes as well as internal hardware and soft-
ware changes during late 1999 and early 2000.

The Federal Reserve plans to complete renova-
tion and testing of its critical information systems
by year-end 1998. Subsequent changes to Federal
Reserve policies, rules, regulations, and services
could impair the Year 2000 readiness of critical infor-
mation systems. The procedures are designed to bal-
ance the need to support changes to critical business
processes with the need to limit changes to informa-
tion systems during this critical period.

Governor Edward W. Kelley, Jr., Chairman of the
Federal Reserve Board’s Committee on Federal
Reserve Bank Affairs, stated the following:
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By limiting these changes to its systems, the Federal
Reserve will also minimize changes that its customers
could be required to make to their applications that inter-
face with Federal Reserve System software. In addition,
we intend to coordinate our activities with other institu-
tions that typically generate policy and operational changes
in the financial industry.

In that spirit, the Federal Reserve will disseminate
its guidelines to assist other organizations that estab-
lish rules, regulations, and standards for the financial
services industry.

A summary of the change management procedures
is available from Publications Services, Mail Stop
127, Board of Governors of the Federal Reserve
System, Washington, DC 20551.

ISSUANCE OF AN INTERPRETATION OF THE
BASLE FRAMEWORK FOR CAPITAL ADEQUACY

The Basle Committee on Banking Supervision (Basle
Committee) on October 27, 1998, issued an interpre-
tation of the Basle framework for capital adequacy
(Basle Accord) regarding instruments eligible for
inclusion in tier 1 capital.

The committee noted that the interpretation will be
subject to review as part of a broader effort already
under way to reassess the present framework for
evaluating banks’ capital adequacy.

The governors of the central banks of the Group
of Ten countries endorsed the Basle Accord, which
applies to internationally active banks, in 1988.

The interpretation reaffirms that the common share-
holders’ equity is the key element of capital and
should be the predominant form of a bank’s tier 1
capital under the Basle Accord. The interpretation
emphasizes the important role public disclosure plays
in ensuring that the integrity of capital is maintained.

In this regard, the committee notes the need for
banks to publicly disclose each component of tier 1
capital and its main features. Such disclosure is con-
sistent with a report entitled Enhancing Bank Trans-
parency, which the Basle Committee released in Sep-
tember 1998,

The interpretation states that the committee has
determined that minority interest in equity accounts
of consolidated subsidiaries that take the form of
special purpose vehicles may be included in tier 1
provided they meet certain minimum criteria. These
criteria include permanence, deferrability of distribu-
tions on a noncumulative basis, and ability to absorb
losses within the bank on a going-concern basis.

Further, the committee has determined that moder-
ate step-ups after a minimum of ten years are an

acceptable feature in a tier 1 instrument. Issuances of
instruments with such a feature, however, are limited
to 15 percent of tier 1 capital to avoid undue reliance
on innovative noncommon instruments in tier 1.

The Federal Reserve will make a determination as
to how to implement the Basle interpretation with
regard to U.S. banks after consulting with the other
regulatory agencies for federal financial institutions.

With regard to bank holding companies, the Fed-
eral Reserve notes that by its terms, the Basle Accord
applies to internationally active banks but states that
ownership structures should not be allowed to
weaken capital positions of banks.

Since the inception of the Basle Accord, U.S. bank
holding companies, entities that are legally separate
from banks, have been subject to a risk-based capital
regime that is identical to the Basle Accord, with
the exception that holding companies are allowed
to include cumulative preferred stock in tier 1 on a
limited basis.

Consistent with the principles that common equity
should be the predominant component of tier 1 capi-
tal and that ownership structures should not weaken
bank capital positions, state member banks and bank
holding companies generally have been expected to
maintain risk-based capital ratios above Basle mini-
mums, without reliance on preferred stock.

State member banks and bank holding companies
disclose the components of their capital positions in
sufficient detail to allow analysts and supervisors
to calculate capital ratios on many different bases,
including the Basle capital standard. The Federal
Reserve has no plans to change these policies and
practices.

The Basle Committee’s press release and its report
on Enhancing Bank Transparency, can be obtained
from the Internet (http://www.bis.org) or from the
Basle Committee Secretariat at the Bank for Interna-
tional Settlements.

ISSUANCE OF A POLICY PAPER BY THE BASLE
COMMITTEE

As part of its ongoing work to improve the transpar-
ency of banking organizations, the Basle Commit-
tee on Banking Supervision (Basle Committee) has
issued a policy paper entitled Sound Practices for
Loan Accounting, Credit Risk Disclosure and Related
Matters. Once finalized, the Basle Committee policy
paper will represent the first comprehensive inter-
national supervisory guidance on sound practices
for loan-loss allowances, accounting for troubled
loans, and related credit risk disclosures of banking
organizations.
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The policy paper presents guidance on sound prac-
tices through the discussion of twenty-five principles.
The paper provides guidance on sound practices with
respect to key loan accounting issues, such as the
initial recognition and measurement of loans, subse-
quent measurement of impaired loans, the establish-
ment of loan-loss allowances, income recognition,
and issues relating to troubled debt restructurings.
Moreover, the paper presents sound disclosure prac-
tices for loan portfolios, troubled loans, loan-loss
allowances, and related credit risk management prac-
tices. The paper concludes with a brief discussion of
the role of supervisors in assessing a bank’s manage-
ment of asset quality and the adequacy of loan-loss
allowances.

The paper has been issued by the Basle Committee
as a proposal for public comment, with comments
requested by March 15, 1999, The Basie Commit-
tee’s press release and paper can be obtained from
the Internet (http://www.bis.org) or from the Basle
Committee Secretariat at the Bank for International
Settlements.

ENFORCEMENT ACTIONS

The Federal Reserve Board on October 15, 1998,
announced the issuance of an Order of Prohibition
against Jerome C. Bechstein, the former President,
Chief Executive Officer, and a Director of the former
Towne Bank, Perrysburg, Ohio, and the bank’s
former bank holding company, Towne Bancorp, Inc.

Mr. Bechstein, without admitting to any allega-
tions, consented to the issuance of the Order due to
his alleged participation in violations of law and
unsafe or unsound practices regarding the lending
function at the Towne Bank.

On October 15, 1998, the Federal Reserve Board
announced the issuance of an Order of Prohibition
against Lois A. Brigham, the former Senior Vice
President and a Director of the former Towne Bank,
Perrysburg, Ohio, and the bank’s former bank hold-
ing company, Towne Bancorp, Inc.

Ms. Brigham, without admitting to any allegations,
consented to the issuance of the Order due to her
alleged participation in violations of law and unsafe
or unsound practices regarding the lending function
at the Towne Bank.

AVAILABILITY OF REVISED LISTS OF OVER-THE-
COUNTER STOCKS AND OF FOREIGN STOCKS
SUBJECT TO MARGIN REGULATIONS

The Federal Reserve Board published on October 23,
1998, a revised list of over-the-counter (OTC) mar-

ket stocks that meet the margin criteria in Regula-
tion T (Credit by Brokers and Dealers). Also pub-
lished was a complete edition of the list of foreign
equity securities that meet the margin criteria in
Regulation T. The lists were effective November 9,
1998, and supersede the previous lists published
effective August 10, 1998.

The changes that have been made to the revised
OTC List, which now contains 4,745 OTC stocks, are
as follows:

 Ninety-three stocks have been included for the
first time, seventy-five under National Market System
(NMS) designation

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

* One hundred fourteen stocks have been removed
for reasons such as listing on a national securities
exchange or involvement in an acquisition.

The OTC list will expire on January 1, 1999. After
January 1, 1999, all stocks trading in the NASDAQ
Stock Market will be marginable at brokers and
dealers.

The foreign list is composed of those foreign equity
securities that have been found to meet the criteria in
section 220.11 of Regulation T. Effective April 1,
1998, foreign stocks that have a “ready market” for
purposes of the Securities and Exchange Commis-
sion’s (SEC) net capital rule are also eligible for
margin treatment at broker—dealers. The SEC effec-
tively treats all stocks included on the Financial
Times/Standard & Poor’s Actuaries World Indices as
having a “‘ready market” for capital purposes. The
revised foreign list now contains ninety-one stocks
displayed in order of country. There were three dele-
tions from the list, and there were no additions.

It is unlawful for any person to cause any represen-
tation to be made that inclusion of a stock on the
OTC list or the foreign list indicates that the Board or
the SEC has in any way passed upon the merits of
any such stock or transaction therein. Any references
to the Board in connection with these lists or any
stocks thereon in any advertisement or similar com-
munication 1s unlawful.

AVAILABILITY OF A VIDEOTAPE ON RESOURCES
FOR BUSINESSES OWNED BY WOMEN

The Federal Reserve announced on November 2,
1998, the production of a videotape designed to
heighten awareness among lenders about the business
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opportunities available to them in lending to busi-
nesses owned by women.

Businesses owned by women represent one of the
fastest-growing sectors of the nation’s economy.
Between 1987 and 1996, the number of women-
owned businesses grew 78 percent nationwide, out-
pacing overall business growth by nearly two to one.

Through testimonials, the videotape entitled 7o
Their Credit: Women-Owned Businesses features
successful women business owners describing their
experiences in obtaining bank credit. To potential
entrepreneurs, the tape stresses the need for future
commercial borrowers to build a relationship with the
lender and to have a comprehensive business plan
prepared before approaching a lender. To potential
lenders, the tape focuses on the profitability that this
fast-growing segment of the economy offers financial
institutions.

During the thirty-minute program, future women
entrepreneurs should recognize the many informa-

tional resources available to help them including the
following:

* Women’s Business Development Centers

¢ Small Business Administration Women’s Busi-
ness Centers

* Community Affairs Offices at Federal Reserve
Banks.

The videotape is available through FVS Media for
a nominal fee. To order a copy by telephone, the
number is 800-555-5471.

CHANGE IN BOARD STAFF

The Federal Reserve Board announced the retire-
ment, after thirty-three years of service, of Peter A.
Tinsley, Deputy Associate Director in the Division of
Research and Statistics, effective in September. O
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Minutes of the

Federal Open Market Committee Meeting

Held on August 18, 1998

A meeting of the Federal Open Market Committee
was held in the offices of the Board of Governors of
the Federal Reserve System in Washington, D.C., on
Tuesday, August 18, 1998, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson
Mr. Gramlich
Mr. Hoenig
Mr. Jordan
Mr. Kelley
Mr. Meyer
Ms. Minehan
Mr. Poole
Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and Stern,
Alternate Members of the Federal Open Market
Committee

Messrs. Guynn and Parry, Presidents of the Federal
Reserve Banks of Atlanta and San Francisco
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Cecchetti, Dewald, Hakkio, Lindsey,
Simpson, Sniderman, and Stockton, Associate
Economists

Mr. Fisher, Manager, System Open Market Account

Mr. Ettin, Deputy Director, Division of Research and
Statistics, Board of Governors

Messrs. Madigan and Slifman, Associate Directors,
Divisions of Monetary Affairs and Research and
Statistics respectively, Board of Governors

Mr. Hooper and Ms. Johnson, Associate Directors,
Division of International Finance., Board of
Governors

Mr. Reinhart, Deputy Associate Director, Division of
Monetary Affairs, Board of Governors

Mr. Struckmeyer, Assistant Director, Division of
Research and Statistics, Board of Governors

Ms. Low, Open Market Secretariat Assistant,
Division of Monetary Affairs, Board of
Governors

Ms. Strand and Mr. Varvel, First Vice Presidents,
Federal Reserve Banks of Minneapolis and
Richmond respectively

Messrs. Beebe, Goodfriend, and Rosenblum, Senior
Vice Presidents, Federal Reserve Banks of
San Francisco, Richmond, and Dallas
respectively

Messrs. Bolwell, King, Kopcke, Meyer, and Sullivan,
Vice Presidents, Federal Reserve Banks of
New York, Atlanta, Boston, Philadelphia, and
Chicago respectively

Mr. Weber, Senior Research Officer, Federal Reserve
Bank of Minneapolis

By unanimous vote, the minutes of the meeting
of the Federal Open Market Committee held on
June 30-July 1, 1998, were approved.

The Manager of the System Open Market Account
reported on developments in foreign exchange mar-
kets during the period since the previous meet-
ing. There were no open market operations in for-
eign currencies for the System’s account during
this period, and thus no vote was required of the
Committee.

The Manager also reported on developments in
domestic financial markets and on System open mar-
ket transactions in government securities and federal
agency obligations during the period July 1, 1998,
through August 17, 1998. By unanimous vote, the
Committee ratified these transactions.

The Committee then turned to a discussion of the
economic and financial outlook and the implementa-
tion of monetary policy over the intermeeting period
ahead. A summary of the economic and financial



1063

information available at the time of the meeting and
of the Committee’s discussion is provided below,
followed by the domestic policy directive that was
approved by the Committee and issued to the Federal
Reserve Bank of New York.

The information reviewed at this meeting sug-
gested that domestic final demand continued to
expand at a robust pace. However, increases in con-
sumer spending and business investment seemed to
be moderating somewhat after very large gains ear-
lier in the year, and inventory investment had slowed
markedly. Net exports remained weak as a result of
the persisting turmoil in Asian economies. The strike
at General Motors had damped overall economic
activity temporarily, but total payroll employment
continued to trend upward, and labor markets
remained extremely tight. Despite the pressures on
labor resources, trends in wages and prices had
remained stable in recent months.

Nonfarm payroll employment expanded further
in July even though manufacturing payrolls plunged
in association with the General Motors strike; job
growth remained strong in most nonmanufacturing
sectors. Construction employment continued to
increase at about the brisk pace recorded over the first
half of the year, and hiring in retail trade surged. The
expansion of jobs in the services industry slowed
considerably in July, but this partly reflected a decline
in temporary help jobs related to the GM strike. The
ctvilian unemployment rate was unchanged in July at
4.5 percent.

Industrial production declined considerably in June
and July. Abstracting from the effects of the GM
strike, manufacturing output fell slightly over the
June—July period after having recorded moderate
gains on average in earlier months of the year; pro-
duction of business equipment expanded briskly in
June and July, while the output of consumer goods
and materials weakened. The rate of utilization of
manufacturing capacity was down appreciably in
June and July, mostly reflecting the effects of the GM
strike.

Total nominal retail sales fell in July after having
risen at a rapid pace in the first half of the year. A
sharp contraction in spending for motor vehicles,
reflecting the termination at midyear of sales incen-
tives offered by the Big Three automakers and shrink-
ing inventories at GM dealers, more than accounted
for the drop in July. Non-auto-related outlays contin-
ued on a robust upward trend, with gains evident in
all major categories. Sales increases were particularly
large at furniture and appliance stores and apparel
outlets. In the housing sector, both demand and con-
struction activity remained strong. Starts of single-

family units edged down in May but rebounded in
June. Sales of new homes were at an all-time high in
June, and sales of existing homes were only a little
below the record level reached in March of this year.
With sales robust, the inventory of unsold new homes
remained low.

Growth of business fixed investment slowed in the
second quarter as the pace of business spending for
durable equipment moderated considerably from the
exceptionally strong rate of earlier in the year. None-
theless, outlays for computer and communications
equipment continued to expand rapidly in the second
quarter, and purchases of other capital goods rose
briskly. Available information suggested that growth
in business spending on capital goods likely would
slow further in the months ahead. In contrast to the
strength in equipment spending, expenditures on non-
residential building declined further in the second
quarter, and available indicators pointed to a mixed
outlook for this sector in coming months.

Business inventory investment slowed sharply in
the second quarter, owing in substantial measure to a
runoff of motor vehicle inventories at the wholesale
and retail levels. In manufacturing, stockbuilding
slowed somewhat in the second quarter, and the
stock—shipments ratio at the end of the quarter
remained close to the low level that had prevailed
over the past year. Wholesale inventories changed
little on balance in the second quarter as a sizable
decline in motor vehicle stocks offset a buildup of
non-auto durable goods; in June, the aggregate
inventory—sales ratio for this sector was at the upper
end of its narrow range for the past year. At the retail
level, a drop in inventories of motor vehicles in the
second quarter more than offset a small increase
in stocks at non-auto retailers, and the aggregate
inventory—sales ratio in June was a little below the
lower end of its range for the past year.

The nominal deficit on U.S. trade in goods and
services widened substantiaily further in the second
quarter; the value of exports of goods and services
declined for a second straight quarter, while the value
of imports continued to rise, though at a somewhat
reduced pace. Much of the decline in exports in the
second quarter was in capital goods, but there also
were noticeable decreases in most other major trade
categories. The increase in imports was concentrated
in imported consumer goods, aircraft, and steel. Eco-
nomic activity in most of the major foreign industrial
countries continued to expand, though at a slower
rate, in the second quarter. In Japan, however, eco-
nomic activity appeared to have contracted sharply
further in the second quarter. In most other Asian
economies, currencies and equity prices were under
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downward pressure, and in Russia, asset values plum-
meted in often disorderly markets. Risk spreads on
dollar-denominated debt widened substantially, not
only in Russia but for Latin American issuers as well.

Price and wage inflation had remained relatively
stable in recent months. Both the overall CPI and the
CPI excluding food and energy items rose slightly on
balance in June and July; a small rise in food prices
offset a noticeable decline in energy prices over the
two-month period. For the twelve months ended
in July, the core CPI registered a slightly smaller
increase than it had in the year-earlier period, partly
reflecting lower prices for new motor vehicles. Pro-
ducer prices of finished goods changed little on bal-
ance in June and July; a sizable drop in the prices of
energy products over the June—July period more than
offset a modest rise in core producer prices. For the
year ended in July, core producer prices rose some-
what more than in the year-earlier period, reflecting
larger increases in the prices of finished consumer
goods. Hourly compensation of private industry
workers rose in the second quarter at about the aver-
age rate for the previous two quarters. For the year
ended in June, however, hourly compensation picked
up significantly from the year-earlier period; the
acceleration in compensation was evident in wages
and salaries and in benefits.

At its meeting on June 30-July 1, 1998, the Com-
mittee adopted a directive that called for maintaining
conditions in reserve markets that would be consis-
tent with the federal funds rate continuing to average
around 5% percent. With the balance of risks still
pointing to the possibility of rising inflation over
time, the Committee chose to retain an asymmetric
directive tilted toward a possible firming of reserve
conditions and a higher federal funds rate. The
reserve conditions associated with this directive were
expected to be consistent with moderate growth in
M2 and M3 over the months ahead.

Open market operations were directed throughout
the period since the meeting on June 30-July 1
toward maintaining the existing degree of pressure on
reserve positions, and the federal funds rate averaged
a little above the intended level of 5% percent. Most
other interest rates fell slightly on balance over the
intermeeting period in response to market assess-
ments that worsening conditions in Asia, Latin
America, and Russia portended slower growth in U.S.
output and inflation over an extended period ahead.
Declines in Treasury yields also reflected a continu-
ing flight toward safety and quality from the persist-
ing turbulence in foreign markets. In an atmosphere
of increasing concerns about the prospects for corpo-
rate carnings, share prices in U.S. equity markets

remained volatile and major indexes declined appre-
ciably on balance over the intermeeting period.

In foreign exchange markets, the trade-weighted
value of the dollar rose somewhat further over the
intermeeting period in relation to other major curren-
cies. The dollar changed little against the continental
European currencies, but it moved up strongly against
the Japanese yen and, to a lesser extent, the Canadian
dollar. The dollar’s rise in terms of the yen reflected
spreading pessimism regarding the Japanese govern-
ment’s ability to redress the problems of its troubled
banking system and provide fiscal stimulus adequate
to turn its economy around. The dollar’s advance
against the Canadian dollar occurred in the context of
continuing weakness in global commodity prices that
was weighing down that currency. The dollar also
appreciated slightly in terms of an index of the cur-
rencies of the developing countries of Latin America
and Asia that are important trading partners of the
United States.

After having expanded briskly in the second quar-
ter, M2 grew at a somewhat more moderate rate in
July, and M3 changed little. The deceleration in M2
reflected reduced inflows to retail money market
funds. The halt in the growth of M3 was associated
with a sharp runoff of large time deposits and out-
flows from institution-only money market funds trig-
gered by a temporary spike in interest rates on market
instruments around quarter-end. For the year through
July, both aggregates rose at rates well above the
Committee’s ranges for the year. Expansion of total
domestic nonfinancial debt appeared to have moder-
ated somewhat in recent months after a pickup earlier
in the year.

The staff forecast prepared for this meeting indi-
cated that economic activity would expand through
1999 at a pace somewhat below the estimated growth
of the economy’s potential. Reduced growth of for-
eign economic activity and the lagged effects of the
sizable earlier rise in the foreign exchange value
of the dollar were anticipated to place substantial
restraint on the demand for U.S. exports and to lead
to further substitution of imports for domestic prod-
ucts. Moreover, additional moderation in business
inventory investment would damp domestic produc-
tion as inventory accumulation was brought into bet-
ter balance with the forecast of a more moderate
trajectory of final sales. The staff analysis suggested
that the prospective gains in income coupled with the
earlier run-up in household wealth would support
further brisk, though gradually diminishing, gains in
consumer spending. Housing demand was expected
to remain relatively strong in the context of the
persisting favorable cash flow affordability of home
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ownership, though the slower income growth antici-
pated over the projection period would damp home-
building somewhat. Growth in business fixed invest-
ment would gradually moderate from the vigorous
pace of the first half of the year in response to smaller
increases in business sales and profits. Pressures on
labor resources were likely to diminish somewhat as
the expansion of economic activity slowed, but infla-
tion was expected to pick up gradually as a result of
an anticipated reversal of some of the decline in
energy prices this year.

In the Committee’s discussion of current and pro-
spective economic conditions, members focused on
the disparate forces that continued to shape trends in
economic activity, notably the persistence of consid-
erable strength in private domestic spending and the
damping influences stemming from foreign economic
developments. The latter seemed likely to be larger
than previously anticipated as financial turmoil in
some foreign economies had deepened and spread
and currently showed few signs of stabilizing. More-
over, equity prices and risk spreads in U.S. financial
markets were beginning to be adversely affected,
potentially slowing domestic demand. The members
generally anticipated somewhat more moderate
growth than they had in their previous forecasts, with
prospective expansion at a pace near or somewhat
below the growth of the economy’s potential. None-
theless, they remained concerned about the potential
for higher inflation, given the widespread tightness in
labor markets and an upward tilt in the rise of labor
compensation. For the present, however, inflation
remained subdued, and it was likely to remain rela-
tively low for some time in light of the weakness in
commodity and other import prices and the tendency
for low current inflation to hold down expected price
increases.

Among the factors bearing on the outlook for
domestic economic activity, the members viewed the
external sector as a major source of uncertainty. The
continued rapid decline in net exports during the first
half of the year largely seemed to reflect the further
financial unsettlement and a deeper contraction in
Asian economies than had been anticipated earlier,
and several members commented that they saw lit-
tle evidence that financial and economic conditions
in Asia were stabilizing. Indeed, such conditions
appeared to be worsening further in some Asian
nations, and other countries had been affected by the
associated weakening in the demand for commodities
and the more risk-averse attitudes of investors. Anec-
dotal reports at this meeting suggested that the impact
on the domestic economy was being felt by manu-
facturing firms in several industries, although some

firms also reported that declining exports to Asia
were being offset at least in part by rising exports
to other areas of the world. Looking ahead, the
members agreed that the duration and extent of dis-
ruptions in Asian and other economies could not be
anticipated with any degree of confidence; while net
exports were not expected to decline as rapidly as
they had in the first half of the year, even more
serious disruptions in Asia could not be ruled out
and would have important implications for the U.S.
economy.

In their review of developments in key expenditure
sectors of the domestic economy, members observed
that over the first half of the year the strength in
domestic final demand, notably in the consumer and
business investment sectors, had more than offset the
negative effects of developments in the foreign sector
and other factors. In the consumer sector, the outlook
for further sizable increases in spending was but-
tressed by unusually favorable underlying factors,
including solid ongoing gains in employment and
incomes and substantial further increases in house-
hold net worth this year. A pause in the robust gains
in retail sales in early summer was accounted for in
part by limited inventories of new motor vehicles
associated with the now-settled GM strike. While a
variety of factors pointed to sustained growth in
consumer spending, a less ebullient stock market,
should it persist, would foster more moderate expan-
sion in consumer spending, perhaps at a pace more in
line with the rise in consumer incomes, or at an even
slower pace if consumer confidence were adversely
affected by developments in financial markets.

Business fixed investment also seemed to be on a
solid upward trajectory, though some slowing in the
growth of business investment spending was antici-
pated in response to a projected deceleration in over-
all business output and weaker business profits.
Members continued to cite anecdotal evidence of
very strong construction activity in many parts of the
country, including indications that building projects
were being delayed because of shortages of labor and
some construction materials. In other parts of the
country, building activity remained at a high level but
seemed to have moderated somewhat. Business
spending for various types of high-tech equipment
had surged to an undoubtedly unsustainable pace in
the first half of the year. Against this background,
several members referred to emerging signs of
slightly more cautious attitudes among their business
contacts, in many cases the result of concerns about
developments in Asia. On balance, diminishing
momentum in business investment appeared to be a
likely prospect, but the ample availability of financ-
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ing on favorable terms would continue to support this
sector.

In the housing sector, construction activity
remained at a high level in most parts of the nation
and, as was the case for construction activity more
generally, homebuilding continued to be restrained in
a number of areas by limits on the availability of
labor and other inputs. The housing market clearly
was benefiting from strong gains in household
incomes, high levels of household wealth, and very
attractive financing costs. There were few indications
of any moderation in this sector of the economy.
Even so, some slowing was anticipated, at least after
current construction backlogs were satisfied, in
response to the projected slowing in employment
growth and the high level of the housing stock.

Currently available data indicated that the pace of
inventory accumulation had moderated substantially
in the second quarter. Nonetheless, the rate of non-
auto inventory investment in the spring still appeared
to have exceeded a pace that was consistent with
sustainable growth in sales. Anecdotal reports at
this meeting pointed to a somewhat mixed picture
with regard to desired inventory levels, including
examples of both overstocking and shortages. Look-
ing ahead and apart from short-run fluctuations,
inventories were not expected to add to demand over
coming quarters, at least after the restocking of motor
vehicles by General Motors was completed.

In the Committee’s discussion of the outlook for
wages and prices, members commented that the rate
of inflation in consumer prices was difficult to char-
acterize with precision because alternative price
indexes provided different measurement results; in
particular, chain price indexes for consumption
expenditures showed substantially less inflation than
the CPI. Even so, it was clear on the basis of any
measure that consumer prices and inflation more
generally had remained remarkably subdued in the
context of very tight labor markets and upward pres-
sure on labor compensation. And whatever the expla-
nation, it seemed that the economy had been less
prone to rising inflation than it had been historically
under similarly tight labor market conditions. The
members acknowledged that a number of special
factors were contributing to the relatively benign
inflation climate. Those factors included the appreci-
ation of the dollar; declines in many commodity
prices, notably that of oil; ample industrial capacity;
and evidently diminished inflation expectations.
Moreover, substantial gains in productivity were
muting the effects of rising labor compensation on
unit costs, and vigorous competition in numerous
markets was continuing to make it very difficult or

impossible for business firms to raise their prices to
cover rising costs or enhance profit margins. Against
this backdrop, members remained persuaded that a
significant rise in price inflation was not likely to
occur in the nearer term.

Looking further ahead, however, the members gen-
erally agreed that rising price inflation remained an
important threat. Significant additional tightening in
labor markets would, of course, exacerbate that risk,
but even at current levels these markets were tight
and at some point labor costs could increase more
rapidly, pressing on prices. Moreover, the effects of
some of the factors holding down inflation seemed
likely to wane, and possibly to reverse, over time.
The latter included the effects of the dollar’s appreci-
ation on the prices of imports and competing domes-
tic products, a possible upturn in energy prices and
perhaps other commodity prices as foreign econo-
mies stabilized, and faster increases in the costs of
worker benefits, notably those related to health care.
The apparently greater willingness of labor unions to
press for higher wages and other benefits in very tight
labor markets might also intensify upward pressures
on labor costs. On balance, while the risks of an
overheating economy and rising price inflation might
have faded to some degree, many of the members
continued to emphasize that the Committee could not
ignore those risks in its policy formulation.

In the Committee’s discussion of policy for the
intermeeting period ahead, all but one of the mem-
bers agreed on the desirability of maintaining a steady
policy stance. The overall performance of the econ-
omy remained highly satisfactory. While inflation
risks were still a concern, given the high level of
output and strong domestic demand, the uncertainties
bearing on the economic outlook remained substan-
tial. and indeed the risks on the downside seemed
to have increased appreciably further. On balance,
domestic economic and financial conditions had not
changed sufficiently during the intermeeting period to
warrant an adjustment to policy. With regard to the
current uncertainties in the economic outlook, mem-
bers emphasized that the extent and ultimate effects
of the apparently spreading fragility in foreign finan-
cial markets and economies on U.S. financial and
economic conditions were unknown. In these circum-
stances, nearly all the members believed that a cau-
tious wait-and-see approach to policy seemed appro-
priate to allow the Committee time to assess the
course of events and the interplay of the divergent
forces bearing on the performance of the economy.
In this regard it was noted that while domestic finan-
cial conditions remained generally accommodative,
recent developments in foreign exchange and domes-
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tic financial markets had tended on balance to
decrease some of the stimulative effects of financial
conditions on aggregate demand in the United States
by shifting demand overseas, increasing somewhat
the cost of raising capital, and reducing the financial
wealth of households. However, a few members
expressed concern about the potentially inflationary
implications of relatively rapid growth in key mone-
tary aggregates over the past year, though such
growth appeared to have moderated recently. And
in the view of one of these members, the trend in
monetary growth along with indications of rising
speculative imbalances and excesses in various mar-
kets for financial and nonfinancial assets called for a
prompt firming of monetary policy.

While overall economic conditions had not
changed enough in recent weeks to warrant an adjust-
ment in policy, a majority of the members agreed that
the risks to the economic outlook were now more
balanced and called for a shift from asymmetry to
symmetry in the Committee’s directive. Such a direc-
tive would better represent their view that the Com-
mittee’s next policy move could be in either direction
depending on developments abroad and their inter-
action with a domestic economy that had remained
quite strong. Greater difficulties abroad and associ-
ated downward pressures on demand and prices had
substantially diminished the chances of a strengthen-
ing of inflation pressures over coming months and
quarters that would require a near-term tightening of
policy. Other members continued to believe that the
risks were still tilted to some degree toward rising
inflation, though to a lesser extent than earlier. Labor
market developments continued to suggest that the
economy could well be producing beyond its sustain-
able potential and concrete signs that inflation pres-
sures would abate had yet to emerge. Accordingly,
they still preferred an asymmetrical directive but
could accept symmetry in light of the prevailing
uncertainties in the economic outlook and the expec-
tation, shared by the other members, that policy
would not need to be changed during the intermeet-
ing period ahead.

At the conclusion of the Committee’s discussion,
all but one of the members were in favor of retaining
a directive that called for maintaining conditions
in reserve markets that were consistent with an
unchanged federal funds rate of about 52 percent.
Most also indicated that they could suppott a shift to
a directive that did not include a presumption about
the likely direction of any adjustments to policy
during the intermeeting period. Accordingly, 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 developments, the Committee decided
that slightly greater 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 moderate growth
in M2 and M3 over coming months.

The Federal Reserve Bank of New York was autho-
rized and directed, until instructed otherwise by the
Committee, to execute transactions in the System
Account in accordance with the following domestic
policy directive:

The information reviewed at this meeting suggests that
domestic final demand has continued to expand at a robust
pace, but overall economic activity has been adversely
affected by the strike at General Motors and developments
in Asia. Nonfarm payroll employment continued to expand
through July and the civilian unemployment rate was
unchanged at 4.5 percent. Industrial production declined
considerably in June and July; most of the drop over the
two months reflected the GM strike. A decline in total
retail sales in July was more than accounted for by a sharp
contraction in spending for motor vehicles. Residential
sales and construction have remained exceptionally strong
in recent months. Available indicators point to continued
growth in business capital spending, although apparently at
a more moderate pace than earlier in the year. Business
inventory accumulation slowed sharply in the spring. The
nominal deficit on U.S. trade in goods and services wid-
ened substantially further in the second quarter. Trends in
wages and prices have remained stable in recent months.

Most interest rates have fallen slightly on balance since
the meeting on June 30-July 1. Share prices in U.S. equity
markets have remained volatile and major indexes have
declined appreciably on balance over the intermeeting
period. In foreign exchange markets, the trade-weighted
value of the dollar rose somewhat further over the inter-
meeting period in relation to other major currencies; in
addition, it was up slightly in terms of an index of the
currencies of the developing countries of Latin America
and Asia that are important trading partners of the
United States.

After robust growth in the second quarter, M2 deceler-
ated somewhat and M3 was about unchanged in July. For
the year through July, both aggregates rose at rates well
above the Committee’s ranges for the year. Expansion of
total domestic nonfinancial debt appears to have moderated
somewhat in recent months after a pickup earlier in 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 reaffirmed at its meeting
on June 30-July | the ranges it had established in February
for growth of M2 and M3 of | to 5 percent and 2 to
6 percent respectively, measured from the fourth quarter of
1997 to the fourth quarter of 1998. The range for growth of
total domestic nonfinancial debt was maintained at 3 to
7 percent for the year. For 1999, the Committee agreed on
a tentative basis to set the same ranges for growth of the
monetary aggregates and debt, measured from the fourth
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quarter of 1998 to the fourth quarter of 1999. The behavior
of the monetary aggregates will continue to be evaluated in
the light of progress toward price level stability, move-
ments in their velocities, and developments in the economy
and financial markets.

In the implementation of policy for the immediate future,
the Committee seeks conditions in reserve markets consis-
tent with maintaining the federal funds rate at an average
of around 5% percent. In the context of the Committee’s
long-run objectives for price stability and sustainable
economic growth, and giving careful consideration to eco-
nomic, financial, and monetary developments, a slightly
higher federal funds rate or a slightly lower federal funds
rate would be acceptable in the intermeeting period. The
contemplated reserve conditions are expected to be consis-
tent with moderate growth in M2 and M3 over coming
months.

Votes for this action: Messrs. Greenspan, McDonough,
Ferguson, Gramlich, Hoenig, Kelley, Meyer, Ms. Mine-
han, Mr. Poole, and Ms. Rivlin. Vote against this action:
Mr. Jordan.

Mr. Jordan dissented because he believed that the
underlying strength of aggregate demand in the U.S.
economy would remain fundamentally intact, despite
economic problems abroad. The problems in Asia
provide a channel for economic imbalances to
develop. Exports from some U.S. manufacturing
industries will decline due to softer foreign markets
and import competition. At the same time, domestic

demand for imports, housing, and consumer durables
will increase due to favorable interest rate trends.
Though U.S. production of goods and services might
slow during the period ahead, it is not yet clear that
total demand will diminish at a comparable pace. At
the same time, ample credit provision encourages
speculative lending and excessive consumption. Con-
sequently, continued rapid growth in the money sup-
ply creates the risk that inflation will accelerate and
economic imbalances will become protracted.

TELEPHONE CONFERENCE

On September 21 the Committee held a telephone
conference to discuss recent developments in domes-
tic and international financial markets and their impli-
cations for the U.S. economy. The consultation was
held as background for Chairman Greenspan’s testi-
mony on September 23 before the Senate Budget
Committee.

It was agreed that the next meeting of the Commit-
tee would be held on Tuesday, September 29, 1998.

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary
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Legal Developments

FINAL RULE—AMENDMENT TO REGULATION A

The Board of Governors is amending 12 CFR. Part 201,
its Regulation A (Extensions of Credit by Federal Reserve
Banks; Change in Discount Rate), to refiect its approval of
a decrease in the basic discount rate at each Federal Re-
serve Bank. The Board acted on requests submitted by the
Boards of Directors of the twelve Federal Reserve Banks.
The amendments to 12 C.F.R. Part 201 were effective on
October 15, 1998. The rate changes for adjustment credit
were effective on the dates specified in 12 C.ER. 201.51.

Part 201—Extensions of Credit by Federal Reserve
Banks (Regulation A)

1. The authority citation for 12 C.F.R. Part 201 continues
to read as follows:

Authority: 12 US.C. 343 et seq., 347a, 347b, 347c, 347d,
348 et seq., 357, 374, 374a and 461.

2. Section 201.51 is revised to read as follows:

Section 201.51—Adjustment credit for depository
institutions.

The rates for adjustment credit provided to depository
institutions under section 201.3(a) are:

Federal Reserve Bank Rate Effective

Boston 4.75 October 15, 1998
New York 4.75 October 15, 1998
Philadelphia 4.75 October 15, 1998
Cleveland 4.75 October 16, 1998
Richmond 4,75 October 16, 1998
Atlanta 4.75 October 15, 1998
Chicago 4.75 October 15, 1998
St. Louis 475 October 15, 1998
Minneapolis 4.75 October 15, 1998
Kansas City 4.75 October 15, 1998
Dallas 4.75 October 16, 1998
San Francisco 4.75 October 15, 1998

FINAL RULE—AMENDMENTS TO REGULATIONS T
AND X

The Board of Governors is amending 12 C.ER. Parts 220
and 224, its Regulations T and X (Securities Credit Trans-
actions; List of Marginable OTC Stocks; List of Foreign
Margin Stocks). The List of Marginable OTC Stocks (OTC
List) is composed of stocks traded over-the-counter (OTC)
in the United States that qualify as margin securities under

Regulation T, Credit by Brokers and Dealers. The List of
Foreign Margin Stocks (Foreign List) is composed of cer-
tain foreign equity securities that qualify as margin securi-
ties under Regulation T. The OTC List and the Foreign List
have been published four times a year by the Board, and
the Foreign List will continue to be published four times a
year by the Board. The OTC List will be discontinued after
January 1, 1999. This document sets forth additions to and
deletions from the previous OTC List and deletions from
the Foreign List.

Effective November 9, 1998, 12 C.FR. Parts 220 and
224 are amended as follows. 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.FR. Parts 220.2 and 220.11, there is
set forth below a listing of deletions from and additions to
the OTC List and deletions from the Foreign List.

Deletions From The List Of Marginable OTC
Stocks

Stocks Removed For Failing Continued Listing
Requirements

ABC Dispensing Technologies, Inc.: $.01 par common

ACCOM, Inc.: $.001 par common

Amedisys, Inc.: $.001 par common

American Claims Evaluation, Inc.: $.01 par common

Appliance Recycling Centers of America, Inc.; No par com-
mon

Bontex, Inc.: $.10 par common

BPI Packaging Technologies, Inc.: $.01 par common
Brothers Gourmet Coffees, Inc.: $.0001 par common
Building One Services Corporation: $.001 par common

Carver Corporation: $.01 par common

Casmyn Corporation: $.04 par common

Catalyst Semiconductor, Inc.: No par common

Coffee People, Inc.: No par common

Creative Bakeries, Inc.: $.001 par common

Crown Books Corporation: $.01 par common

CSI Computer Specialists, Inc.: Class A, $.001 par common
Cyclo PSS Corporation: $.001 par common

Dakotah, Incorporated: $.01 par common
DSI Toys, Inc.: $.01 par common
Cynagen, Inc.: $.01 par common

Eastwind Group, Inc.: $.10 par common
Electro-Sensors, Inc.: $.10 par common
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Electronic Tele-Communications, Inc.: Class A, $.01 par com-
mon

Electroscope, Inc.: No par common

Elron Electronic Industries, Ltd.: Warrants (expire
09-01-1998)

Equus Gaming Company, L.P.: Class A, units representing
beneficial ownership

Erly Industries, Inc.: $1.00 par common

Ezcony Interamerca Inc.: No par common

First City Financial Corporation: $.01 par special B preferred
Florida Gaming Corporation: $.10 par common
FPA Medical Management, Inc.: $.001 par common

Gatefield Corporation: $.10 par common

Global Telecommunications Solutions, Inc.: $.01 par common

Golden Bear Golf, Inc.: Class A, $.01 par common

Grandetel Technologies, Inc.: No par common

Granite Broadcasting Corporation: $.01 par cumulative con-
vertible exchangeable preferred

Great Lakes Aviation, Ltd. $.01 par common

GT Bicycles, Inc.: $.001 par common

Harvest Restaurant Group. Inc.: $.01 par common
Hayes Corporation: $.01 par common

latros Health Network, Inc.: $.001 par common
Insilco Holding Company: $.001 par common

JPE, Inc.: No par common
Life Medical Sciences, Inc.: $.001 par common

National Home Centers, Inc.: $.01 par common
Norland Medical Systems, Inc.: $.0005 par common
NView Corporation: No par common

Pacificare Health Systems, Inc.: Series A, $1.00 par cumula-
tive convertible preferred

Pages, Inc.: No par common

PCA International, Inc.: $.20 par common

Personnel Mangement, Inc.: No par common

Phoenix Gold International, Inc.: No par common

Premis Corporation: $.01 par common

Ross Technology, Inc.: $.01 par common
RPM, Inc.: Liquid yield option notes due 2012

Seer Technologies, Inc.: $.01 par common

Seiler Pollution Control Systems, Inc.: $.0001 par common

Showscan Entertainment Inc.: $.001 par common

Softquad International, Inc.: No par common

Sonics & Materials, Inc.: Warrants (expire 02-27-2001)

Southwest Bancorp, Inc. {Oklahoma): Series A, redeemable,
cumulative preferred

Steven Madden, Ltd.: Class B, Warrants (expire 12-10-1998)

Stuart Entertainment, Inc.: $.01 par common

TCI Pacific Communications, Inc.: Class A, Senior cumula-
tive exchangeable preferred

Telepanel Systems, Inc.: No par common

Thinking Tools, Inc.: $.001 par common

Tramford International, Ltd., $.01 par common

Tricord Systems, Inc.: $.01 par common

Uromed Corporation: No par common

Versatility, Inc.: $.01 par common
Voxel: No par common

Washington Mutual, Inc.: Series E, No par non-cumulative
perpetual preferred

West Coast Entertainment Corporation: $.01 par common

Woodroast Systems, Inc.: $.005 par common

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

Affiliated Community Bancorp: $.01 par common

Allied Life Financial Corporation: No par common

Ambanc Corporation: $10.00 par common

Ambassador Bank of the Commonwealth: $4.00 par common
Amcol International Corporation: $1.00 par common
American Materials & Technologies Corp: $.01 par common
Arakis Energy Corporation: No par common

Arch Petroleum, Inc.: $.01 par common

ATL Products, Inc.: Class A, $.000! par common

ATL Ultrasound, Inc.: $.01 par common

Atria Communities, Inc.: $.10 par common

Award Software International, Inc.: No par common

Bacon USA, Inc.: $.01 par common

Bell Sports Corp.: $.01 par common

Benchmarq Microelectronics, Inc.: $.001 par common
Bertucci’s Inc.: $.005 par common

Biomatrix, Inc.: $.0001 par common

Broderbund Software, Inc.: $.01 par common

Buttrey Food and Drug Stores Company: $.01 par common

Carnegie Bancorp (New Jersey): No par common

Ceanic Corporation: No par common

Claremont Technology Group, Inc.: No par common

Coherent Communications Systems Corporation: $.01 par
common

Community Financial Holding Corporation: $5.00 par com-
mon

CorporateFamily Solutions, Inc.: No par common

Cybermedia, Inc.: $.01 par common

Dawson Production Services, Inc.: $.01 par common
Decrane Aircraft Holdings, Inc.: $.01 par common
Deeptech International, Inc.: $.01 par common

Dime Financial Corp.: $1.00 par common

Dr. Solomon’s Group, PLC: American Depositary Receipts
DSC Communications Corp.: $.01 par common
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Essex County Gas Company: $2.50 par common

Fed One Bancorp, Inc.: $.10 par common

First Colorado Bancorp, Inc.: $1.00 par common

First Commercial Corporation: $3.00 par common

First Home Bancorp, Inc. (New Jersey): $1.00 par common
FTP Software Inc.: $.01 par common

Gartner Group, Inc.: Class A, $.001 par common
GNI Group, Inc.: $.01 par common

Goodmark Foods, Inc.: $.01 par common

Group I Software, Inc.: $.01 par common

Haverty Furniture Companies, Inc.: $1.00 par common;
Class A, $1.00 par common

Hearst-Argyle Television, Inc.: Class A, $.01 par common

HFNC Financial Corporation: $.01 par common

Hyperion Software Corporation: $.01 par common

IBS Financial Corporation: $.01 par common
Incontrol, Inc.: $.01 par common

Innoserve Technologies, Inc.: $.01 par common
Innova Corporation: No par common

Innovative Tech Systems, Inc.: $.001 par common
Intersolv, Inc.: $.01 par common

IQ Software Corporation: $.00033 par common

IWL Communications Incorporated: $.01 par common

Katz Digital Technologies, Inc.: $.001 par common
Liberty Technologies, Inc.: $.01 par common

Long Island Bancorp, Inc. (New York): $.01 par common
Lukens Medical Corporation: Class A, $.01 par common

Marine Drilling Co.: $.01 par common

Mariner Health Group. Inc.: $.01 par common

Maryland Federal Bancorp, Inc.: $.01 par common

May & Speh, Inc.: $.01 par common

MCI Communications Corporation: $.10 par common

Medcath Incorporated: $.01 par common

Medicis Pharmaceutical Corporation: Class A, $.001
par common

Microprose, Inc.: $.001 par common

Mid-Am, Inc. (Ohio): $5.00 par common

Molecular Dynamics, Inc.: $.01 par common

Mountbatten, Inc.: $.001 par common

National Surgery Centers, Inc.: $.01 par common
NCT Building Systems, Inc.: $.01 par common
Netvantage, Inc.: Class A, $.001 par common
Neurex Corporation: $.01 par common

Nimbus CD International, Inc.: $.01 par common

Penederm Inc.: No par common

Penn-America Group, Inc.: $.01 par common

Pete’s Brewing Company: No par common

Petrocorp Incorporated: $.01 par common

Physio-Control International Corporation: $.01 par common
Plenum Publishing Corporation: $.10 par common

PMT Services, Inc.: $.01 par common

Pollo Tropical, Inc.: $.01 par common

Positron Fiber Systems Corporation: No par common
Progressive Bank, Inc. (New York): $1.00 par common
PST Vans, Inc.: $.001 par common

Regent Bancshares Corp. (Pennsylvania): $.10 par common
Rent-Way, Inc.: No par common
Republic Engineered Steels, Inc.: $.01 par common
Resource Bankshares Corporation (California): $3.00

par common

SLH Corporation: $.01 par common

Somerset Savings Bank (Massachusetts): $1.00 par common
Sumitomo Bank of California, The: $5.00 par common
Summit Holding Southeast, Inc.: $.01 par common

Tappan Zee Financial, Inc.: $.01 par common

Telemundo Group, Inc.: Warrants (expire 12-29-1999);
Series A, $.01 par common

Teleport CommuGroup, Inc.: Class A, $.01 par common

Theragenics Corporation: $.01 par common

Timber Lodge Steakhouse, Inc.: $1.00 par common

Trans Financial Inc.: No par common

Triangle Pacific Corporation: $.01 par common

Trio-Tech International: No par common

United Dental Care, Inc.: $.10 par common

United Federal Savings Bank (North Carolina): $.01
par common

Universal International, Inc.: $.05 par common

Upper Peninsula Energy Corporation: No par common

US Servis, Inc.: $.01 par common

Viking Office Products, Inc.: No par common
Virus Research Institute, Inc.: $.01 par common

Wandel & Goltermann Technologies, Inc.: $.01 par common
Xecellenet, Inc.: $.01 par common

ZAG Industries Limited: Ordinary shares (NIS .01)

Additions to the List of Marginable OTC Stocks

24/7 Media, Inc.: $.01 par common

Actuate Software Corporation: $.001 par common
Admiralty Bancorp, Inc.: Class B, common stock
Advanced Aerodynamics & Structures, Inc.: Units
Advanced Technical Products, Inc.: $.25 par common
American Pacific Bancorp: Class B, common stock
Aristotle Corporation, The: $.001 par common
Atlantic Gulf Communities Corporation: Series B, 20%
preferred stock

Bankfirst Corporation: $2.50 par common

Bindview Development Corporation: No par common
Biper S.A. de C.F.: American Depositary Shares
Broadcast.com. Inc.: $.01 par common
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BWC Financial Corporation: No par common

Captrock Communications Corporation: $.01 par common

Carrier Access Corporation: $.001 par common

CBES Bancorp, Inc.: $.01 par common

CD Warehouse, Inc.: $.01 par common

CFS Bancorp, Inc.: $.01 par common

Clark/Bardes Holdings, Inc.: $.01 par common

CNY Financial Corporation: $.01 par common

Cohesion Technologies, Inc.: $.001 par common

Commonwealth Telephone Enterprises, Inc.: Rights
(expire 10-23-1998)

Corecomm Limited: $.01 par common

Cost-U-Less, Inc.: $.001 par common

Creditrust Corporation: $13.00 par common

Crown Castle International Corporation: $.01 par common

Crusader Holding Corporation: $.01 par common

Cyberian Outpost, Inc.: $.01 par common

Dearborn Bancorp, Inc.: No par common
Decora Industries, Inc.: $.01 par common
Delphi International, Ltd.: $.01 par common
Digital River, Inc.: $.01 par common

Dset Corporation: No par common

EBay Inc.: $.001 par common

Echelon Corporation: $.01 par common

Eclipsys Corporation: $.01 par common

Electronics Boutique Holdings Corporation: $.01 par common
Entrust Technologies, Inc.: $.01 par common

Eufaula Banccorp, Inc.: $1.00 par common

Exco Resources, Inc.: $.01 par common

FCNB Capital Trust: No par trust preferred

First Busey Corporation: Class A, No par common
Florida Banks, Inc.: $.01 par common

Fundtech, Ltd.: Ordinary shares

Geocities: $.001 par common

GIGA Information Group, Inc.: $.001 par common
Global Crossing. Ltd.: 9-5/8% senior notes due 2008
Golden State Vintners, Inc.; Class B, $.01 par common
Grand Union Company, The: $.01 par common

Heritage Commerce Corporation: No par common
Hometown Auto Retailers, Inc.: Class A, $.001 par common

ICO Global Communications (Holdings) Limited: $.01
par common

IDG Books Worldwide. Inc.: $.001 par common

Independent Energy Holdings, PLC: American Depositary
Shares (NIS 1)

Interactive Magic, Inc.: $.10 par common

Intercorp Excelle, Inc.: No par common

Intervest Bancshares Corporation: Class A, common shares

Ixos Software Aktiengesellschaft: American Depositary
Shares

Jewett-Cameron Trading Company, Ltd.: No par common

Kasper A.S.L., Ltd.: $.01 par common

Landair Corporation: $.01 par common
Leap Wireless International, Inc.: $.0001 par common

Maxtor Corporation: $.01 par common

MDC Communications Corporation: Class A, subordinate
voting shares

Merritl Merchants Bancshares, Inc.: $1.00 par common

Natrol, Inc.: $.01 par common
Northeast Optic Network, Inc.: $.01 par common

Pathfinder Bancorp, Inc.: $.10 par common

Penwest Pharmaceuticals Company: $.001 par common
Pilot Network Services, Inc.: $.001 par common

Price Enterprises, Inc.: Class A, $.0001 par preferred
PSB Bancorp, Inc.: $.01 par common

R&G Financial Corporation: Series A, 7.40% noncumulative
monthly income preferred stock

Railwords Corporation: $.01 par common

Republic Bancorp, Inc.: Class A, No par common

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

Siebert Financial Corporation: $.01 par common

SMED International, Inc.: No par common

Softworks, Inc.: $.001 par common

Sound Federal Bancorp: $.10 par common

Sunrise Technologies International, Inc.: $.001 par common
Syntroleum Corporation: $.01 par common

Taragon Realty Investors, Inc.: $.01 par common

Telebanc Financial Corporation: $.01 par common; Series A,
9% beneticial unsecured securities

Terayon Communication Systems: $.001 par common

Thistle Group Holdings: $.01 par common

Towne Services, Inc.: No par common

Tweeter Home Entertainment Group, Inc.: No par common

Unity Bancorp. Inc.: No par common
West Essex Bancorp. Inc.: $.01 par common

Wintrust Financial Corporation: Cumulative trust preferred
WRP Corporation: $.01 par common

Deletions from the Foreign Margin Stock List

Tokyo

Furukawa Co., Ltd.: ¥50 par common
Meidensha Corporation: ¥50 par common
NOF Corporation: ¥50 par common
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ORDERS ISSUED UNDER BANK HOLDING COMPANY
ACT

Orders Issued Under Section 3 of the Bank Holding
Company Act

US. Bancorp
Minneapolis, Minnesota

Order Approving the Acquisition of a Bank Holding
Company

U.S. Bancorp (“Applicant”), a bank holding company
within the meaning of the Bank Holding Company Act
(“BHC Act”), has requested the Board’s approval under
section 3 of the BHC Act (12 US.C. § 1842) to acquire
Northwest Bancshares, Inc. (*“Northwest™), and its wholly
owned subsidiary bank, Northwest National Bank
(“NNB™), both of Vancouver, Washington.

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(63 Federal Register 27,286 (1998)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in section 3 of the BHC Act.

Applicant, with total consolidated assets of approxi-
mately $70.9 billion, is the 17th largest commercial bank-
ing organization in the United States, controlling approxi-
mately 1.4 percent of total banking assets of insured
commercial banks in the United States (“total banking
assets’’).! Applicant operates subsidiary banks in 17 states
and engages in a broad range of permissible nonbanking
activities. Applicant also is the second largest commercial
banking organization in the state of Washington, control-
ling approximately $6.4 billion in deposits, representing
approximately 17.6 percent of total deposits in commercial
banking organizations in the state (*‘state deposits™).

Northwest is the tenth largest commercial banking orga-
nization in Washington, controlling deposits of approxi-
mately $321 million in deposits, representing less than
1 percent of state deposits. On consummation of the pro-
posal, and accounting for the proposed divestiture, Appli-
cant would continue to be the second largest commercial
banking organization in Washington, controlling approxi-
mately $6.7 billion in deposits in the state of Washington,
representing approximately 18.5 percent of state deposits.

Interstate Analysis

Section 3(d) of the BHC Act allows the Board to approve
an application by a bank holding company to acquire
control of a bank located in a state other than the home
state of such bank holding company if certain conditions
are met.? For purposes of the BHC Act, the home state of

1. Asset, ranking, and deposit data are as of June 30, 1997.
2. A bank holding company’s home state is that state in which the
operations of the bank holding company’s banking subsidiaries were

Applicant is Minnesota, and Applicant proposes to acquire
a bank in Washington. All of the conditions for an inter-
state acquisition enumerated in section 3(d) are met in this
case.? In view of the facts of record, the Board is permitted
to approve this proposal under section 3(d) of the BHC
Act.

Competitive Considerations

The BHC Act prohibits the Board from approving an
application under section 3 of the BHC Act if the proposal
would result in a monopoly or would be in furtherance of
any attempt to monopolize the business of banking. The
BHC Act also prohibits the Board from approving a pro-
posed combination that would substantially lessen compe-
tition or tend to create a monopoly in any relevant banking
market, unless the Board finds that the anticompetitive
effects of the proposal are clearly outweighed in the public
interest by the probable effect of the proposal in meeting
the convenience and needs of the community to be served.*

Applicant and Northwest compete directly in the Port-
land, Oregon, banking market (“Portland banking mar-
ket’).> Applicant is the largest depository institution in the
Portland banking market, controlling deposits of $6.6 bil-
lion, representing 46 percent of the total deposits in com-
mercial banks in the market (“market deposits”).¢ North-
west is the eighth largest depository institution in the
market, controlling $321 million of deposits, representing
2.2 percent of total market deposits.”

To mitigate the potential anticompetitive effects of the
proposal, Applicant has committed to divest one branch,
which accounts for approximately $35 million in deposits

principally conducted on July 1, 1996, or the date on which the
company became a bank holding company, whichever is later.
12 US.C. § 1841(0)4)C).

3. 12US.C. §§ 1842(d)(1)(A) & (B) and 1842(d)(2)(A) & (B).
Applicant is adequately capitalized and adequately managed. as de-
fined by applicable Jaw. On consummation of the proposal, Applicant
and its affiliates would control less than 10 percent of the total amount
of deposits of insured depository institutions in the United States, and
less than 30 percent of the total amount of deposits in Washington. In
addition, Northwest’s subsidiary bank. NNB, has been in existence
and has operated continuously for at least five years. All other require-
ments of section 3(d) of the BHC Act also would be met on consum-
mation of the proposal.

4. 12 US.C. § 1842(c)(1)B).

5. The Portland banking market is defined as the Portland Ranally
Metro Area (“RMA”™) and the remainder of Clark County in Washing-
ton, and the city of Mount Angel in Marion County. Oregon, and the
cities of Saint Helens, Scappoose. and Vernonia in Columbia County.
Oregon.

6. Market share data are based on calculations that include the
deposits of thrift institutions at 50 percent. The Board previously has
indicated that thrift institutions have become, or have the potential to
become. significant competitors of commercial banks. See, Midwest
Financial Group, 75 Federal Reserve Bullerin 386 (1989). National
City Corporation, 70 Federal Reserve Bulletin 743 (1984). Thus, the
Board has regularly included thrift deposits in the calculation of
market share on a 50-percent weighted basis. See, e.g., First Hawaiian
Inc., 77 Federal Reserve Bulletin 52 (1991).

7. Northwest operates solely in the portion of the Portland banking
market that is located in Washington State.
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and represents approximately 10.9 percent of the total
deposits controlled by Northwest in the Portland banking
market. Applicant has committed to make this divestiture
to an organization that is competitively suitable to the
Board.® After accounting for the proposed divestiture, con-
summation of the proposal would be consistent with the
market index thresholds applied under the Department of
Justice Merger Guidelines (“DOJ Guidelines™).? In this
case, after accounting for the proposed divestiture, the HHI
would increase by not more than 186 points to not more
than 2761.

At least 27 competitors would remain in the market after
consummation of the proposal. These competitors include
several large national and regional banking organizations
that have significant market shares and extensive branch
networks in the market.

Portland is the largest banking market in Oregon and the
27th largest Metropolitan Statistical Area (“MSA’) in the
country. The population of the Portland MSA increased
17.3 percent from 1990 to 1997, more than any of the other
MSAs in Oregon. That portion of the Portland MSA lo-
cated in Washington State, in which Northwest is located,
increased by more than 30 percent over the same period,
more than any MSA in Washington. In addition, among the
11 MSAs in Washington and Oregon, Portland ranks sec-
ond in terms of percentage of households with incomes
more than $55,000, and second in median household in-
come. Since 1994, ten new competitors have entered the
market; nine commercial banks have entered the market
de novo, and one commercial bank entered the market by
acquiring branches that were divested by Applicant in a
previous acquisition.!°

The Department of Justice conducted a detailed review
of the proposal and advised the Board that, with the pro-
posed divestiture, consummation of the proposal would not
be likely to have a significantly adverse effect on competi-

§. Applicant has committed to execute a sales agreement for the
proposed divestiture with a purchaser determined by the Board to be
competitively suitable prior to consummation of the proposal, and to
complete the divestiture within 180 days of consummation. Applicant
also has committed that, in the event it is unsuccessful in completing
the divestiture within 180 days of consummation, it will transfer the
unsold branch to an independent trustee that is acceptable to the Board
and will instruct the trustee to sell the branch promptly to one or more
alternative purchasers acceptable to the Board. See BankAmerica
Corporation, 718 Federal Reserve Bulletin 338 (1992), United New
Mexico Financial Corporation, 77 Federal Reserve Bulletin 484
(1991).

9. Under DOJ Guidelines, 49 Federal Register 26,823 (1984), a
market in which the post-merger HHI is more than 1800 is considered
highly concentrated. The Department of Justice has informed the
Board that a bank merger or acquisition generally will not be chal-
lenged (in the absence of other factors indicating anticompetitive
effects) unless the post-merger HHI is at least 1800 and the merger
increases the HHI by more than 200 points. The 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 nondepository
financial institutions.

10. See U.S. Bancorp, 82 Federal Reserve Bulletin 177 (1996).

tion in any relevant market.!! The Office of the Comptrol-
ler of the Currency (“OCC™) and the Federal Deposit
Insurance Corporation also have not objected to consum-
mation of the proposal.

The Board believes that this is a very close case and that
the mitigating factors in this case only slightly outweigh
the potential for significantly adverse competitive effects in
this market. Applicant is the largest competitor in this
market, with more than a 45-percent market share before
the proposed acquisition. This market share is more than
three times the market share of the second largest banking
organization in the market. Although the increase in mar-
ket share represented by this acquisition would be rela-
tively small, this transaction would remove a vigorous
competitor in a strategic location in the market. Moreover,
apart from Applicant and two other competitors, this mar-
ket is comprised of many relatively small banking organi-
zations, and the Board is concerned that a strict reliance on
an HHI analysis would permit a significant number of
these institutions to be acquired by the largest banking
organizations in the market without recognizing the poten-
tially adverse effects that these acquisitions could have on
competition in the market.

In approving this case, the Board has placed significant
reliance on the divestiture proposal. which was a major
factor in the determination by the Department of Justice
that the transaction would not likely violate the federal
antitrust laws. The Board also has considered the mitigat-
ing factors noted above, and the fact that Applicant has
increased its market share recently as a result largely of
effective competition in the market rather than through one
or more acquisitions.'?

Based on all the facts of record. and for the reasons
discussed above, the Board has determined that competi-
tive factors are consistent with approval of the proposal.
The Board will view any further acquisitions in this market
very critically and believes that the effects of any proposed
acquisition by Applicant in this market would require
compelling evidence that the transaction would not be
likely to result in anticompetitive effects.

Other Factors Under the BHC Act

The BHC Act also requires the Board, in acting on an
application, to consider the financial and managerial re-
sources and future prospects of the companies and banks
involved in a proposal, the convenience and needs of the
community to be served, and certain other supervisory
factors.

11. The Department of Justice focused its analysis on the effect of
the proposal on small business lending in Clarke County, Washington.
As explained above, the Board has analyzed the effect of the transac-
tion on competition in the market for the cluster of banking products
and services in the Portland banking market.

12. The Board also notes that pricing and profitability data for the
Portland market are inconclusive on whether current conditions have
resulted in significant adverse anticompetitive effects or performance.
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A. Financial, Managerial, and Other Supervisory
Factors

The Board has carefully considered the financial and man-
agerial resources and future prospects of Applicant and
Northwest, and their respective subsidiary banks, and other
supervisory factors in light of all the facts of record. As
part of this consideration, the Board has reviewed relevant
reports of examination and other supervisory information
prepared by the Reserve Banks and other federal agencies.
The Board notes that the bank holding companies and their
subsidiary banks are currently well capitalized and are
expected to remain so after consummation of the proposal.

The Board also has considered other aspects of the
financial condition and resources of the two organizations,
the structure of the proposed transaction, and the manage-
rial resources of each of the entities and the combined
organization. Based on these and other facts of record, the
Board concludes that considerations relating to the finan-
cial and managerial resources and future prospects of Ap-
plicant, Northwest, and their respective subsidiaries are
consistent with approval of the proposal, as are the other
supervisory factors that the Board must consider under
section 3 of the BHC Act.

B. Convenience and Needs Considerations

The Board has carefully considered the effect of the pro-
posed acquisition on the convenience and needs of the
community to be served in light of all the facts of record.
Based on all the facts of record, including the performance
records of the subsidiary banks of Applicant and North-
west under the Community Reinvestment Act (“CRA”)
(12 US.C. § 2901 et seq.), the Board concludes that conve-
nience and needs considerations are consistent with ap-
proval of the proposal.'?

Conclusion

Based on the foregoing, and in light of all the facts of
record, the Board has determined that the application
should be, and hereby is, approved. Approval of the appli-
cation is specifically conditioned on compliance by Appli-
cant with all the commitments made in connection with the
proposal and with the conditions stated or referred to in
this order, including Applicant’s divestiture commitment.
For purposes of this transaction, the commitments and
conditions referred to in this order shall be deemed to be
conditions imposed in writing by the Board in connection
with its findings and decision, and, as such, may be en-
forced in proceedings under applicable law.

13. All of Applicant’s subsidiary banks have received “‘outstand-
ing” or “satisfactory” ratings for their appropriate federal supervisors
at the most recent examinations of their CRA performance. Appli-
cant’s lead bank, U.S. Bank National Association, Minneapolis, Min-
nesota, received a “satisfactory” performance rating from its appropri-
ate federal supervisor, the OCC. In addition, NNB received a
“satisfactory” performance rating from the OCC.

The acquisition shall not be consummated before the
fifteenth calendar day following the effective date of this
order, and the proposal 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 26, 1998.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin. and
Governors Kelley, Meyer, Ferguson. and Gramlich.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Orders Issued Under Section 4 of the Bank Holding
Company Act

KeyCorp
Cleveland, Ohio

Order Approving Notice to Engage in Nonbanking
Activities

KeyCorp, Cleveland, Ohio, a bank holding company within
the meaning of the Bank Holding Company Act (“BHC
Act™), has requested the Board’s approval under sec-
tion 4(c)(8) of the BHC Act (12 US.C. § 1843(c)(8)) and
section 225.24 of the Board’s Regulation Y (12 C.FR.
225.24) to merge with McDonald & Company Invest-
ments, Inc.. Cleveland, Ohio (“McDonald”), and thereby
acquire control of its subsidiaries, including McDonald &
Company Securities, Inc. (“Company”).! KeyCorp would
thereby engage in the following nonbanking activities:

(1) Extending credit and servicing loans, pursnant
to section 225.28(b)(1) of Regulation Y
(12 C.F.R. 225.28(b)(1));

(2) Engaging in activities related to extending
credit, pursuant to section 225.28(b)(2)(ii), (vi)
and (vii) of Regulation Y (12C.F.R.
225.28(b)(2)(i1), (vi) and (vii));

(3) Providing leasing services, pursuant to section
225.28(b)(3) of Regulation Y (12 C.F.R.
225.28(b)(3));

(4) Performing functions or activities that may be
performed by a trust company, pursuant to sec-
tion 225.28(b)(5) of Regulation Y (12 C.F.R.
225.28(b)(5));

(5) Providing financial and investment advisory ser-
vices, pursuant to section 225.28(b)(6) of Regu-
lation Y (12 C.F.R. 225.28(b)(6));

(6) Providing securities brokerage, riskless princi-
pal, private placement, futures commission mer-

1. KeyCorp also has requested the Board’s approval to hold and
exercise an option to acquire up to 19.9 percent of the voting shares of
McDonald if certain events occur. The option would expire on con-
summation of the proposal.
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chant, and other agency transactional services,
pursuant to section 225.28(b)(7) of Regula-
tion Y (12 C.F.R. 225.28(b)(7));

(7)  Underwriting and dealing in government obli-
gations and money market instruments in which
state member banks may underwrite and deal
under 12 U.S.C. §§ 335 and 24(7) (‘‘bank-
eligible securities’’), engaging in investing and
trading activities, and buying and selling bul-
lion and related activities, pursuant to sec-
tion 225.28(b)(8) of Regulation Y (12 C.F.R.
225.28(b)(8));

(8) Providing management consuiting and em-
ployee benefit consulting services, pursuant to
section 225.28(b)(9) of Regulation Y (12 C.F.R.
225.28(b)(%));

(9) Underwriting and dealing in, to a limited extent,
all types of debt and equity securities other than
interests in open-end investment companies
(*‘bank-ineligible securities’’);

(10) Providing administrative and other services to
open-end investment companies (‘‘mutual
funds’’);? and

(11) Acting as the general partner of private invest-
ment limited partnerships that invest in assets in
which a bank holding company is permitted to
invest.

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(63 Federal Register 48,509 (1998)). The time for filing
comments has expired, and the Board has considered the
notice and all comments received in light of the factors set
forth in section 4(c)(8) of the BHC Act.

KeyCorp, with total consolidated assets of approxi-
mately $76 billion, is the 15th largest banking organization
in the United States.> KeyCorp operates subsidiary banks
in 13 states, and engages through other subsidiaries in a
broad range of permissible nonbanking activities.
McDonald, with total consolidated assets of $987 million,
engages in a broad range of securities underwriting and
dealing, brokerage, investment advisory, and other activi-
ties.*

KeyCorp proposes to merge its wholly owned subsid-
iary, Key Capital Markets, Inc., Cleveland, Ohio
(“KCMI”), with and into Company.> After consummation
of the proposal, Company would be renamed McDonald

2. A list of the administrative services that KeyCorp would provide
to mutual funds is included in the Appendix.

3. Asset and ranking data are as of June 30, 1998.

4. McDonald currently engages in certain insurance and real estate
activities and has, and controls certain limited partnerships and corpo-
rations that have, investments that are not permissible for bank hold-
ing companies. KeyCorp has committed to conform the activities.
investments, and relationships of McDonald to those permissible for
bank holding companies within two years of acquiring McDonald.

5. KCMI currently engages in limited underwriting and dealing in
bank-ineligible securities, as permitted under section 20 of the Glass—
Steagall Act (12 U.S.C. § 377). See KeyCorp, 83 Federal Reserve

Key Investments, Inc. Company is, and after consumma-
tion of the proposal will continue to be, registered as a
broker-dealer with the Securities and Exchange Commis-
sion (“SEC”) under the Securities Exchange Act of 1934
(15 US.C. § 78a et seq.), registered as an investment ad-
viser with the SEC under the Investment Advisers Act of
1940 (15 US.C. § 80b-1 er seq.), a member of the
National Association of Securities Dealers, Inc.
(“NASD"), and registered as a futures commission mer-
chant with the Commodity Futures Trading Commission
(“CFTC”") under the Commodity Exchange Act (7 U.S.C.
§ 2 et seq.). Accordingly, Company is, and will continue
to be, subject to the record-keeping and reporting obliga-
tions, fiduciary standards, and other requirements of the
Securities Exchange Act of 1934, the Investment Advisers
Act of 1940, the Commodity Exchange Act, the SEC, the
CFTC, and the NASD.

Underwriting and Dealing in Bank-Ineligible Securities

The Board has determined that, subject to the framework
of prudential limitations established in previous decisions
to address the potential for conflicts of interests, unsound
banking practices, or other adverse effects, underwriting
and dealing in bank-ineligible securities is so closely re-
lated 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 underwriting and dealing in bank-
ineligible securities is consistent with section 20 of the
Glass—Steagall Act (12 U.S.C. § 377), provided that the
company engaged in the activity derives no more than
25 percent of its gross revenues from underwriting and
dealing in bank-ineligible securities.”

Bulletin 921 (1997). KCMI also is authorized to engage in a variety of
other nonbanking activities. See id.

6. See J.P. Morgan & Co. Inc., et al.. 75 Federal Reserve Bulletin
192 (1989), aff’'d sub nom. Securities Industry Ass’n v. Board of
Governors of the Federal Reserve System, 900 F.2d 360 (D.C. Cir.
1990); Citicorp, 73 Federal Reserve Bulletin 473 (1987), aff 'd sub
nom. Securities Industry Ass’n v. Board of Governors of the Federal
Reserve System, 839 F.2d 47 (2d Cir.), cert. denied, 486 U.S. 1059
(1988), as modified by Review of Restrictions on Director, Officer and
Employee Interlocks, Cross-Marketing Activities, and the Purchase
and Sale of Financial Assets Between a Section 20 Subsidiary and an
Affiliated Bank or Thrift, 61 Federal Register 57,679 (1996). Amend-
ments to Restrictions in the Board’s Section 20 Ovders, 62 Federal
Register 45,295 (1997); and Clarification to the Board’s Section 20
Orders, 63 Federal Register 14,803 (1998) (collectively, ““Section 20
Orders™ ).

7. Compliance with the revenue limitation shall be calculated in
accordance with the method stated in the Section 20 Orders, as
modified by the Order Approving Modifications to the Section 20
Orders, 15 Federal Reserve Bulletin 751 (1989); 10 Percent Revenue
Limit on Bank-Ineligible Activities of Subsidiaries of Bank Holding
Companies Engaged in Underwriting and Dealing in Securities, 61
Federal Register 48.953 (1996); and Revenue Limit on Bank-Ineligible
Activities of Subsidiaries of Bank Holding Companies Engaged in
Underwriting and Dealing in Securities. 61 Federal Register 68,750
(1996) (collectively, “Modification Orders™). In light of the fact that
KeyCorp proposes to acquire a going concern, the Board believes that
allowing Company to calculate compliance with the revenue limita-
tion on an annualized basis during the first year after consummation of
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KeyCorp has committed that Company will conduct its
underwriting and dealing activities using the methods and
procedures and subject to the prudential limitations estab-
lished by the Board in the Section 20 Orders. KeyCorp also
has committed that Company will conduct its bank-
ineligible securities underwriting and dealing activities
subject to the Board’s revenue restriction.® As a condition
of this order, KeyCorp is required to conduct its bank-
ineligible securities activities subject to the revenue restric-
tions and Operating Standards established for section 20
subsidiaries (“‘Operating Standards’’).®

Mutual Fund Activities

KeyCorp proposes, through Company, to provide to mutual
funds (“funds”) investment advisory, administrative, and
other services that previously have been approved by the
Board.!® KeyCorp has committed that the proposed activi-
ties will be conducted in compliance with Regulation Y
and Board orders governing these activities and subject to
the prudential and other limitations established by the
Board.!!

the acquisition and thereafter on a rolling quarterly average basis
would be consistent with the Section 20 Orders. See U.S. Bancorp, 84
Federal Reserve Bulletin 483 (1998); Dauphin Deposit Corporation,
77 Federal Reserve Bulletin 672 (1991).

8. KeyCorp intends to merge KCMI with and into Company within
a few weeks of the consummation of the KeyCorp/McDonald merger.
Until the merger of KCMI and Company occurs, KeyCorp will
operate Company as a separate corporate entity and both KCMI and
Company will be independently subject to the 25-percent revenue
limitation on underwriting and dealing in bank-ineligible securities.
See Citicorp, 73 Federal Reserve Bulletin 473, 486 n.45 (1987), aff’d
sub nom. Securities Industrv Ass’'n v. Board of Governors of the
Federal Reserve System, 839 E2d 47 (2d Cir.), cert. denied, 486 U.S.
1059 (1988). In view of the fact that Company is significantly larger
than KCMI and will survive the merger with KCMI, the management
structure of the proposed merged company, the activities of the
merging companies and the proposed merged company. and the other
aspects of this case. the Board believes the merger would not disqual-
ify Company from calculating compliance with the revenue test in
conformance with the annualized treatment described in this order.

9. 12C.FR. 225.200. Company may provide services that are
necessary incidents to the proposed underwriting and dealing activi-
ties. Unless Company receives specific approval under section 4(c)(8)
of the BHC Act to conduct the activities independently, any revenues
from the incidental activities must be treated as ineligible revenues
subject to the Board’s revenue limitation.

10. The Board previously has determined that providing administra-
tive services to mutual funds is closely related to banking within the
meaning of section 4(c)(8) of the BHC Act. See, e.g., Bankers Trust
New York Corporation. 83 Federal Reserve Bulletin 780 (1997)
(“BTNY”’); Commerzhbank AG, 83 Federal Reserve Bulletin 679
(1997). In addition, the Board previously has determined that the
Glass—Steagall Act does not prohibit a bank holding company from
providing advisory and administrative services to a mutual fund. See
12 C.ER. 225.125.

11. See, e.g., BTNY. The administrative services that KeyCorp
would provide to mutual funds through Company include computing
the funds’ financial data, maintaining and preserving the records of the
funds, providing office facilities and clerical support for the funds. and
preparing and filing tax returns for the funds. The services are listed in
the Appendix.

KeyCorp has committed that, on consummation of the acquisition
of Company. Company will cease serving as a distributor for mutual

KeyCorp proposes to have certain director and officer
interlocks with the funds. In particular, KeyCorp proposes
that up to 25 percent of the directors of a mutual fund
would be employees, officers, or directors of KeyCorp or
one of its subsidiaries, including Company. KeyCorp pro-
poses that one of these directors may serve as chairman of
the board of the fund. In addition, KeyCorp secks to have
up to three directors, officers, or employees of KeyCorp or
its subsidiaries, including Company, serve as senior offic-
ers of the fund and have other KeyCorp personnel serve as
junior-level officers of the fund.'?

The Board previously has authorized a bank holding
company and its nonbank subsidiaries to have limited
director and officer interlocks with mutual funds that the
bank holding company advises and administers.’> The
Board noted that the independent directors of the funds
would be responsible for the selection and review of the
investment adviser, the underwriter, and the other major
service contractors of the fund.'*

In this case, KeyCorp’s personnel would not comprise
more than 25 percent of any fund’s board of directors.
Accordingly, all the funds to which KeyCorp would pro-
vide advisory and administrative services would have
boards of directors in which 75 percent of the directors are
unaffiliated with KeyCorp. In addition, any director of a
fund who also serves as a director, officer, or employee of
KeyCorp would be an “interested person” under the 1940
Act and, therefore, would be required to abstain from
voting on investment advisory and other major contracts of
the fund.

funds and distribution activities of mutual funds would be the respon-
sibility of an independent distributor, which would enter into contrac-
tual agreements with the mutual funds to serve as “principal under-
writer.”” As defined in the Investment Company Act of 1940 (**1940
Act”), a principal underwriter is any underwriter who, as principal,
purchases from a mutual fund any security for distribution, or who as
agent for such fund sells or has the right to sell the fund’s securities to
a dealer and/or to the public. 15 U.S.C. § 80a-2(a)(29). The indepen-
dent distributor also would be responsible for supervising sales as the
principal underwriter for purposes of the federal securities laws. An
independent distributor would enter into any sales agreements with
brokers or other financial intermediaries to sell shares of mutual funds.
The independent distributor would have legal responsibility under the
rules of the NASD for the form and use of all advertising and sales
literature and would be responsible for filing these materials with the
NASD or the SEC.

12. Senior officers include the president, secretary, treasurer, and
vice presidents with policy-making functions. Junior officers include
assistant secretaries, assistant treasurers, or assistant vice presidents of
the funds. Junior officers are fund employees who have no authority or
responsibility to make policy.

13. See, ¢.g., BTNY; Llovds TSB Group plc, 84 Federal Reserve
Bulletin 116 (1998); BankAmerica Corporation, 83 Federal Reserve
Bulletin 913 (1997); The Governor and Company of the Bank of
Ireland, 82 Federal Reserve Bulletin 1129 (1996).

14. Under the 1940 Act, at least 40 percent of the board of directors
of a mutual fund must be individuals who are not affiliated with the
mutval fund. investment adviser, or any other major contractor to the
fund. The 1940 Act and related regulatory provisions require that
independent directors annually review and approve the mutual fund’s
investment advisory contract and any plan of distribution or related
agreement.
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The director and officer interlocks proposed by KeyCorp
would not appear to affect the independence of the other
directors of the funds. The independent members of the
boards of directors would continue to have authority to
review brokerage, advisory, administrative, and other ma-
jor contracts and would retain authority to change the
distributor of fund shares. Based on the foregoing, the
Board concludes that the proposed director and officer
interlocks would not compromise the independence of the
boards of the funds or permit KeyCorp to control the funds
for purposes of the BHC Act or Glass—Steagall Act.

Other Activities Approved by Regulation or Order

The Board previously has determined that credit and credit-
related activities; leasing activities; trust company activi-
ties; financial and investment advisory activities; securities
brokerage, riskless principal, private placement, futures
commission merchant, and other agency transactional ac-
tivities; bank-eligible securities underwriting and dealing;
investing and trading activities; buying and selling bullion
and related activities; and management consulting and
employee benefits consulting services are closely related to
banking within the meaning of section 4(c)(8) of the BHC
Act. 15 In addition, the Board previously has determined by
order that the proposed private investment limited partner-
ship activities are permissible for bank holding compa-
nies.!6 KeyCorp has committed that it will conduct these
activities in accordance with the provisions and limitations
set forth in Regulation Y and the Board’s orders and
interpretations relating to each of the activities.

Other Considerations

In order to approve this notice, the Board also must deter-
mine that the proposed activities ““can reasonably be ex-
pected to produce benefits to the public, such as greater
convenience, increased competition, or gains in efficiency,
that outweigh possible adverse effects, such as undue con-
centration of resources, decreased or unfair competition,
conflicts of interests, or unsound banking practices.”!” As
part of its review of these factors, the Board considers the
financial and managerial resources of the notificant and its
subsidiaries and the effect the transaction would have on
such resources. '8

In considering the financial resources of the notificant,
the Board has reviewed the capitalization of KeyCorp and
Company in accordance with the standards set forth in the
Section 20 Orders and finds the capitalization of each to be
consistent with approval. This determination is based on all
the facts of record, including KeyCorp’s projections of the
volume of Company’s underwriting and dealing activities
in bank-ineligible securities.

15. See 12 C.FR. 225.28(b)(1), (2), (3), (5), (6). (7), (8), and (9).

16. See Dresdner Bank AG, 84 Federal Reserve Bulletin 361 (1998);
Meridian Bancorp, Inc., 80 Federal Reserve Bulletin 736 (1994).

17. 12 US.C. § 1843(c)(8).

18. See 12 C.FR. 225.26.

The Board also has reviewed the managerial resources
of each of the entities involved in this proposal in light of
examination reports and other supervisory information. In
connection with the proposal, the Federal Reserve Bank of
Cleveland (""Reserve Bank”) has reviewed the policies and
procedures of Company to ensure compliance with this
order and the Section 20 Orders, including Company’s
operational and managerial infrastructure, computer, audit,
and accounting systems and internal risk management pro-
cedures and controls. On the basis of the Reserve Bank’s
review and all other facts of record, including the commit-
ments provided in this case and the proposed managerial
and risk management systems of Company, the Board has
concluded that financial and managerial considerations are
consistent with approval of the notice.

The Board has carefully considered the competitive ef-
fects of the proposal. KeyCorp represents that KCMI and
Company offer largely complementary services with few
significant overlaps. KeyCorp has indicated that KCMI has
not developed the type of equity underwriting and other
equity-based capital markets products, private client bro-
kerage, and high-yield debt underwriting services offered
by Company. To the extent that KCMI and Company offer
different types of products and services, the proposed ac-
quisition would result in no loss of competition. In those
markets where the product offerings of KeyCorp’s non-
banking subsidiaries and McDonald overlap, such as secu-
rities brokerage, investment advisory, trust, and insurance
agency activities, there are numerous existing and potential
competitors. Consummation of the proposal, therefore,
would have a de minimis effect on competition in the
market for these services, and the Board has concluded that
the proposal would not have significantly adverse competi-
tive effects in any relevant market.

In order to approve the proposal. the Board also must
find that the performance of the proposed activities by
KeyCorp can reasonably be expected to produce benefits
that would outweigh possible adverse effects under the
proper incident to banking standard of section 4(c)(8) of
the BHC Act. Under the framework established in this and
prior decisions, consummation of the proposal is not likely
to result in any significantly adverse effects, such as undue
concentration of resources, decreased or unfair competi-
tion, conflicts of interests, or unsound banking practices
that outweigh the public benefits of the proposal.

The Board expects that consummation of the proposal
would provide added convenience to the customers of
KeyCorp and McDonald. KeyCorp has indicated that con-
summation of the proposal would expand the range of
products and services available to its customers and those
of McDonald. KeyCorp also has stated that the acquisition
would permit it to improve the operating efficiency of
KCMI and further diversify its nonbanking operations,
thereby making it less vulnerable to economic fluctuations
in individual business lines.

Based on all the facts of record, the Board has deter-
mined that performance of the proposed activities by Key-
Corp can reasonably be expected to produce public bene-
fits that outweigh any adverse effects of the proposal.
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Accordingly, the Board has determined that the perfor-
mance of the proposed activities by KeyCorp is a proper
incident to banking for purposes of section 4(c)(8) of the
BHC Act.

Conclusion

On the basis of all the facts of record, the Board has
determined that the notice should be, and hereby is, ap-
proved, subject to all the terms and conditions described in
this order. The Board’s approval of the proposal extends
only to activities conducted within the limitations of this
order, including the Board’s reservation of authority to
establish additional limitations to ensure that Company’s
activities are consistent with safety and soundness, avoid-
ance of conflicts of interests, and other relevant consider-
ations under the BHC Act. Underwriting and dealing in
any manner other than as approved in this order is not
within the scope of the Board’s approval and is not autho-
rized for Company.

The Board’s determination also is subject to all the terms
and conditions set forth in Regulation Y, including those in
sections 225.7 and 225.25(c) (12C.ER. 225.7 and
225.25(c)), and to the Board’s authority to require modifi-
cation or termination of the activities of a bank holding
company or any of its subsidiaries as the Board finds
necessary to ensure compliance with, or to prevent evasion
of, the provisions and purposes of the BHC Act and the
Board’s regulations and orders issued thereunder. The
Board’s decision is specifically conditioned on compliance
with all the commitments made in connection with this
notice, including the commitments discussed in this order
and the conditions set forth in this order and the Board
regulations and orders noted above. The commitments and
conditions are deemed to be conditions imposed in writing
by the Board in connection with its findings and decision,
and, as such, may be enforced in proceedings under appli-
cable law.

This proposal 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 the
Reserve Bank, acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 21, 1998.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley and Meyer. Absent and not voting: Governors
Ferguson and Gramlich.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Appendix
List of Administrative Services

(1) Maintaining and preserving certain records of the
funds, including financial and corporate records;

(2) Computing net asset value, dividends, performance
data and financial information regarding the funds;

(3) Furnishing statistical and research data to the funds;

(4) Preparing and filing with the SEC and state securities
regulators registration statements, notices, reports,
and other materials required to be filed under applica-
ble laws;

(5) Preparing reports and other informational materials
regarding the funds, including prospectuses, proxies,
and other shareholder communications;

(6) Providing legal and other regulatory advice to the
funds in connection with their other administrative
functions;

(7) Providing office facilities and clerical support for the
funds;

(8) Developing and implementing procedures for moni-
toring compliance with regulatory requirements and
compliance with the funds’ investment objectives,
policies, and restrictions as established by the boards
of directors of the funds;

(9) Providing routine fund accounting services to the
funds and liaison with outside auditors;

(10) Preparing and filing tax returns, and monitoring tax
compliance;

(11) Reviewing and arranging for payment of fund ex-
penses;

(12) Providing communication and coordination services
with regard to the funds’ investment advisors, trans-
fer agent, custodian, distributor, and other service
organizations that render distribution, recordkeeping,
or shareholder communication services;

(13) Reviewing and providing advice to the distributor,
the funds, and the investment advisors regarding
sales literature and marketing plans for the funds;

(14) Providing information to the distributor’s personnel
concerning performance and administration of the
funds;

(15) Providing marketing support with respect to sales of
the funds through financial intermediaries, including
participating in seminars, meetings, and conferences
designed to present information concerning the
funds;

(16) Assisting in the development of additional funds;

(17) Providing reports to the boards of directors of the
funds with regard to the activities of the funds; and

(18) Providing telephone shareholder services through a
toll-free number.

Orders Issued Under Sections 3 and 4 of the Bank
Holding Company Act

Charter One Financial, Inc.
Cleveland, Ohio

Order Approving the Formation of Bank Holding
Companies

Charter One Financial, Inc., and its wholly owned subsid-
iary, Charter-Michigan Bancorp, Inc. (“CMB”) (collec-
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tively “Charter One”), savings and loan holding compa-
nies within the meaning of the Home Owners Loan Act
(12 US.C. § 1461 et seq.),' have requested the Board’s
approval under section 3 of the Bank Holding Company
Act (12 US.C. § 1842) (“BHC Act”) to become bank
holding companies by acquiring ALBANK Financial Cor-
poration (“ALBANK?”) and its subsidiary bank, ALBANK
Commercial, both of Albany, New York.2 Charter One also
has requested the Board’s approval under section 4(c)(8) of
the BHC Act (12 US.C. § 1843(c)(8)) and section 225.24
of the Board’s Regulation Y (12 C.F.R. 225.24) to acquire
the nonbanking subsidiaries of ALBANK, including
ALBANK’s subsidiary savings association, ALBANK,
F.S.B., Albany, New York (“ALBANK Savings™), to retain
some of Charter One’s nonbanking subsidiaries, and
thereby to engage in the following nonbanking activities:

(1) Extending credit and servicing loans in accor-
dance withsection 225.28(b)(1) of Regulation Y
(12 C.E.R. 225.28(b)(1);

(2) Providing real estate appraisal services in accor-
dance with section 225.28(b)(2)(i) of Regula-
tion Y (12 C.F.R. 225.28(b)(2)(i));

(3) Providing asset management services in accor-
dance with section 225.28(b)(2)(vi) of Regula-
tion Y (12 C.F.R. 225.28(b)(2)(vi));

(4) Engaging in leasing personal or real property in
accordance with section 225.28(b)(3) of Regula-
tion Y (12 C.F.R. 225.28(b)(3));

(5) Operating a savings association in accordance
with section 225.28(b)(4)(ii) of Regulation Y
(12 C.F.R. 225.28(b)(4)(ii));

(6) Providing securities brokerage services in accor-
dance with section 225.28(b)(7)(i) of Regula-
tion Y (12 C.F.R. 225.28(b)(7)(i));

(7) Engaging in credit insurance activities in accor-
dance with section 225.28(b)(11)(i) of Regula-
tion Y (12 C.E.R. 225.28(b)(11)(i));

(8) Engaging in community development activities
in accordance with section 225.28(b)(12) of Reg-
ulation Y (12 C.F.R. 225.28(b)(12)); and

(9) Providing data processing services in accordance
with section 225.28(b)(14) of Regulation Y
(12 C.F.R. 225.28(b)(14)).

In connection with this application, Charter One also has
requested the Board’s approval to retain ownership of
9.95 percent of the voting shares of Gateway American
Bank of Florida, Fort Lauderdale, Florida (“Gateway”),
that Charter One currently owns. Charter One stated that it
does not intend to control Gateway and has made a number

1. CMB controls Charter One Bank, F.S.B. (*‘Charter One
Savings”), Cleveland. Ohio.

2. Pursuant to the merger agreement between Charter One and
ALBANK, ALBANK would be merged with and into CMB.
ALBANK also has granted Charter One an option to acquire up to
9.9 percent of ALBANK’s outstanding common stock. The option
would expire on consummation of the merger.

of commitments designed to ensure that Charter One will
not exercise a controlling influence over Gateway.?

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(63 Federal Register 47,499 (1998)). The time for filing
comments has expired, and the Board has considered the
proposal and all comments received in light of the factors
set forth in sections 3 and 4 of the BHC Act.

Charter One, with total consolidated assets of approxi-
mately $20.2 billion, is the seventh largest depository
organization in Ohto, controlling approximately 3.1 per-
cent of the total deposits of insured depository institutions
in the state (“total deposits”).# Charter One Savings cur-
rently operates branches in Michigan, New York, and Ohio
and Charter One engages in a number of nonbanking
activities. Charter One is the 22nd largest depository orga-
nization in New York, controlling less than | percent of the
total deposits.

ALBANK, with total consolidated assets of approxi-
mately $4.1 billion, is the 21st largest commercial banking
organization in New York, controlling less than | percent
of total banking deposits in the state (“total banking depos-
its’). After consummation of the proposal, Charter One
would become the 14th largest commercial banking organi-
zation in New York, controlling approximately 1.4 percent
of total banking deposits.

Competitive, Financial, and Managerial Factors

Section 3 of the BHC Act prohibits the Board from approv-
ing an application if the proposal would result in a monop-
oly or would substantially lessen competition in any rele-
vant banking market unless, in the latter case, the Board
finds that the anticompetitive effects of the proposal are
clearly outweighed in the public interest by the probable
effect of the proposal in meeting the convenience and
needs of the community to be served.” Charter One,
ALBANK and Gateway do not compete directly in any
relevant banking market. Based on all the facts of record,
the Board concludes that consummation of the proposal
would not result in a monopoly or in any significantly
adverse effects on competition or on the concentration of
banking resources in any relevant banking market.

The BHC Act also requires the Board to consider the
financial and managerial resources and future prospects of
the companies and banks involved in the proposal, the
convenience and needs of the communities to be served,
and certain other supervisory factors. The Board has care-
fully considered the financial and managerial resources and
future prospects of Charter One, ALBANK, and their re-
spective insured depository institutions and other supervi-

3. The Board has relied on similar commitments in other cases to
determine that an investing bank holding company would not be able
to exercise a controlling influence over another bank holding company
or bank for purposes of the BHC Act. A complete list of these
commitments is set forth in the Appendix.

4. Asset, deposit, and ranking data are as of June 30, 1997.

5. 12 U8.C. § 1842(c)i1).
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sory factors in light of all the facts of record, including
supervisory reports of examination assessing the financial
and managerial resources of the organizations and confi-
dential financial information provided by Charter One.
Based on these and all the other facts of record, the Board
concludes that the financial and managerial resources and
future prospects of Charter One, ALBANK, and their sub-
sidiary insured depository institutions are consistent with
approval, as are the other supervisory factors that the
Board must consider under section 3 of the BHC Act.

Convenience and Needs Factor

The Board also has considered carefully the effect of the
proposed acquisition on the convenience and needs of the
community to be served, in light of all the facts of record.
Charter One Savings, which is the insured depository insti-
tution controlled by the applicant in this case, received a
“satisfactory” rating in its most recent evaluation by the
Office of Thrift Supervision (“OTS”’) pursuant to the Com-
munity Reinvestment Act (“CRA™) (12 U.S.C. § 2901
et seq.). ALBANK Savings F.S.B. (“ALBANK Savings™),
a wholly owned savings association subsidiary of the com-
pany proposed to be acquired in this case, received a
“needs to improve” rating in its most recent CRA evalua-
tion by the OTS.¢ The Board also notes that ALBANK and
ALBANK Savings have entered into a consent decree with
the Department of Justice regarding compliance with the
Fair Housing Act and the Equal Credit Opportunity Act
(““fair lending laws”’).

The Board has consulted with the OTS and the Depart-
ment of Justice on the steps initiated by ALBANK to
address these matters. The Board also has reviewed rele-
vant supervisory information indicating that ALBANK’s
initiatives have generated successful results. In addition,
the Board notes that Charter One intends to merge
ALBANK Savings with and into Charter One Savings,
with the community reinvestment activities of the resulting
institution under the direction of current Charter One man-
agement. Charter One also has committed that it will
ensure full compliance with the consent decree after con-
summation of the proposed transaction.

Based on all the facts of record, including in particular
the performance record of Charter One and the measures
taken by ALBANK to ensure compliance with fair lending
laws, the Board concludes that convenience and needs
considerations, including the CRA performance records of
the subsidiary depository institutions of Charter One and
ALBANK, are consistent with approval of the proposal.

Nonbanking Activities

The Board previously has determined by regulation that
the operation of a savings association by a bank holding

6. ALBANK Commercial received its charter from the State of
New York on October 8, 1997, and has not yet been examined for
CRA performance.

company is closely related to banking for purposes of the
BHC Act.” In making this determination the Board requires
that savings associations acquired by bank holding compa-
nies conform their direct and indirect activities to those
permissible for bank holding companies under section 4 of
the BHC Act and Regulation Y. Charter One has commit-
ted to conform all of the activities of Charter One Savings
to those permissible under section 4(c)(8) of the BHC Act.3

Charter One also has filed a notice under section 4(c)(8)
of the BHC Act to acquire the nonbanking subsidiaries of
ALBANK, including ALBANK Savings, to retain some of
Charter One’s nonbanking subsidiaries, and thereby en-
gage in extending credit and servicing loans, providing
asset management and real estate appraisal services, engag-
ing in leasing personal or real property, operating a savings
association, providing securities brokerage and data pro-
cessing services, and engaging in credit insurance and
community development activities. The Board has deter-
mined by regulation that these activities are closely related
to banking for purposes of the BHC Act.® Charter One has
committed to conduct these nonbanking activities in accor-
dance with the limitations set forth in Regulation Y and all
relevant Board orders and interpretations.

In order to approve a notice under section 4(c)(8) of the
BHC Act, the Board also must determine that the proposed
activities are a proper incident to banking, that is, that the
proposal “‘can reasonably 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 bank-
ing practices.”'® As part of its evaluation of these factors,
the Board considers the financial condition and managerial
resources of the notificant and its subsidiaries, including
the companies to be acquired, and the effect of the pro-
posed transaction on those resources. For the reasons dis-
cussed above, and based on all the facts of record, the
Board has concluded that financial and managerial consid-
erations are consistent with approval of the notice.

The Board also has carefully considered the competitive
effects of the proposed acquisition of nonbanking activi-
ties. Charter One represents that there are few overlaps in

7. 12 C.FR. 225.28(b)(4)(ii).

8. Charter One has committed that it will conform all the insurance,
annuities, real estate, and other nonconforming activities conducted
by Charter One and its subsidiaries to the requirements of section 4 of
the BHC Act within two years after consummation of the proposal.
Charter One must also conform the savings bank life insurance
activities conducted by ALBANK to the requirements of section 4 of
the BHC Act within two years after consummation of the proposal.
ALBANK already is required to conform its other activities to the
requirements of section 4 of the BHC Act within two years of the date
on which ALBANK became a bank holding company, and Charter
One must conform these activities of ALBANK to the requirements of
the BHC Act within that same period.

9. See 12 C.ER. 225.28(b)(1). (b}(2)(1). (b)(2)(vi), (3), (4)(i1). (T)(1),
(11)(@), (12) and (14).

10. 12 US.C. § 1843(c)(8).
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the services provided by Charter One and ALBANK.!! To
the extent that Charter One and ALBANK offer different
types of products, the proposed acquisition would result in
no loss of competition. In those markets in which the
product offerings of Charter One and ALBANK overlap,
such as brokerage services and the sale of insurance and
annuities products, there are numerous existing and poten-
tial competitors. Consummation of the proposal, therefore,
would have a de minimis effect on competition in the
markets for these services, and the Board has concluded
that the proposal would not result in any significantly
adverse competitive effects in any relevant market.

Charter One has indicated that, after consummation of
the merger proposal, it may provide more products and
services than those currently offered by ALBANK. In
addition, as the Board has previously noted, there are
public benefits to be derived from permitting capital mar-
kets to operate so that bank holding companies can make
potentially profitable investments in nonbanking compa-
nies and from permitting banking organizations to allocate
their resources in the manner they consider to be most
efficient when such investments and actions are consistent,
as in this case, with the relevant considerations under the
BHC Act.2

The Board also concludes that the conduct of the pro-
posed nonbanking activities within the framework estab-
lished under Regulation Y is not likely to result in adverse
effects, such as undue concentration of resources, de-
creased or unfair competition, conflicts of interests, or
unsound banking practices, that would outweigh the public
benefits of the proposal, such as increased customer conve-
nience and gains in efficiency. Accordingly. based on all
the facts of record, the Board has determined that the
balance of public benefits that the Board must consider
under the proper incident to banking standard of sec-
tion 4(c)(8) of the BHC Act is favorable and consistent
with approval of Charter One’s notice.

Conclusion

Based on the foregoing. and in light of all the facts of
record, the Board has determined that the application and
notices should be, and hereby are, approved. Approval of
the application and notice is specifically conditioned on
compliance by Charter One with all the commitments
made in connection with the proposal and with the condi-
tions stated or referred to in this order. The Board’s deter-
mination on the nonbanking activities also is subject to all
the terms and conditions set forth in Regulation Y. includ-
ing those in sections 225.7 and 225.25(c) (12 C.FR. 225.7
and 225.25(c)), and to the Board’s authority to require such
modification or termination of the activities of a bank

11. Charter One Savings and ALBANK Savings do not compete in
any relevant geographic market in providing savings association ser-
vices.

12. See, e.g., Banc One Corporation, 84 Federal Reserve Bulletin
553 (1998); First Union Corporation, 84 Federal Reserve Bulletin
489 (1998).

holding company or any of its subsidiaries as the Board
finds necessary to ensure compliance with, and to prevent
evasion of, the provisions of the BHC Act and the Board’s
regulations and orders thereunder. For purposes of this
transaction, the commitments and conditions referred to
above shall be deemed to be conditions imposed in writing
by the Board in connection with its findings and decision
and, as such, may be enforced in proceedings under appli-
cable law,

The acquisition of ALBANK Commercial shall not be
consummated before the fifteenth calendar day after the
effective date of this order, and the proposal 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
Cleveland, acting pursuant to delegated authority.

By order of the Board of Governors,
October 28, 1998.

effective

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Meyer, Ferguson, and Gramlich. Absent and not voting:
Governor Kelley.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Appendix
Commitments For Retaining Shares of Gateway Charter

One Financial, Inc. (“COFI”’) and CMB have committed,
jointly and severally, that they will not, directly or indi-
rectly:

(1) Take any action to cause Gateway or any of its
subsidiaries to become a subsidiary of COFI or
CMB;:

(2) Acquire or retain shares of Gateway that would cause
the combined interests of COFI, CMB, their affili-
ates. officers, and directors to equal or exceed
10 percent of the outstanding voting shares of Gate-
way;

(3) Exercise or attempt to exercise a controlling influ-
ence over the management or policies of Gateway or
any of its subsidiaries.

(4) Seek or accept representation by more than one direc-
tor on the board of directors of Gateway or any of its
subsidiaries;

(5) Serve, or have or seek to have any representative of
COFI or CMB serve, as an officer, agent, or em-
ployee of Gateway or any of its subsidiaries;

(6) Propose more than one director in opposition to any
nominee or slate of nominees proposed by manage-
ment or the board of directors of Gateways;

(7) Solicit or participate in soliciting proxies with respect
to any matter presented to the shareholders of Gate-
way,

(8) Attempt to influence Gateway’s or any of its subsid-
iaries’: dividend policies; loan, credit, or investment
decisions; pricing of services; personne! decisions;
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operations activities, including the location of any
offices or branches or their hours of operation, etc.; or
any similar activities or decisions of Gateway or any
of its subsidiaries;

(9) Enter into any other banking or nonbanking transac-
tions with Gateway, except that COFI or CMB may
establish and maintain deposit accounts with Gate-
way, provided that the aggregate balance of all such
deposit accounts does not exceed $500,000, and pro-
vided that the accounts are maintained on substan-
tially the same terms as those prevailing for compara-
ble accounts of persons unaffiliated with COFI or
CMB; and

(10) Dispose or threaten to dispose of shares of Gateway
in any manner as a condition of specific action or
nonaction by Gateway or any of its subsidiaries

Firstar Corporation
Milwaukee, Wisconsin

Order Approving the Merger of Bank Holding
Companies

Firstar Corporation (“Firstar”), a bank holding company
within the meaning of the Bank Holding Company Act
(“BHC Act”), has requested the Board’'s approval under
section 3 of the BHC Act (12 U.S.C. § 1842) to merge with
Star Banc Corporation (“SBC”) and thereby acquire
SBC’s wholly owned subsidiary bank, Star Bank, N.A.
(““Star Bank™), both of Cincinnati, Ohio.! Firstar also has
requested the Board’s approval under section 4(c)(8) of the
BHC Act (12 U.S.C. § 1843(c)(8)) and section 225.24 of
the Board’s Regulation Y (12 C.ER. 225.24) to acquire the
nonbanking subsidiaries of SBC.2

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(63 Federal Register 45,246 (1998)). The time for filing
comments has expired. and the Board has considered the
proposal and all comments received in light of the factors
set forth in sections 3 and 4 of the BHC Act.

Firstar, with total consolidated assets of approximately
$20 billion, is the 38th largest commercial banking organi-
zation in the United States, controlling less than 1 percent
of the total assets of insured commercial banks in the
United States (“‘total banking assets”).? Firstar is the sec-
ond largest commercial banking organization in Wiscon-
sin, controlling deposits of $12.8 billion in the state. Firstar
also operates subsidiary banks in Arizona, Florida, Iowa,

1. Firstar and SBC also have requested the Board’s approval to hold
and exercise options to acquire up to 19.9 percent of each other’s
voting shares, if certain events occur. The options would expire on
consummation of the proposed merger.

2. The nonbanking subsidiaries of SBC and their activities are listed
in the Appendix.

3. All banking data, including rankings, assets. and deposits, are as
of June 30, 1998.

Illinois, and Minnesota and engages in a number of permis-
sible nonbanking activities nationwide.

SBC, with total consolidated assets of approximately
$14.9 billion, is the 50th largest commercial banking orga-
nization in the United States, controlling less than 1 per-
cent of total banking assets. SBC’s subsidiary bank, Star
Bank, operates in Indiana, Kentucky, Ohio, and Tennessee.
After consummation of the proposal, Firstar would become
the 24th largest commercial banking organization in the
United States, with consolidated assets of approximately
$34.9 billion, representing approximately 1 percent of total
banking assets.

Interstate Analysis

Section 3(d) of the BHC Act, as amended by section 101 of
the Riegle-Neal Interstate Banking and Branching Effi-
ciency Act of 1994 (*‘Riegle-Neal Act”), allows the Board
to approve an application by a bank holding company to
acquire control of a bank located in a state other than the
home state of such bank holding company if certain condi-
tions are met.* For purposes of the BHC Act, the home
state of Firstar is Wisconsin, and Firstar proposes to ac-
quire a bank that is located in Indiana, Kentucky, Ohio, and
Tennessee.> All conditions for an interstate acquisition
enumerated in section 3(d) are met in this case.® In view of
all the facts of record, the Board is permitted to approve
this proposal under section 3(d) of the BHC Act.

Competitive, Financial, and Managerial Factors

Section 3 of the BHC Act prohibits the Board from approv-
ing a proposal that would result in a monopoly, or that
would substantially lessen competition in any relevant
banking market unless, in the latter case, the anticompeti-
tive effects of the proposal in that banking market are
clearly outweighed in the public interest by the probable
effect of the proposal in meeting the convenience and
needs of the community to be served.” Firstar and Star do
not compete directly in any relevant banking market. Based

4. Pub. L. No. 103-328. 108 Stat. 2338 (1994). A bank holding
company's home state is the state in which the operations of the bank
holding company’s banking subsidiaries were principally conducted
on July 1, 1966, or the date on which the company became a bank
holding company, whichever is later.

5. For purposes of the Riegle-Neal Act, the Board considers a bank
to be located in the states in which the bank is chartered, headquar-
tered, or operates a branch.

6. Firstar is adequately capitalized and adequately managed as
defined in the Riegle-Neal Act. 12 US.C. § 1842(d)(1)(A). SBC’s
only subsidiary bank, Star Bank, has been in existence and operated
for the minimum period of time required by state law. 12 US.C.
§ 1842(d)(1)(B). On consummation of the proposal, Firstar would
control less than 10 percent of the total amount of deposits of insured
depository institutions in the United States, and Firstar and SBC do
not both operate insured depository institutions in the same states.
12 U.S.C. § 1842(d)(2). All other requirements under section 3(d) of
the BHC Act also would be met on consummation of the proposal.

7. See 12 U.S.C. § 1842(c).
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on all the facts of record, the Board concludes that consum-
mation of the proposal would not result in any significantly
adverse effects on competition or on the concentration of
banking resources in any relevant banking market and that
competitive factors are consistent with approval of the
proposal.

The BHC Act also requires the Board to consider the
financial and managerial resources of the companies and
banks involved and certain other supervisory factors. The
Board has carefully considered the financial and manage-
rial resources and future prospects of Firstar, SBC. and
their respective subsidiary banks and other supervisory
factors in light of all the facts of record, including supervi-
sory reports of examination assessing the financial and
managerial resources of the organizations and confidential
financial information provided by Firstar. Based on these
and all the other facts of record, the Board concludes that
the financial and managerial resources and future prospects
of Firstar, SBC, and their subsidiary banks are consistent
with approval, as are the other supervisory factors that the
Board must consider under section 3 of the BHC Act.

Convenience and Needs Factor

The Board also has considered carefully the effect of the
proposed acquisition on the convenience and needs of the
community to be served in light of all the facts of record,
including public comments on the proposal. Three com-
menters expressed opposition to the merger proposal, alleg-
ing that Firstar and SBC have inadequate records of meet-
ing the banking and credit needs of the communities they
serve and, in particular, of communities with predomi-
nantly low- and moderate-income (“LMI"’) and minority
populations. One commenter expressed particular concern
about Firstar’s record of lending and providing services to
rural and LMI communities in Wisconsin and alleged that
the proposed merger would adversely affect those commu-
nities. The commenter also alleged that Firstar’s banks in
Wisconsin failed to participate adequately in state and
federally guaranteed loan programs designed to assist LMI
individuals, small businesses, and owners of small farms.

A. CRA Performance Examinations

The Board has long held that consideration of the conve-
nience and needs factor includes a review of the records of
the relevant depository institutions under the Community
Reinvestment Act (12 US.C. § 2901 ef seq.) (“CRA™). As
provided in the CRA, the Board has evaluated the conve-
nience and needs factor in light of examinations of the
CRA performance records of the relevant insured deposi-
tory institutions by their appropriate federal financial super-
visory agency. An institution’s most recent CRA perfor-
mance evaluation is a particularly important consideration
in the applications process because it represents a detailed,
on-site evaluation of an institution’s overall record of per-

formance under the CRA by its appropriate federal supervi-
sor.®

Al of Firstar’s subsidiary banks received *outstanding”
or “satisfactory’” ratings in the most recent examinations
of their CRA performance. Firstar's lead subsidiary bank,
Firstar Bank Milwaukee, Milwaukee, Wisconsin (“Firstar
Milwaukee™), received a “satisfactory” rating in its most
recent CRA performance evaluation by the Office of the
Comptroller of Currency (*“OCC”), as of November 1997.
Firstar Bank Wisconsin, Madison, Wisconsin (‘“‘Firstar
Wisconsin®), received an “outstanding” rating in its most
recent CRA evaluation by the Federal Reserve Bank of
Chicago (“Reserve Bank”), as of April 1997, and Firstar
Bank Illinois, Waukegan, Illinois (“Firstar Illinois”), re-
ceived a “‘satisfactory” rating in its most recent CRA
examination by the Reserve Bank, as of June 1996. SBC’s
subsidiary bank, Star Bank, also received an “outstanding”
rating in its most recent CRA examination by the OCC, as
of December 1996.

The examinations found no evidence of prohibited dis-
crimination or illegal credit practices at the subsidiary
banks of Firstar or SBC. Examiners concluded that the
banks solicited and accepted credit applications from all
segments of their service communities. Examiners also
generally noted that loans made by the banks were reason-
ably distributed throughout the local communities served.,
including in LMI communities. and that the banks served
all members of those communities, including LMI individ-
uals. In addition, examiners generally determined that the
banks' delineation of the local communities they served
were reasonable and did not arbitrarily exclude any LMI
census tracts.

Firstar represents that, after consummation of the pro-
posal, it will adopt SBC’s approach to meeting its responsi-
bilities under the CRA.® Firstar states that, by adopting
SBC’s CRA approach, it would draw on SBC's expertise
in providing innovative financing to projects benefitting
LMI communities to expand Firstar’s investments in such
communities. Firstar also has indicated that it would follow
SBC’s community banking approach to agricultural lend-
ing, which features locally based loan officers who have
direct contact with their customers in rural communities.
Firstar also intends to seek out partnerships with commu-
nity organizations in Firstar markets similar to partnerships
established by SBC with community-based groups in sev-
eral of its markets. In addition, Firstar has noted that it
would retain some of its CRA programs that have proven
successful. Consequently, the Board has taken into account

8. The Statement of the Federal Financial Supervisory Agencies
Regarding the Community Reinvestment Act provides that a CRA
examination is an important and often controlling factor in the consid-
eration of an institution’s CRA record and that reports of these
examinations will be given great weight in the applications process.
See 54 Federal Register 13,742, 13,745 (1989); see also 62 Federal
Register 52,105 (1997).

9. Firstar has stated that it would place its CRA and community
development programs under the leadership of SBC’s current Director
of Community Development.
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the CRA performance records of SBC and Firstar in evalu-
ating the proposal.

B. SBC’s CRA Performance Record

SBC offers a variety of products and programs through Star
Bank to assist in meeting the housing-related credit needs
of LMI individuals and communities. For example, Star
Bank has established a Home Advantage (“HA”) mortgage
program that features reduced down payment. increased
debt-to-income ratios, and waiver of mortgage insurance
requirements. In LMI communities. Star Bank also makes
available HA home improvement loans with reduced inter-
est rates for LMI borrowers. Examiners noted that, in 1995,
Star Bank originated more than 1,100 HA mortgage loans,
totaling $56.4 million, and more than 600 HA home im-
provement loans, totaling $4.9 million.

The CRA performance examination characterized Star
Bank’s responsiveness to the credit needs of its assessment
areas as excellent and commended Star Bank’s penetration
of consumer loans in LMI census tracts. Examiners noted,
for example, that 30 percent of the total dollar volume of
home equity loans made by Star Bank from January 1,
1995, through June 30, 1996, were made in LMI census
tracts. Examiners stated that this percentage was favorable
because only 18 percent of the owner-occupied housing
units in Star Bank’s assessment areas were in LMI commu-
nities.

Star Bank also established a Small Business Banking
Group (“BBG”) to meet the credit and banking needs of
small business owners. Star Bank’s BBG originated more
than 3,300 small business loans in 1997, totaling
$376 million, and made more than 1,400 small business
loans in the first five months of 1998, totaling $150 mil-
lion. The CRA performance examination commended Star
Bank’s lending to small businesses and small farms and
noted that the bank had an excellent record of extending
credit to businesses and farms of different sizes. Examiners
also noted that Star Bank participated in federal and state
small business lending programs. including two Small
Business Administration (“SBA”) loan programs. Examin-
ers determined that Star Bank originated 117 SBA loans
under these programs in 1995, totaling approximately $25
million.

The CRA performance examination commended Star
Bank for originating a high level of community develop-
ment loans. Examiners cited Star Bank's origination of
21 loans from January 1994 through July 1996, totaling
$70 million, that resulted in the rehabilitation of 1,848
units of affordable rental housing. Examiners also noted
that Star Bank entered into an agreement with the City of
Cleveland, Ohio (“Cleveland Agreement”), to provide
$25 million in loans to focus on LMI neighborhoods from
1994 through 1998. As of June 1996, Star Bank had
extended $25.9 million of credit under the Cleveland
Agreement, which represented 104 percent of Star Bank’s
original commitment. Firstar notes that, in March 1998,
Star Bank began a five year, $5.15 billion Community
Development I[nitiative to engage in community develop-

ment activities, including making small business loans,
agricultural loans, and loans to businesses in LMI census
tracts. Firstar has committed to carry out this initiative.

Examiners found that Star Bank had a good distribution
of branches throughout its assessment areas. For example,
examiners noted favorably that 27 percent of Star Bank’s
branches in Cincinnati were in LMI communities, which
exceeded the percentage of families in Cincinnati that
resided in those census tracts (19 percent). Examiners also
noted that Star Bank offered a variety of alternative deliv-
ery systems, including banking by phone, by automatic
teller machines (“ATMs”), and by home computer.

C. Firstar's CRA Performance

Firstar Milwaukee. Examiners noted that Firstar Milwau-
kee had been responsive to the credit needs of all segments
of its service community. In particular, examiners com-
mended the level of Firstar Milwaukee’s home mortgage
and home improvement lending to LMI census tracts.
Examiners noted that, in 1996, Firstar Milwaukee made
10 percent of its housing-related loans in LMI census
tracts, which almost equaled the 13 percent of owner-
occupied homes in the bank’s service communities that
were in those census tracts. Examiners also commended
Firstar Milwaukee for making 38 percent of its consumer
loans to LMI borrowers, a percentage that closely approxi-
mated the 37 percent of the population in its service area
with low- and moderate-incomes.

Examiners commended Firstar Milwaukee’s lending to
small businesses, including small businesses in LMI cen-
sus tracts. Examiners also noted that Firstar Milwaukee
had introduced a small business line-of-credit program.
The program offered a streamlined applications process
and was designed for emerging small businesses that
needed to build a credit history. From the time of the
program’s inception in 1996 through November 1997,
Firstar Milwaukee originated 147 small business credit
lines under this program, totaling more than $3.5 million.

Firstar Milwaukee also has participated in a variety of
governmentally insured, guaranteed, and subsidized loan
programs. For example, Firstar represents that its banks
have participated in the SBA’s “Low Doc” program, which
offers quick approvals to qualifying small businesses and
farms. Firstar notes that Firstar Milwaukee originated a
total of 40 SBA loans in 1996, totaling $6.2 million, and
43 SBA loans in 1997, totaling $9.1 million. Firstar also
states that Firstar Milwaukee has actively participated in
Veterans Administration (**VA™") and Federal Housing Ad-
ministration (“FHA”) loan programs. Firstar Milwaukee
made 149 VA loans in 1996, totaling $13.2 million, and
159 VA loans in 1997, totaling $14.2 million. The bank
also originated 114 FHA loans in 1996, totaling
$8.6 million, and 330 such loans in 1997, totaling $25
million.

Examiners noted that Firstar Milwaukee offered a vari-
ety of low-cost checking accounts to consumers, small
businesses. community groups and nonprofit organizations.
Examiners also noted that Firstar Milwaukee cashed fed-



1086 Federal Reserve Bulletin (1 December 1998

eral government benefit checks without charge. Examiners
found this check-cashing service to be unique in the bank’s
assessment area because it was offered free to customers
and to noncustomers of the bank.

Firstar Wisconsin. The CRA examination of Firstar Wis-
consin found that the bank had a strong record of small
business and small farm lending. Examiners noted that, in
1996, Firstar Wisconsin made more than 3,600 small busi-
ness loans and originated more than 230 small farm loans.
Examiners stated that approximately 500 of the small busi-
ness and farm loans, totaling approximately $42 million,
were made in LMI areas.'?

The CRA performance examination determined that
Firstar Wisconsin offered a variety of governmentally in-
sured, guaranteed, and subsidized loans to small busi-
nesses, small farms, and LMI borrowers. Examiners noted,
for example, that Firstar Wisconsin originated 149 SBA
loans, totaling $35.4 million, and 69 Farm Service Agency
(“FSA”) loans, totaling $11.7 million, in 1996. Examiners
also commended the bank for using a Department of Hous-
ing and Urban Development (*“HUD’’) lending program to
offer nontraditional mortgage loans on real property in
certain Native American reservations, where conventional
mortgage lending was difficult because borrowers often did
not own the mortgaged real estate outright.

Firstar states that, since the CRA performance examina-
tion, Firstar Wisconsin has continued to participate ac-
tively in various government-guaranteed loan programs.
For example, Firstar reports that Firstar Wisconsin made
more than 130 SBA loans in 1997, totaling $37.8 million,
and that the bank made 56 SBA loans in the first six
months of 1998, totaling $15.2 million. Firstar also states
that Firstar Wisconsin and its affiliates in Wisconsin con-
tinue to participate in various lending programs operated
by the Wisconsin Housing and Economic Development
Authority (“WHEDA”). In 1997, for example, Firstar Wis-
consin originated 92 loans through WHEDA, of which
almost half were made in rural communities. Firstar banks
in Wisconsin originated 30 loans, totaling $463,000, under
the WHEDA Credit Relief Outreach Program during 1997.
In addition, Firstar notes that it introduced this year the
WHEDA Home Improvement Loan Program, which makes
home improvement loans available to agricultural borrow-
ers.!1

10. One commenter expressed concern about Firstar’s commitment
to agricultural lending in Wisconsin and alleged that Firstar’s consoli-
dation of certain agricuitural loan origination and servicing operations
into a single office has resulted in reduced lending by Firstar to small
and LMI farm owners. Firstar denies any decreased emphasis on
agricultural lending, noting that Firstar Wisconsin maintains a size-
able agricultural loan portfolio of $150 million. Firstar also represents
that it employs 40 loan officers with agricultural lending authority and
has implemented programs, including a simplified application for
small loans and speedy processing, that demonstrate its commitment
to agricultural lending. In addition, Firstar states that the consolidation
of its agricultural lending operations does not limit its ability to extend
credit to farms of all sizes.

11. One commenter expressed concern that Firstar has reduced its
participation in FSA, WHEDA, and other government-guaranteed
loan programs that benefit farmers and rural communities in Wiscon-

The CRA performance examination commended the
bank’s responsiveness to the credit needs of LMI individu-
als and areas. For example, according to the CRA perfor-
mance examination, Firstar Wisconsin and its affiliate,
Firstar Home Mortgage Corporation (“FHMC”), made
more than 10 percent of their housing-related loans in LMI
census tracts, and 21 percent of their housing-related loans
to LMI borrowers. Examiners characterized the dispersion
of housing-related loans in LMI census tracts and to LMI
borrowers as strong.!?

Examiners noted that Firstar Wisconsin made extensive
use of innovative and flexible lending practices and pro-
grams.'? Examiners also cited favorably Firstar’s ongoing
participation in the ADVOCAP program, which provided
mortgage loans with flexible underwriting standards to
LMI families. In addition, examiners noted that Firstar
Wisconsin had made investments in a number of projects
to fund the purchase and rehabilitation of affordable rental
and multifamily housing units.

D. Conclusion on the Convenience and Needs Factor

In its review of the convenience and needs factor under the
BHC Act, the Board has considered carefully the entire
record, including the CRA performance examinations of
each of the insured depository institutions involved in this
proposal and all the information provided by comment-
ers.'4 Based on all the facts of record, and for the reasons

sin. Firstar acknowledges that there has been some reduction in the
volume of its origination of certain types of government-guaranteed
loans designed for farmers and agricultural communities, but Firstar
attributes this decrease in loan originations to changing market condi-
tions and lower credit demand in Wisconsin.

12. One commenter alleged that Firstar’s subsidiaries in Wisconsin
make inadequate numbers of home mortgages to LMI individuals and
in LMI communities. The commenter based the allegation on its
analysis of certain data reported by Firstar in 1996 under the Home
Mortgage Disclosure Act (12 US.C. § 2801 er seq.) (“HMDA”). As
noted above, the CRA performance examinations of Firstar’s subsid-
iary banks in Wisconsin noted that the banks had strong records of
lending, including home mortgage lending, to LMI individuals and in
LMI communities. Examiners of Firstar Wisconsin reached this con-
clusion based on their review of the bank’s 1996 HMDA data and
other data.

13. A commenter alleged that Firstar has been inflexible in working
with farmers to restructure existing credit relationships or to resolve
differences regarding loans and loan commitments. Firstar represents
that it employs agricultural specialists to provide individualized atten-
tion to borrowers to resolve credit problems, consistent with safe and
sound banking practices.

14. One commenter expressed concerns about the lack of branches
or proprictary ATMs of Firstar Illinois in Waukegan, Illinois, and
certain surrounding portions of Lake County. Illinois. Firstar repre-
sents that, although it does not maintain any branches or ATMs in
Lake County, Firstar’s subsidiaries provide financial assistance to, or
engage in community development activities in conjunction with, a
variety of community-based organizations operating in Lake County.
The Board also notes that, under the CRA, an institution is evaluated
on the basis of its record of serving the credit needs of its community,
including areas in which the institution maintains an office, a branch
or a deposit-taking ATM, as well as the surrounding areas in which the
institution originates or purchases a substantial portion of its loans. An
institution may not define its service community for CRA purposes in



Legal Developments 1087

discussed above, the Board concludes that considerations
relating to the convenience and needs factor, including the
CRA performance records of the relevant institutions, are
consistent with approval of the application.

Nonbanking Activities

Firstar also has filed a notice under section 4(c)(8) of the
BHC Act to acquire SBC’s nonbanking subsidiaries and
thereby to engage in extending credit and servicing loans,
leasing real or personal property, providing credit life
insurance and providing data processing services.!> The
Board has determined by regulation that these activities are
closely related to banking for purposes of the BHC Act.!®
Firstar has committed to conduct these nonbanking activi-
ties in accordance with the limitations set forth in Regula-
tion Y and the Board’s orders and interpretations govern-
ing each of these activities.

In order to approve a notice under section 4(c)(8) of the
BHC Act, the Board also must determine that the proposed
activities are a proper incident to banking, that is, that the
proposal “‘can reasonably 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 bank-
ing practices.”!” Firstar has indicated that, after consumma-
tion of the proposal, it would be able to provide more
products and services with greater efficiency to current and
future customers of Firstar and SBC. Firstar would achieve
greater operational efficiencies, greater economies of scale,
and eliminate redundant systems and technologies. These
efficiencies would strengthen Firstar’s ability to compete
more effectively in the markets in which it operates. Firstar
would draw on its product strengths and those of SBC to
offer more products at more locations than either organiza-
tion could offer separately. In addition, as the Board has
previously noted, there are public benefits to be derived
from permitting capital markets to operate so that bank
holding companies can make potentially profitable invest-
ments in nonbanking companies and from permitting bank-
ing organizations to allocate their resources in the manner
they consider to be most efficient when such investments

a manner that reflects illegal discrimination or excludes LMI geogra-
phies. The CRA performance examination of Firstar Illinois deter-
mined that the bank did not exclude any area from its delineated
service community that it could have been reasonably expected to
serve. Examiners also concluded that Firstar Illinois maintained
branches and facilities in census tracts of all income levels and that the
bank provided loan products and services that were similar at all its
locations.

15. Firstar currently engages in insurance activities grandfathered
under section 4(c)(8)(G) of the BHC Act ( 12 U.S.C. § 1843(¢c)(8)(G))
(“Exemption G”). Based on the structure of the transaction, the fact
that Firstar would be the legal entity surviving the proposed merger,
and all the other facts of this case, the Board has determined that
Firstar would retain its grandfathered rights to engage in Exemption G
activities after consummation of the proposed merger.

16. See 12 C.ER. 225.28(b)(1), (3). (11)(i), and (14).

17. 12 US.C. § 1843(c)(3).

and actions are consistent, as in this case, with the relevant
considerations under the BHC Act.'8

As part of its evaluation of these factors, the Board
considers the financial condition and managerial resources
of the notificant and its subsidiaries, including the compa-
nies to be acquired, and the effect of the proposed transac-
tion on those resources. For the reasons noted above, and
based on all the facts of record, the Board has concluded
that financial and managerial considerations are consistent
with approval of the notice.

The Board also has considered the competitive effects of
the proposed acquisition by Firstar of the nonbanking
subsidiaries of SBC. Numerous competitors would remain
in each of the markets in which Firstar and SBC compete.
The Board concludes that consummation of this proposal
would have a de minimis effect on competition in the
markets for nonbanking services in which Firstar and SBC
compete. Based on all the facts of record, the Board
concludes that it is unlikely that significantly adverse com-
petitive effects would result from the nonbanking acquisi-
tions proposed in this transaction.

The Board also concludes that the conduct of the pro-
posed nonbanking activities within the framework of Reg-
ulation Y and prior Board precedent is not likely to result
in adverse effects, such as undue concentration of re-
sources, decreased or unfair competition, conflicts of inter-
ests, or unsound banking practices, that would outweigh
the public benefits of the proposal, such as increased cus-
tomer convenience and gains in efficiency. Accordingly,
based on all the facts of record, the Board has determined
that the balance of public interest factors that the Board
must consider under the proper incident to banking stan-
dard of section 4(c)(8) of the BHC Act is favorable and
consistent with approval of Firstar’s notice.

Conclusion

Based on the foregoing, and in light of all the facts of
record, the Board has determined that the application and
notice should be, and hereby are, approved.'® Approval of

18. See, e.g., Banc One Corporation, 84 Federal Reserve Bulletin
553 (1998); First Union Corporation, 84 Federal Reserve Bulletin
489 (1998).

19. Two commenters requested that the Board hold a public meeting
or hearing on the proposal. Section 3 of the BHC Act does not require
the Board to hold a public hearing on an application unless the
appropriate supervisory authority for the bank to be acquired makes a
timely written recommendation of denial. The Board has not received
such a recommendation from the appropriate supervisory authorities.
The Board’s regulations provide for a hearing under section 4 of the
BHC Act if there are disputed issues of material fact that cannot be
resolved in some other manner. See 12 C.ER. 225.25(a)(2).

Under its rules, the Board also may, in its discretion, hold a public
meeting or hearing on an application to acquire a bank if a meeting or
hearing is necessary or appropriate to clarify factual issues related to
the application and to provide an opportunity for testimony. 12 C.ER.
225.16(e). The Board has carefully considered the commenters’ re-
quests in light of all the facts of record. In the Board’s view, comment-
ers have had ample opportunity to submit their views, and, in fact,
have submitted written comments that have been carefully considered
by the Board in acting on the proposal. The commenters’ requests fail
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the application and notice is specifically conditioned on
compliance by Firstar with all the commitments made in
connection with the proposal and with the conditions stated
or referred to in this order. The Board’s determination on
the nonbanking activities also is subject to all the terms and
conditions set forth in Regulation Y, including those in
sections 225.7 and 225.25(c) (12 C.ER. 2257 and
225.25(c)). and to the Board’s authority to require such
modification or termination of the activities of a bank
holding company or any of its subsidiaries as the Board
finds necessary to ensure compliance with, and to prevent
evasion of, the provisions of the BHC Act and the Board’s
regulations and orders thereunder. For purposes of this
order, the commitments and conditions referred to above
shall be deemed to be conditions imposed in writing by the
Board in connection with its findings and decision, and, as
such, may be enforced in proceedings under applicable
law.20

The acquisition of Star Bank shall not be consummated
before the fifteenth calendar day following the effective
date of this order, and the proposal shall not be consum-
mated later than three months after the effective date of this
order, unless such period is extended for good cause by the
Board or by the Reserve Bank, acting pursuant to delegated
authority.

By order of the Board of Governors,
October 28, 1998.

effective

to identify disputed issues of fact that are material to the Board’s
decision that may be clarified by a public meeting or hearing. The
commenters also fail to indicate why a public meeting or hearing is
necessary for the proper presentation or consideration of their views.
As noted above, commenters have provided substantial written com-
ments, which have been carefully considered by the Board. For these
reasons, and based on all the facts of record, the Board has determined
that a public meeting or hearing is not required or warranted in this
case. Accordingly, the requests are hereby denied.

20. Commenters requested that the Board delay action on the
proposal, extend the public comment period, or deny the proposal
until

(i) A pending CRA examination of Firstar Illinois is completed
and the public has an opportunity to review the results of this
examination;

(i1) The Board investigates Firstar’s treatment of LMI borrowers;

(ii) The Board investigates Firstar’s lending practices on certain
Native American reservations; and

(iv) Firstar and SBC provide additional information on their CRA
plans and programs or respond to specific allegations or
concerns raised by the commenters.

The requests for delay do not warrant postponement of the Board's
consideration of the proposal. The Board has accumulated a signifi-
cant record in this case, including reports of examination, supervisory
information, public reports and information, and public comment. As
noted above, in the Board’s view, the commenters have had ample
opportunity to submit their views and, in fact, have provided substan-
tial written submissions that have been considered carefully by the
Board in acting on the proposal. Based on a review of all the facts of
record, the Board concludes that the record in this case is sufficient to
warrant Board consideration and action on the proposal at this time,
and further delay of consideration of the proposal, an extension of the
comment period, or denial of the proposal on the grounds discussed
above or on the basis of informational nsufficiency is not warranted.

Voting for this action: Chairman Greenspan. Vice Chair Rivlin, and
Governors Meyer, Ferguson, and Gramlich. Absent and not voting:
Governor Kelley.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Appendix
Nonbanking Activities of SBC

(1) Extending credit and servicing loans in accordance
with section 225.28(b)(1) of Regulation Y (12 C.F.R.
225.28(b)(1)), through Star Banc Finance, Inc., Cin-
cinnati, Ohio.

(2) Engaging in leasing personal or real property in accor-
dance with section 225.28(b)(3) of Regulation Y
(12 C.F.R. 225.28(b)(3)). through DJJ Leasing Lim-
ited, Cincinnati, Ohio.

(3) Engaging in credit insurance activities in accordance
with section 225.28(b)(11)(i) of Regulation Y
(12 C.F.R. 225.28(b)(11)(1)}, through The Miami Val-
ley Insurance Company, Cincinnati, Ohio.

(4) Providing data processing services in accordance with
section 225.28(b)(14) of Regulation Y (12 C.F.R.
225.28(b)(14)), through Money Station, Inc., Cincin-
nati, Ohio.

Norwest Corporation
Minneapolis, Minnesota

Wells Fargo & Company
San Francisco, California

Order Approving the Merger of Bank Holding
Companies

Norwest Corporation, a bank holding company within the
meaning of the Bank Holding Company Act (“BHC Act”),
and its wholly owned subsidiary, WFC Holdings Corpora-
tion (collectively “Norwest”), have requested the Board’s
approval under section 3 of the BHC Act (12 U.S.C.
§ 1842) to acquire by merger Wells Fargo & Company
(“Wells Fargo”) and thereby acquire Wells Fargo’s subsid-
iary banks, including its lead bank subsidiary, Wells Fargo
Bank, N.A., San Francisco, California.! Norwest also has
requested the Board’s approval under section 4(c)(8) of the
BHC Act (12 US.C. § 1843(c)(8)) and section 225.24 of
the Board’s Regulation Y (12 C.FR. 225.24) to acquire the
domestic nonbank subsidiaries of Wells Fargo.? In addi-

1. Norwest also would acquire Wells Fargo's other subsidiary
banks, which are Wells Fargo Bank (Texas), N.A., Houston, Texas;
Wells Fargo Bank (Arizona), N.A., Phoenix, Arizona; Wells Fargo
Bank, Ltd., Los Angeles, California; Wells Fargo Central Bank,
Calabasas, California; and Wells Fargo HSBC Trade Bank. N.A,,
San Francisco, California.

2. These subsidiaries are Wells Fargo Equity Capital, Inc.,
San Francisco. California, which makes loans and direct equity invest-
ments in companies in connection with such loans in accordance with
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tion, Norwest has filed applications and notices under
section 4(c)(13) of the BHC Act (12 U.S.C. § 1843(c)(13)).
sections 25 and 25A of the Federal Reserve Act
(12 US.C. §§ 601 et seq., 611 et seq.), and the Board's
Regulation K (12 C.ER. 211) to acquire the foreign subsid-
iaries of Wells Fargo.3

Norwest, with total consolidated assets of approximately
$93.1 billion, is the 12th largest commercial banking orga-
nization in the United States.* Norwest operates 44 subsid-
iary banks in 16 states, and it engages through nonbanking
subsidiaries in a number of permissible nonbanking activi-
ties nationwide, including securities underwriting and deal-
ing, consumer finance, mortgage banking, venture capital,
insurance brokerage, and commercial finance.

Wells Fargo, with total consolidated assets of approxi-
mately $93.2 billion, is the 11th largest commercial bank-
ing organization in the United States. Wells Fargo operates
six subsidiary banks in ten states,® and engages in a num-
ber of permissible nonbanking activities nationwide.

The proposed transaction would create a combined orga-
nization that, after accounting for proposed divestitures,
would be the seventh largest commercial banking organiza-
tion in the United States. On a pro forma basis, the com-
bined organization would have total consolidated assets of
approximately $188.4 billion, and would operate under the
name “Wells Fargo & Company” (“New Wells Fargo”).

Factors Governing Board Review of Transaction

Under the BHC Act, the Board must consider a number of
specific factors when reviewing the merger of bank hold-
ing companies or the acquisition of banks. These factors
are the competitive effects of the proposal in the relevant
geographic markets; the financial and managerial resources
and future prospects of the companies and banks involved
in the transaction; the convenience and needs of the com-
munity to be served, including the records of performance

section 225.28(b)(1) of Regulation Y (12 C.FR. 225.28(b)(1)) and
prior Board precedent: and Crocker Life Insurance Company, Bris-
bane, California, which underwrites optional credit life and disability
insurance in connection with extensions of credit by affiliated lending
entities in accordance with section 225.28(b)(11)(i) of Regulation Y
(12 C.ER. 225.28(b)(11)(i)).

3. Norwest also has requested the Board’s approval to hold and
exercise options to acquire up to 19.9 percent of Wells Fargo’s voting
shares, if certain events occur. The options would not be exercised if
the merger is consummated.

4. Rankings are based on financial data as of June 30, 1998, and
reflect the merger of NationsBank Corporation with BankAmerica
Corporation, approved by the Board on August 17, 1998, the merger
of Banc One Corporation with First Chicago NBD Corporation,
approved by the Board on September 14, 1998, and the merger of
Citicorp with Travelers Group, approved by the Board on Septem-
ber 23, 1998. All deposit data are as of June 30, 1997.

5. Norwest’s subsidiary banks are located in Arizona, Colorado,
Iilinois, Indiana. Towa, Minnesota, Montana, Nebraska, Nevada, New
Mexico, North Dakota, Ohio, South Dakota, Texas, Wisconsin, and
Wyoming.

6. Wells Fargo’s subsidiary banks operate in Arizona, California,
Colorado, Idaho, Nevada, New Mexico, Oregon, Texas, Utah, and
Washington.

under the Community Reinvestment Act (12 U.S.C. § 2901
et seq.) (“CRA”) of the insured depository institutions
involved in the transaction; and the availability of informa-
tion needed to determine and enforce compliance with the
BHC Act.” In cases involving interstate bank acquisitions,
the Board must also consider the concentration of deposits
in the nation and certain states and compliance with other
provisions of the Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994 (“Riegle-Neal Act”).8

Public Comment on the Proposal

To give interested members of the public an opportunity to
submit comments to the Board on the statutory factors that
it is charged with reviewing, the Board published notice of
the proposal and provided a period of time for public
comment.? The Board extended the initial period for public
comment by 27 days to accommodate public interest. The
extended public comment period provided interested par-
ties more than 56 days to submit written comments on the
proposal.

Because of public interest in the proposal—particularly
in Minnesota, where the combined organization would
remain a significant competitor and where the merger
would result in the loss of the corporate headquarters of
Norwest—the Board also held a public meeting in Minne-
apolis, Minnesota, on September 17, 1998. The public
meeting gave interested persons an opportunity to present
oral testimony on the various factors the Board is charged
with reviewing under the BHC Act. Sixty people appeared
and testified at the public meeting, and many of the com-
menters who testified also submitted written comments.

In total, approximately 150 organizations and individu-
als submitted comments on the proposal through oral testi-
mony, written comments, or both. Commenters included
federal, state, and local government officials; community
groups and nonprofit organizations; small business owners;
union representatives and members; customers of Norwest
and Wells Fargo; and other interested organizations and
individuals from Arizona, California, Iowa, Minnesota,
New Mexico, Oregon, South Dakota, Texas, Wisconsin,
and other states. Commenters filed information and
expressed views supporting and opposing the merger.

In evaluating the statutory factors under the BHC Act,
the Board carefully considered the information and views
presented by all commenters, including the testimony pre-
sented at the public meeting and the information submitted
in writing. The Board also considered all the information
presented in the application, notices, and supplemental

7. In cases involving a foreign bank, the Board also must consider
whether the foreign bank is subject to comprehensive supervision or
regulation on a consolidated basis by appropriate authorities in the
foreign bank’s home country.

8. Pub. L. No. 103-328, 108 Stat. 2338 (1994).

9. Notice of the proposal was published in the Federal Register
(63 Federal Register 39,570 (1998)) and in local newspapers in
accordance with the Board’s Rules of Procedure. See 12 C.FR.
262.3(b). Notice of the proposal was also listed on the Board’s
Internet Home Page.
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filings by Norwest and Wells Fargo, as well as various
reports filed by the relevant companies, publicly available
information, and other reports. In addition, the Board re-
viewed confidential supervisory information, including ex-
amination reports on the bank holding companies and the
depository institutions involved, and information provided
by the other federal banking agencies and the Department
of Justice (“DOJ”). After a careful review of all the facts
of record, and for the reasons discussed in this order, the
Board has concluded that the statutory factors it is required
to consider under the BHC Act and other relevant banking
statutes are consistent with approval of the proposal, sub-
ject to the conditions noted in this order.

Interstate Analysis

Section 3(d) of the BHC Act allows the Board to approve
an application by a bank holding company to acquire
control of a bank located in a state other than the home
state of the bank holding company if certain conditions are
met. For purposes of the BHC Act, the home state of
Norwest is Minnesota,'® and Wells Fargo’s subsidiary
banks are located in California and other states.!!

Section 3(d) of the BHC Act provides that the Board
may not approve a proposal if, after consummation, the
applicant would control more than 10 percent of the total
deposits of insured depository institutions in the United
States.!2 In addition, the Board may not approve a proposal
if, on consummation of the proposal, the applicant would
control 30 percent or more of the total deposits of insured
depository institutions in any state in which both the appli-
cant and the organization to be acquired operate an insured
depository institution, or such higher or lower percentage
established by state law.13

On consummation of the proposal, New Wells Fargo
would control approximately 3.6 percent of the total
amount of deposits of insured depository institutions in the
United States. New Wells Fargo would control less than
30 percent or the appropriate percentage established by
applicable state law of total deposits held by insured depos-
itory institutions in Arizona, Colorado, Nevada, New Mex-
ico, and Texas, the states in which Norwest and Wells
Fargo both operate an insured depository institution.'+

10. A bank holding company’s home state is that state in which the
operations of the bank holding company’s banking subsidiaries were
principally conducted on July 1, 1966, or the date on which the
company became a bank holding company. whichever is later.

11. For purposes of the Riegle-Neal Act, the Board considers a bank
to be located in the states in which the bank is chartered, headquar-
tered, or operates a branch.

12. 12 US.C. § 1842(d)(2)(A). For this purpose, insured depository
institutions include all insured banks. savings banks, and savings
associations.

13. 12 US.C. § 1842(d)2)(B)-(D).

14. Nevada law does not impose a limitation on deposit concentra-
tion in the state. As a consequence of the proposed merger, New Wells
Fargo would control more than 30 percent of the total deposits in
Nevada. The applicant has committed to divest an amount of deposits
sufficient to comply with the 30 percent limitation imposed by federal
law. The combined company would comply with the deposit limita-

All other requirements of section 3(d) of the BHC Act
also would be met after consummation of the proposal.'> In
view of all the facts of record, the Board is permitted under
section 3(d) of the BHC Act to approve the proposal.

Competitive Factor

Section 3 of the BHC Act prohibits the Board from approv-
ing a proposal that would result in a monopoly, or that
would substantially lessen competition in any relevant
banking market if the anticompetitive effects of the pro-
posal are not clearly outweighed in the public interest by
the probable effect of the proposal in meeting the conve-
nience and needs of the community to be served.'s The
Board has carefully considered the competitive effects of
the proposal in light of the facts of record, including public
comments on the proposal.

A number of commenters expressed concern that the
proposed merger would have adverse competitive effects.
Many of these commenters expressed concern that large
bank mergers in general, or this proposed merger in partic-
ular, would reduce competition for banking services and
result in higher fees or reduced customer convenience. In
addition, a number of commenters claimed that the pro-
posed merger of Norwest and Wells Fargo would have
significantly adverse effects on competition in Arizona and
Nevada where Norwest and Wells Fargo both compete.!?

In order to determine the effect of a particular transaction
on competition, it is necessary to designate the area of
effective competition between the parties, which the courts
have held is decided by reference to the relevant “line of
commerce” or product market and a geographic market.
The Board and the courts have consistently recognized that
the appropriate product market for analyzing the competi-
tive effects of bank mergers and acquisitions is the cluster
of products (various kinds of credit) and services (such as
checking accounts and trust administration) offered by

tions imposed by state law in the other states. See Ariz. Rev. Stat.
§ 6-328; Colo. Rev. Stat. § 11-6.4-103; N.M. Stat. Ann. § 58-1C-5;
and Tex. Fin. Code § 38.002.

15. Norwest is adequately capitalized and adequately managed as
defined by applicable law. 12 U.S.C. § 1842(d)(1)(A). Wells Fargo’s
subsidiary banks have been in existence and have been continuously
operated for the period of time required by applicable state laws.
See 12 U.S.C. § 1842(d)(1)(B). Wells Fargo has subsidiary banks that
have been in existence for less than five years in California and
Arizona, but those states do not impose state age requirements appli-
cable to the proposed transaction.

16. 12 US.C. § 1842(c)(1).

17. Several commenters argued that branch divestitures would be
required in connection with this merger and objected that portions of
the divestiture proposal were not disclosed and subject to public
comment. Release of this information is subject to the Freedom of
Information Act and the Board’s Rules Regarding Availability of
Information, 12 C.ER. Part 261, and, in fact, the Board has considered
the objections under these procedures.
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banking institutions.'® The Board and the courts have con-
sistently found that the geographic markets for analyzing
the competitive effects of a proposal on the supply and
demand of the cluster of banking products and services are
local in nature.!?

The Board concludes, based on all the facts of record,
that the appropriate product market for considering the
competitive effects of this case is the cluster of banking
products and services, and that the appropriate geographic
markets for considering the competitive effects of this
proposal are the 30 local banking markets in the six states
in which the subsidiary banks of Norwest and Wells Fargo
operate and compete. The local banking markets are de-
fined in Appendix A.2°

A. Analysis of Banking Markets

Consummation of the proposal, without divestitures, would
be consistent with the Department of Justice Merger Guide-
lines (“DOJ Guidelines”)?! and prior Board precedent in

18. See Chemical Banking Corporation, 82 Federal Reserve Bulle-
tin 230 (1996) (*‘Chemical’’), and the cases and studies cited therein.
The Supreme Court has emphasized that it is the cluster of products
and services that, as a matter of trade reality, makes banking a distinct
line of commerce. See United States v. Philadelphia National Bank,
374 U.S. 321, 357 (1963) (“Philadelphia National”). accord United
States v. Connecticut National Bank, 418 U.S. 656 (1974); United
States v. Phillipsburg National Bank, 399 U.S. 350 (1969) (“Phillips-
burg National”).

19. See Philadelphia National, 374 U.S. at 357; Phillipsburg
National: First Union Corporation, 84 Federal Reserve Bulletin 489
(1998) (“First Union™); Chemical; St. Joseph Valley Bank, 68 Fed-
eral Reserve Bulletin 673 (1982) (““St. Joseph™). In determining the
geographic scope of local banking markets, the Board considers a
number of factors, including: population density; worker commuting
patterns (as indicated by census data); shopping patterns: the availabil-
ity and geographic reach of various modes of advertising; the presence
of shopping, employment, health care and other necessities; the avail-
ability of transportation systems and routes; branch banking patterns;
deposit and loan activity; and other indicia of economic integration
and the transmission of competitive forces among depository institu-
tions that affect the pricing and availability of banking products and
services. See Crestar Bank, 81 Federal Reserve Bulletin 200, 201 n.5
(1995); Pennbancorp, 69 Federal Reserve Bulletin 548 (1983);
St. Joseph.

20. As discussed in this order, the Board has considered the pro-
jected increase in the concentration of total deposits in depository
institutions in these banking markets (“market deposits’” or “‘market
share’’). Market share data is based on calculations that include the
deposits of thrift institutions at 50 percent. The Board previously has
indicated that thrift institutions have become. or have the potential to
become, significant competition of commercial banks. See, e.g.. Mid-
west Financial Group, 75 Federal Reserve Bulletin 386 (1989):
National City Corporation, 70 Federal Reserve Bulletin 743 (1984).
Thus, the Board has regularly included thrift deposits in the calcula-
tion of market share on a 50-percent weighted basis. See, e.g., First
Hawaiian, Inc., 77 Federal Reserve Bulletin 52 (1991).

21. Under the DOJ Guidelines, 49 Federal Register 26,823
(June 29, 1984), a market in which the post-merger Herfindahl—
Hirschman Index (“HHI) is less than 1000 is considered to be
unconcentrated, and a market in which the post-merger HHI is be-
tween 1000 and 1800 is considered to be moderately concentrated.
The DOJ 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

13 banking markets. These markets are discussed in
Appendix B. In 11 of these markets, consummation of the
proposal would increase market concentration, as mea-
sured by the HHI, by less than half of the 200-point
threshold in the DOJ Guidelines.?> Seven of the markets
also would remain unconcentrated or moderately concen-
trated, as measured by the HHI, after consummation of the
proposal. In each of these markets a large number of
competitors relative to the size of the market would remain
after consummation of the proposal.

Consummation of the proposal would exceed the DOJ
Guidelines as measured by the HHI in the remaining
17 banking markets. To mitigate the anticompetitive effects
of the proposal in these markets, Norwest has committed to
divest a total of 26 branches, which account for a total of
approximately $1.18 billion in deposits.?? After accounting
for the proposed divestitures, consummation of the pro-
posal would be consistent with the DOJ Guidelines and
prior Board precedent in at least nine of the 17 markets. In
addition, numerous competitors would remain in most of
these banking markets after consummation of the proposal,
and many of these markets are attractive for entry. These
banking markets are discussed in Appendix C.

In the eight remaining banking markets, consummation
of the proposal could increase the level of market concen-
tration, as measured by the HHI, to levels that exceed the
DOJ Guidelines. The Board has conducted a careful review
of the competitive effects of the proposal in these markets,
and considered whether other factors either mitigate the
competitive effects of the proposal in the market or indicate
that the proposal would have a significantly adverse effect
on competition in any of these markets.?*

least 1800 and the merger or acquisition increases the HHI by at least
200 points. The DOJ has stated that the higher than normal HHI
thresholds for screening bank mergers or acquisitions for anticompeti-
tive effects implicitly recognize the competitive effect of limited-
purpose lenders and other non-depository financial institutions.

22. The HHI for the Bullhead City market would increase
192 points on consummation of the proposal to 2010. The HHI for the
South Lake Tahoe market would increase 204 points on consumma-
tion of the proposal, but the market would remain only moderately
concentrated, with a post-merger HHI of 1792.

23. With respect to each market in which Norwest has committed to
divest offices to mitigate the anticompetitve effects of the proposal,
Norwest has committed to execute sales agreements for the proposed
divestitures with a purchaser determined by the Board to be competi-
tively suitable prior to consummation of the proposal, and to complete
the divestiture within 180 days of consummation. Norwest also has
committed that, in the event it is unsuccessful in completing any
divestiture within 180 days of consummation, it will transfer the
unsold branch(es) to an independent trustee that is acceptable to the
Board and will instruct the trustee to sell the branch(es) promptly to
one or more alternative purchasers acceptable to the Board. See
BankAmerica Corporation, 78 Federal Reserve Bulletin 338 (1992),
United New Mexico Financial Corporation, 77 Federal Reserve Bulle-
tin 484 (1991).

24. The number and strength of factors necessary to mitigate the
competitive effects of a proposal depend on the level of concentration
and size of the increase in market concentration. See NationsBank
Corporation, 84 Federal Reserve Bulletin 129 (1998) (“‘NationsBank/
Barnett™).
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Arizona Banking Markets

Casa Grande. Norwest is the third largest of eight deposi-
tory institutions in the Casa Grande banking market, and
controls deposits of $38.1 million, representing 12.3 per-
cent of market deposits. Wells Fargo is the sixth largest
depository institution in the market, controlling $28.6 mil-
lion in deposits, representing 9.2 percent of market depos-
its. On consummation of the proposal, New Wells Fargo
would be the second largest depository institution in the
market, controlling 21.5 percent of market deposits, and
the HHI would increase by less than 228 points to a level
that would not exceed a post-merger HHI of 2101.

Seven depository institutions would remain in the bank-
ing market after consummation of the proposal. Moreover,
several large multistate banking organizations, other than
New Wells Fargo, would compete in this market, including
one organization that would remain the largest depository
institution in the market with 33.2 percent of market depos-
its, and another organization that would control 12.2 per-
cent of market deposits. After the proposed merger, four
depository institutions in the market other than New Wells
Fargo would control market shares of 10 percent or more.

In addition, the Casa Grande banking market has charac-
teristics that make it attractive for entry. The market is in
Pinal County, which is an area of population and economic
growth approximately 40 miles south of Phoenix and
60 miles north of Tucson. Since 1990, the market’s popula-
tion has increased 26 percent, including a 15-percent in-
crease in population in the town of Casa Grande. Employ-
ment in the market has increased by 16 percent since 1990,
compared with a national rate of increase of 14 percent in
employment during the same period. Recent entries by
depository institutions also appear to confirm that the Casa
Grande banking market is attractive for entry. One bank
entered the market de novo in 1996, and the second largest
depository institution in the market entered in 1997 by
acquiring two branches from the largest competitor in the
market.

Phoenix. Wells Fargo is the third largest of 36 depository
institutions in the Phoenix banking market, and controls
deposits of $3 billion, representing 12.5 percent of market
deposits. Norwest is the fourth largest depository institu-
tion in the market, controlling $2.5 billion in deposits,
representing 10.8 percent of market deposits. Norwest pro-
poses to divest eight branches in this market, with
$256.8 million in deposits (representing 1.1 percent of
market deposits), to an out-of-market commercial banking
organization or to an in-market commercial banking orga-
nization that currently controls 2.1 percent or less of mar-
ket deposits. After the proposed merger and divestiture,
New Wells Fargo would be the third largest depository
institution in the market, controlling 22.2 percent of market
deposits, and the HHI would increase by less than
227 points to a level that would not exceed a post-merger
HHI of 2511.

At least 35 depository institutions would remain in the
market after consummation of the proposal. Nine large
multistate banking organizations, other than New Wells

Fargo, would compete in this market, including one organi-
zation that would remain the largest depository institution
in the market, with 33.3 percent of market deposits, and
another organization that would be the second largest with
29.8 percent of market deposits. The proposed divestiture
of 1.1 percent of market deposits to a new entrant or a
smaller competitor would either add a new competitor or
would enhance the competitive presence of a smaller com-
petitor.

In addition, the Phoenix banking market has characteris-
tics that make it attractive for entry. Phoenix is the sixth
largest city in the country by population and has had the
fifth largest increase in population of major American
cities during the last decade. Maricopa County, the county
containing the Phoenix market, is the fastest growing
county in the United States. The Phoenix unemployment
rate in May 1998 was 2.5 percent, which is less than the
state and national rates of 4.1 percent and 4.3 percent,
respectively. In general, unemployment in the Phoenix area
over the last decade has been low and the increase in the
rate of employment has been high. The increase in the rate
of employment from 1990 to 1997 was 24 percent, which
is higher than the national rate of 14 percent. Recent entries
by depository institutions appear to confirm that the Phoe-
nix banking market is attractive for entry by depository
institutions. Since 1995, nine depository institutions have
entered the market de novo.

Prescott. Wells Fargo is the third largest of 12 depository
institutions in the Prescott banking market, and controls
deposits of $111.6 million, representing 13.5 percent of
market deposits. Norwest is the fourth largest depository
institution in the market, controlling $100.2 million in
market deposits, representing 12.1 percent of market
deposits. On consummation of the proposal, New Wells
Fargo would be the second largest depository institution in
the market, controlling 25.5 percent of market deposits,
and the HHI would increase by less than 326 points to a
level that does not exceed a post-merger HHI of 1890.

Eleven depository institutions would remain in the bank-
ing market after consummation of the proposal. Moreover,
several large multistate banking organizations, other than
New Wells Fargo, would compete in this market, inciuding
one organization that would remain the largest depository
institution in the market with 25.8 percent of market depos-
its, and another organization that would rank third with
19.9 percent of market deposits. After the proposed merger,
three competitors other than New Wells Fargo would con-
trol market shares 10 percent or more.

In addition, the Prescott banking market has characteris-
tics that make it attractive for entry. The population of the
market increased by 48 percent from 1990 to 1997, making
the Prescott area one of the fastest-growing regions by
population in Arizona. Increase in employment in the
Prescott market since 1990 has been approximately
40 percent, significantly higher than the national rate of
14 percent. Recent entries by depository institutions also
appear to confirm that the Prescott banking market is
attractive for entry by depository institutions. One firm
entered the Prescott banking market de rovo in 1996. Two
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other firms entered the market by acquisition in 1997 and
1998, respectively.

Sierra Vista. Wells Fargo is the third largest of seven
depository institutions in the Sierra Vista banking market,
and controls $72.7 million of market deposits, representing
16.1 percent of market deposits. Norwest is the fourth
largest depository institution in the market, controlling
$61 million in market deposits, representing 13.5 percent
of market deposits. Norwest proposes to divest one branch
in this market, with $43.1 million in deposits (representing
approximately 9.6 percent of market deposits), to an out-of-
market commercial banking organization or an in-market
commercial banking organization that currently controls
8.9 percent or less of market deposits. After the proposed
merger and divestiture, New Wells Fargo would be the
third largest depository institution in the market, control-
ling 20.1 percent of market deposits. and the HHI would
increase by less than 222 points to a level that does not
exceed a post-merger HHI of 2428.

At least six depository institutions would remain in the
market after consummation of the proposal. Three large
multistate banking organizations, other than New Wells
Fargo, would compete in this market, including one organi-
zation that would remain the largest depository institution
in the market with 29.7 percent of market deposits, another
organization that would remain the second largest deposi-
tory institution in the market with 28.2 percent of market
deposits, and another organization with 8.9 percent of
market deposits. Norwest has committed to divest one
branch controlling 9.6 percent of market deposits to an
out-of-market firm or to a small in-market competitor. The
proposed divestiture of 9.6 percent of market deposits to a
new entrant or a smaller competitor would either add a new
competitor or would enhance the competitive presence of a
smaller competitor.

In addition, the Sierra Vista banking market has charac-
teristics that make it attractive for entry. The population of
the market increased by 17.1 percent from 1990 to 1997. In
the past two years, two depository institutions have entered
the market de novo.

Tucson. Wells Fargo is the third largest of thirteen depos-
itory institutions in the Tucson banking market, and con-
trols deposits of $762.5 miilion, representing 13.9 percent
of market deposits. Norwest is the fifth largest depository
institution in the market, controlling $478.3 million in
deposits, representing 8.7 percent of market deposits. On
consummation of the proposal, New Wells Fargo would be
the second largest depository institution in the market,
controlling 22.6 percent of market deposits, and the HHI
would increase by less than 244 points to a level that does
not exceed a post-merger HHI of 2007.

Twelve depository institutions would remain in the bank-
ing market after consummation of the proposal. Moreover,
several large multistate banking organizations, other than
New Wells Fargo, would compete in this market, including
one organization that would remain the largest depository
institution in the market with 29.5 percent of market depos-
its, and another organization that would be the third largest
depository institution in the market with 21.7 percent of

market deposits. After the proposed merger, three deposi-
tory institutions other than New Wells Fargo would control
market shares of 10 percent or more and two depository
institutions other than New Wells Fargo would control
market shares of 20 percent or more.

In addition, the Tucson banking market has characteris-
tics that make it attractive for entry. Tucson is the second
largest market in Arizona by population, and its population
has increased 13 percent since 1990. Population in the
surrounding parts of Pima County have increased 18 per-
cent during the same period. In May 1998, the unemploy-
ment rate in the Tucson area was 2.5 percent, lower than
the national average of 4.3 percent. Two depository institu-
tions entered the market de novo since 1994, and four more
depository institutions entered by acquisition. Also, an-
other group has applied to the Arizona Banking Depart-
ment for permission to organize a de novo bank in the
Tucson banking market.

Nevada Banking Markets

Carson City. Norwest is the third largest of 11 depository
institutions in the Carson City banking market, and con-
trols deposits of $160 million, representing 18.8 percent of
market deposits. Wells Fargo is the largest depository
institution in the market, controlling deposits of $204 mil-
lion, representing 24 percent of market deposits. Norwest
proposes to divest one branch in this market, with deposits
of approximately $104.9 million (representing more than
12 percent of market deposits), to an out-of-market com-
mercial banking organization or to an in-market commer-
cial banking organization that currently controls 3.9 per-
cent or less of market deposits. After the proposed merger
and divestiture, New Wells Fargo would be the largest
depository institution in the market, controlling 30.5 per-
cent of market deposits, and the HHI would increase by
less than 247 points to a level that does not exceed a
post-merger HHI of 1886.

At least ten depository institutions would remain in the
market after consummation of the proposal. Three large
multistate banking organizations, other than New Wells
Fargo, would compete in the market, including one organi-
zation that would remain the second largest depository
institution in the market with 21.9 percent of market depos-
its, and another organization with 10.1 percent of market
deposits. The proposed divestiture of 12.3 percent of mar-
ket deposits to a new entrant or a smaller competitor would
either add a new competitor or would enhance the compet-
itive presence of a smaller competitor.

In addition, the Carson City banking market has charac-
teristics that make it attractive for entry. From 1990 to
1996, the population of Carson City increased by 14 per-
cent, approximately twice the rate of increase in population
nationally during that period.

Las Vegas. Wells Fargo is the second largest of
20 depository institutions in the Las Vegas banking market,
and controls deposits of $1.53 billion, representing
15 percent of market deposits. Norwest is the third largest
depository institution in the market, controlling $1.51 bil-



1094 Federal Reserve Bulletin [ December 1998

lion in deposits, representing 14.8 percent of market depos-
its. Norwest proposes to divest five branches in this mar-
ket, with $268.7 million in deposits, to an out-of-market
commercial banking organization or to an in-market com-
mercial banking organization that currently controls
7.1 percent or less of market deposits. After the proposed
merger and divestiture, New Wells Fargo would be the
second largest depository institution in the market, control-
ling 27.2 percent of market deposits, and HHI would
increase by less than 341 points to a level that would not
exceed a post-merger HHI of 1978.

At least 19 depository institutions would remain in the
market after consummation of the proposal. Several large
multistate banking organizations, other than New Wells
Fargo, would compete in this market, including one organi-
zation that would remain the largest depository institution
in the market with 31.4 percent of market deposits, and
another organization with a 8.8 percent of market deposits.
After the proposed merger and divestiture, at least four
competitors in the market other than New Wells Fargo
would control market shares of 5 percent or more. The
proposed divestiture of 2.6 percent of market deposits to a
new entrant or a smaller competitor would either add a new
competitor or would enhance the competitive presence of a
smaller competitor.

In addition, the Las Vegas banking market has character-
istics that make it attractive for entry. According to the U.S
Bureau of the Census, the population of Las Vegas in-
creased 46 percent from 1990 to 1996. Over the last
decade, the Las Vegas unemployment rate has been consis-
tently low compared with the national rate. Seven of the
20 depository institutions in the market entered de novo
since 1994. Two depository institutions have entered by
acquisition in the past five years, and one existing deposi-
tory institution has expanded in the market by opening
seven new branches since 1994, Three additional groups
have applications to organize de novo banks pending be-
fore the state banking authority.

Reno. Wells Fargo is the second largest of ten depository
institutions in the Reno banking market, and controls de-
posits of $566.7 billion, representing 20.1 percent of mar-
ket deposits. Norwest is the third largest depository institu-
tion in the market, controlling $536.8 million in deposits,
representing 19.1 percent of market deposits. Norwest pro-
poses to divest two branches in this market, with
$208.4 million in deposits (representing 7.4 percent of
market deposits), to an out-of-market banking organization
or to an in-market banking organization that currently
controls 3.8 percent or less of market deposits. After the
proposed merger and divestiture, New Wells Fargo would
be the largest firm in the market, controlling 31.8 percent
of market deposits, and the HHI would increase by less
than 353 points to a level that would not exceed a post-
merger HHI of 2001.

At least nine depository institutions would remain in the
market after consummation of the proposal. Three large
multistate banking organizations, other than New Wells
Fargo, would compete in this market, including one organi-
zation that would become the second largest depository

institution in the market with 20.6 percent of market depos-
its, and another organization that would become the third
largest depository institution in the market with 17.4 per-
cent of market deposits. After the proposed merger and
divestiture, at least three competitors in the market other
than New Wells Fargo would control market shares of
10 percent or greater. The proposed divestiture of
7.4 percent of market deposits to a new entrant or a smaller
competitor would either add a new competitor or would
enhance the competitive presence of a smaller competitor.

In addition, the market has characteristics that make it
attractive to entry. According to the U.S. Bureau of the
Census, Reno’s population increased 16.2 percent from
1990 to 1996. The unemployment rate for Reno in May
1998 was 4.1 percent, slightly lower than the national rate
of 4.3 percent. Over the past three years, the Reno unem-
ployment rate has been consistently low relative to the
national rate. Per capita income in the Reno-Sparks MSA
in 1995 was $27,866, slightly above the average of $24,361
for Nevada and the national average of $22,788. Two large
banks have entered the market by acquisition since 1992
(including the fourth-ranked depository institution), and
one de novo bank is in the process of formation in the
market.

B. View of Other Agencies and Conclusion

DOJ has conducted a detailed review of the proposal and
advised the Board that, in light of the proposed divesti-
tures, consummation of the proposal would not likely have
a significantly adverse effect on competition in any rele-
vant banking market. The Office of the Comptroller of the
Currency (“OCC”) and the Federal Deposit Insurance
Corporation (“FDIC™) also have been afforded an opportu-
nity to comment and have not objected to consummation of
the proposal.

As discussed in this order, the Board has considered the
competitive effects of the transaction in light of a number
of factors that measure or affect the likely competitive
effects of the proposal in each relevant banking market.
These factors include the relative market share that would
be controlled by New Wells Fargo in each relevant banking
market; the level of market concentration and change in
concentration that would result from this transaction; the
number, size and relative resources of competitors remain-
ing in each market; and the structure, characteristics and
attractiveness of each market. The Board also has carefully
weighed the divestitures proposed by Norwest to address
the potential competitive effects on various markets.

After carefully reviewing these and all the other facts of
record, including public comments on the competitive ef-
fects of the proposal, and for the reasons discussed in this
order and appendices, the Board concludes that consumma-
tion of the proposal would not be likely to result in a
significantly adverse effect on competition or on the con-
centration of banking resources in any of the 30 banking
markets in which Norwest and Wells Fargo both compete
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or in any other relevant banking market.?s Accordingly,
based on all the facts of record and subject to completion
of the proposed divestitures, the Board has determined that
competitive factors are consistent with approval of the
proposal.?®

Financial, Managerial, and Other Supervisory Factors

The Board has carefully considered the financial and man-
agerial resources and future prospects of Norwest, Wells
Fargo, and their respective subsidiary banks, and other
supervisory factors in light of all the facts of record. In
considering the financial and managerial factors, the Board
has reviewed relevant reports of examination and other
information prepared by the supervising Reserve Banks
and other federal financial supervisory agencies. The Board
also has reviewed information on the programs that Nor-
west and Wells Fargo have implemented to prepare their
systems for the Year 2000, including confidential examina-
tion and supervisory information assessing the efforts of
the two banking organizations to ensure Year 2000 readi-
ness, both before and after the proposed transaction.

In evaluating financial factors in expansion proposals by
bank holding companies, the Board consistently has con-
sidered capital adequacy to be an especially important

25. One commenter expressed concern about the method by which
the Board determines the appropriate levels of divestitures and the
Board’s use of mitigating factors. The commenter presented an alter-
native approach to assess the competitive effects of the merger pro-
posal, which the commenter has presented to the Board in other
merger proposals. For the reasons previously stated by the Board, the
Board concludes that its current approach provides a more complete
economic analysis of the competitive effects in a local banking market
than the approach suggested by the commenter. See NationsBank
Corporation, 84 Federal Reserve Bulletin 129 (1998).

26. One commenter expressed concern that financial institutions
that operate very large numbers of automated teller machines (ATMs)
may decide to handle their own ATM transaction processing func-
tions, rather than relying on an ATM network or third parties for such
processing, and that financial institutions that engage in significant
levels of credit card lending may seek to establish a separate brand
identity for the credit cards that they issue. Commenter has presented
no evidence to demonstrate that, if such actions were to occur, they
would significantly reduce competition in any relevant market or
result in a violation of antitrust laws, and the Board notes that the
events discussed by the commenter could, in fact, increase competi-
tion for ATM transaction processing or credit card lending by creating
a new competitor for such services.

Commenter also expressed concern that combinations of large
banking organizations that are significant members of separate re-
gional ATM networks may lead to the merger of the ATM networks
and, thereby, result in a reduction in competition for ATM network
services. Under section 4 of the BHC Act, a bank holding company is
required to obtain the Board’s approval before acquiring more than
5 percent of the voting shares of any company engaged in activities
that are closely related to banking, including a company formed by the
merger of two or more ATM networks. In the event that a merger of
regional ATM networks controlled by bank holding companies is
proposed at some time in the future. the Board would have the
opportunity to address the issues raised by the commenter in the
context of the specific facts presented at that time.

factor.?” The Board notes that Norwest and Wells Fargo are
well capitalized and New Wells Fargo would be well
capitalized on a pro forma basis after consummation of the
proposal. The Board has considered that the proposed
merger is structured as a stock-for-stock transaction and
would not increase the debt service requirements of the
combined company.

The Board also has considered the managerial resources
of the entities involved and the proposed combined organi-
zations. Norwest, Wells Fargo, and their subsidiary deposi-
tory institutions currently are well managed, with appropri-
ate risk management processes in place. Senior
management of New Wells Fargo would draw from the
senior executives of Norwest and Wells Fargo, based on
the individual management strengths of each company.
Senior executives of the two companies also would form a
transition team to manage and plan the integration of the
bank holding companies. Norwest and Wells Fargo have
experience with merger transactions and have indicated
that they are devoting significant resources to address all
aspects of the merger process.

In addition, the Board has considered other aspects of
the financial condition and managerial resources of the two
organizations, including the Board’s extensive supervisory
experience with Norwest and Wells Fargo, plans for
integration of the two companies, plans for achieving
Year 2000 readiness, and records of compliance with rele-
vant banking laws. Based on all the facts of record, includ-
ing careful review of the comments received, the Board
concludes that considerations relating to the financial and
managerial resources and future prospects of Norwest,
Wells Fargo, and their respective subsidiaries are consis-
tent with approval of the proposal, as are the other supervi-
sory factors that the Board must consider under section
3 of the BHC Act.

Convenience and Needs Considerations

In acting on the proposal, the Board also 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 CRA. The CRA requires the federal
financial supervisory agencies to encourage financial insti-
tutions to help meet the credit needs of local communities
in which they operate, consistent with their safe and sound
operation, and requires the appropriate federal supervisory
authority to take into account an institution’s record of
meeting the credit needs of its entire community, including
low- and moderate-income (“LMI”) neighborhoods, in
evaluating bank expansion proposals. The Board has care-
fully considered the convenience and needs factor and the
CRA performance records of the subsidiary depository
institutions of Norwest and Wells Fargo in light of all the

27. See, e.g., Banc One Corporation, 84 Federal Reserve Bulletin
961 (1998); NationsBank Corporation, 84 Federal Reserve Bulletin
858 (1998).
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facts of record, including public comments on the pro-
posal.

A. Summary of Public Comments Regarding the
Convenience and Needs Factor

The Board provided an extended public comment period
and convened a public meeting in Minneapolis to aid in the
collection of information on the aspects of the proposed
merger that the Board is required to consider under the
BHC Act and other relevant statutes. As noted above,
approximately 150 interested persons submitted written
comments, testified at the public meeting, or both, on all
aspects of the proposal and, in particular, the effect of the
proposal on the convenience and needs of the affected
communities and the CRA performance records of the
depository institutions involved.

Approximately 70 commenters either expressed support
for the proposal or commented favorably on the CRA-
related activities of Norwest and Wells Fargo.2® Two com-
menters who supported the proposal were community
groups that have opposed other mergers of banking organi-
zations in the past, and a number of others were former
First Interstate Bancorp customers who had been particu-
larly impressed by Wells Fargo’s performance after it
acquired First Interstate.

Commenters in support of the merger commended Nor-
west, Wells Fargo, or both for providing home mortgage
products, offering financial and technical assistance for
small and rural businesses, sponsoring and supporting com-
munity development activities and affordable housing initi-
atives, and participating in programs designed to assist
LMI and minority individuals and communities with pre-
dominantly LMI and minority residents (“LLMI and minor-
ity communities”). The commenters also praised Norwest
and Wells Fargo for the service and expertise bank officers
and staff provide to community groups as volunteers, coun-
selors, and board members.

28. The commenters included:

(1) The Commissioner of the City of Portland, Oregon, and a
representative from the Navajo Nation Council, Window
Rock, Arizona;

(2) A number of community groups, including the Greenlining
Institute, San Francisco, California; the Hmong American
Political Association and the Hmong American Community,
both of Fresno, California; the Twin Cities Neighborhood
Housing Services, the Minnesota Housing Partnership, and the
Development Corporation for Children, all of Minneapolis,
Minnesota; the Oregon Corporation for Affordable Housing,
Portland, Oregon;

(3) A number of small businesses and groups that support busi-
nesses, including the Metropolitan Economic Development
Association, Minneapolis, Minnesota: the Latin Business As-
sociation and the Black Business Association of Southern
California, both of Los Angeles, California: the Greater Phoe-
nix Urban League, Phoenix, Arizona; and the Black State
Employees Association of Texas, Dallas, Texas; and
Representatives of other community, civic, and nonprofit orga-
nizations based in Minnesota, California, Wisconsin, Arizona,
Texas, and other states.

4

Nl

Many community-based groups and nonprofit organiza-
tions commended one or both banking organizations for
their mortgage lending efforts in LMI and minority com-
munities, or for their participation in other programs and
projects designed to increase affordable housing opportuni-
ties. Several groups praised the efforts of Norwest and
Wells Fargo to meet the needs of specific underserved
segments of the population and to participate in particu-
larly innovative projects. Other commenters praised the
records of Norwest and Wells Fargo in fulfilling their
commitments to communities, and some expressed ap-
proval of recent commitments made in California and New
Mexico.

Small business owners and groups supporting small busi-
nesses reported favorably on the small business and agri-
cultural lending of one or both banking organizations.
Some commenters particularly emphasized the support that
Wells Fargo had provided to businesses owned by women
or minorities. Several commenters who generally sup-
ported the merger encouraged the merging organizations to
make additional CRA commitments and to continue their
current patterns of local lending and community support.

Approximately 80 commenters opposed the proposed
merger.2° These commenters either expressed general con-
cerns about the effects of large merger proposals on the
convenience and needs of the communities to be served or
expressed specific concerns about the performance records
of Norwest and Wells Fargo.

A number of commenters opposed to the merger con-
tended that Norwest and Wells have inadequate records of
performance under the CRA, particularly with respect to
serving the banking and credit needs of LMI and minority
individuals and communities. Some commenters expressed
concern that Norwest inappropriately refers loan applicants
rejected by its subsidiary banks to its nonbank finance
companies, which generally charge higher rates of interest.

Commenters opposing the merger also expressed con-
cern about either Norwest’s or Wells Fargo’s denial rates
and origination rates for loans to LMI and minority individ-
uals. Other commenters criticized the amount and scope of
rural and agricultural lending by Norwest or Wells Fargo,

29. The commenters included:

(1) Several members of the U.S. Senate and the U.S. House of
Representatives;

(2) State and local government officials, including the Minnesota
Attorney General and a Minnesota State Representative;

(3) Various community-based groups and nonprofit organiza-
tions, including representatives from the national and Minne-
sota offices of the Association of Community Organizations
for Reform Now (‘‘ACORN”’); Inner City Press/Community
on the Move, Bronx, New York: the Wisconsin Rural Devel-
opment Center, Mt. Horeb, Wisconsin; Citizens for Commu-
nity Improvement of Des Moines and lowa Citizens for Com-
munity Improvement, both of Des Moines, Towa;

(4) Union members, including individuals from the United Steel-
workers of America, Local Union 2101 and Local Union
3267; and

(5) Individual bank customers describing their negative experi-
ences with the organizations.
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particularly Norwest’s record of lending in rural LMI
areas.

Several commenters alleged that Norwest and Wells
Fargo had generally poor consumer service records. Some
commenters expressed concern that post-merger branch
closures could negatively affect LMI communities and
individuals. Many commenters expressed concern about
the fees charged for various services by Norwest and Wells
Fargo and about the decline in no-cost checking accounts
offered by their subsidiary banks. Some commenters
argued that such banking fees disproportionately affected
persons likely to be on a fixed income, such as senior
citizens, students, and individuals with disabilities. Other
individuals claimed that Wells Fargo used high-technology
banking services, such as ATMs and Internet banking, to
replace rather than enhance traditional banking services to
the detriment of LMI and minority consumers.

Many commenters from the Minneapolis area were con-
cerned about the effect of relocating Norwest’s headquar-
ters from Minneapolis to San Francisco after the merger.
These commenters feared a decrease in the combined com-
pany’s involvement in Minnesota, particularly the
Minneapolis-St. Paul area, and job losses. Some comment-
ers were concerned that the merger would result in loss of
local control over lending decisions.

B. Overview of CRA Policies of New Wells Fargo

In its consideration of the convenience and needs of the
communities to be served by New Wells Fargo, the Board
has reviewed in detail the CRA performance records of
Norwest and Wells Fargo, including their mortgage and
small business lending records, community development
and investment programs, and their initiatives to increase
lending in LMI areas in states served by their subsidiary
depository institutions.?® The Board has carefully reviewed
the examinations conducted by the appropriate federal
banking agencies under the Community Reinvestment Act
of 1977 of the performance records of the insured deposi-
tory institutions involved in this case. In addition, the
Board has reviewed substantial data regarding the lending
and other activities of these institutions since the conclu-
sion of these examinations.

The Board also has considered the record and ability of
the organizations to adapt programs to special local credit
needs. In addition, the Board has considered the record of
Norwest and Wells Fargo in implementing CRA programs
and policies effectively after an expansion proposal, as well
as the current plans of New Wells Fargo for implementing
CRA policies and programs after consummation of the
proposal.

30. Some commenters claimed that evidence suggests that, as a
general matter, large banks engage in less smail business lending.
relative to their size and total lending activities, than smail banks. The
Board has considered these comments in light of the specific records
of lending performance of Norwest and Wells Fargo, including their
records of assisting in meeting the credit needs of small businesses.

Norwest and Wells Fargo have indicated that the CRA
policies and programs of New Wells Fargo would draw on
the CRA policies and programs currently in effect at both
institutions. Wells Fargo has stated, for example, that New
Wells Fargo would honor all of Wells Fargo’s current CRA
pledges and continue the lending programs of Wells Fargo
that focus on lending to LMI and minority individuals and
small businesses owned by minorities.

Norwest states that the New Wells Fargo’s CRA activi-
ties would include local initiatives with community organi-
zations with established records of community service. The
combined organization will continue to manage and solicit
input from the community on its CRA activities at a local
level with some oversight functions conducted centrally so
as to most effectively allocate resources. An annual CRA
plan will be prepared to direct activities that will have
measurable goals and quantifiable results at the local level.
Meetings with local community organizations will con-
tinue at the local level.

Norwest states that the New Wells Fargo will manage
and direct CRA activities at the market level by evaluating
local needs identified through community contacts and
market data. Community development lending and invest-
ment opportunities will continue to be identified and as-
sessed locally. In addition, Norwest states the New Wells
Fargo will continue to perform analyses of lending, ser-
vices, and investments at the market level using demo-
graphic and business data to ensure awareness of and
prompt attention to local issues.?! Norwest also indicates
that local CRA programs, such as the portfolio mortgage
program for LMI home buyers or participation in specific
programs, will continue to be managed at the market or
state level.

C. CRA Performance Examinations

As provided in the CRA, the Board has evaluated the
convenience and needs factor in light of evaluations by the
appropriate federal supervisors of the CRA performance
records of the relevant institutions. An institution’s most
recent CRA performance evaluation is a particularly impor-
tant consideration in the applications process because it
represents a detailed on-site evaluation of the institution’s
overall record of performance under the CRA by the appro-
priate federal financial supervisory agency.

All Norwest’s subsidiary banks that have been examined
for CRA performance since being acquired by Norwest
received “outstanding” or “satisfactory” ratings in the
most recent examinations of their CRA performance.?? In
particular, Norwest’s lead bank, Norwest Bank Minnesota,

31. Norwest states that regulatory reporting, including data collec-
tion, will be performed centrally as needed to ensure data integrity.

32. Norwest Bank Minnesota Fairbault N.A., Fairbault, Minnesota,
is a special purpose bank engaged in cash management activities that
is not subject to CRA. In addition, Norwest Bank North Country N.A.,
Brainard, Minnesota, was acquired by Norwest in October 1997, and
has not been examined for CRA performance.
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N.A., Minneapolis, Minnesota, received an “outstanding”
performance rating from the OCC, as of October 17, 1996.

All Wells Fargo’s subsidiary banks that are subject to
CRA also received “outstanding™ or “satisfactory” ratings
in the most recent examinations of their CRA perfor-
mance.3* For example, Wells Fargo Bank, N.A., Wells
Fargo’s lead bank, and Wells Fargo Bank (Texas), N.A,,
received “outstanding” ratings from the OCC, as of
March 31, 1996. Wells Fargo Bank (Arizona), N.A., re-
ceived a ‘“‘satisfactory” rating from the OCC, as of
March 31, 1996.

D. Norwest’s CRA Performance Record

Overview. Norwest’s banks offer several products that fo-
cus on small businesses. In 1996, Norwest’s banks re-
ported more than 43,100 small business loans totaling
$3.8 billion, with an average loan amount of approximately
$90,000. During the same period, Norwest’s banks made
more than 9,300 small business loans totaling $896.1 mil-
lion in LMI census tracts and more than 28,800 small
business loans totaling $1.6 billion to firms with less than
$1 million in revenues. In 1997, Norwest’s banks reported
approximately 40,450 small business loans, totaling
$3.7 billion, with an average loan amount of approximately
$94,000. During the same period, Norwest’s banks re-
ported more than 8,300 small business loans totaling
$836 million in LMI census tracts and more than
27,000 small business loans totaling $1.5 billion to firms
with less than $1 million in revenues. In the first five
months of 1998, Norwest’s banks reported approximately
16,000 small business loans totaling $1.6 billion with an
average loan amount of $101,000. During the same period,
Norwest made more than 3,200 small business loans total-
ing more than $347 million in LMI census tracts.

In 1996, Norwest’s banks made more than 18,700 small
farm loans totaling more than $952 million, with an aver-
age Joan amount of approximately $51,000; in 1997, Nor-
west’s banks made more than 17,800 small farm loans
totaling more than $982 million, with an average loan
amount of approximately $55,000; and in the first five
months of 1998, Norwest’s banks made more than
9,200 small farm loans totaling more than $613 million,
with an average loan amount of approximately $66,000.

Norwest’s banks offer all types of personal credit, includ-
ing credit cards and secured and unsecured loans. In 1997,
Norwest’s banks made more than 131,000 consumer loans
totaling more than $855 million to LMI borrowers and, as
of May 31, 1998, made more than 46,000 consumer loans
totaling more than $316 million to LMI borrowers.

With respect to home mortgage lending, in 1996, Nor-
west’s banks made approximately 14,200 loans reported
under the Home  Mortgage Disclosure  Act
(12 US.C. § 2801 et seq.) (“HMDA”), loans to LMI bor-

33. Wells Fargo Bank, Ltd. and Wells Fargo Central Bank are
engaged only in controlled disbursements for business depositors of
affiliates. They do not make loans and offer no other deposit services
and, thus, are not subject to CRA.

rowers totaling $327.3 million and more than 7,100 HMDA
loans in LMI census tracts totaling $200.5 million. In 1997,
Norwest’s banks made more than 13,800 HMDA loans
totaling $287.4 million to LMI borrowers and more than
6,800 HMDA loans totaling $179.6 million in LMI census
tracts. In the first five months of 1998, Norwest’s subsid-
iary banks made approximately 5,800 HMDA loans total-
ing $129.6 million to LMI borrowers, and more than
2,900 HMDA loans totaling $79.7 million in LMI census
tracts.

Norwest Mortgage, Inc. (“NMI”’), a nonbank subsidiary
of Norwest, and Norwest Funding, Inc., a nonbank subsid-
iary of Norwest Bank, account for the majority of Nor-
west’s HMDA lending. In 1996, Norwest’s mortgage sub-
sidiaries made approximately 109,200 HMDA loans
totaling $8.4 billion to LMI borrowers and approximately
48,000 HMDA loans totaling $4.2 billion in LMI census
tracts. During the same period, Norwest’s mortgage subsid-
iaries made more than 83,900 HMDA loans totaling
$9.1 billion to minority borrowers. In 1997, the Norwest
mortgage subsidiaries made more than 104,000 HMDA
loans totaling more than $8.3 billion to LMI borrowers and
approximately 45,000 HMDA loans totaling $4.2 billion in
LMI census tracts. During the same period, Norwest's
mortgage subsidiaries made approximately 77,700 HMDA
loans totaling approximately $9 billion to minority borrow-
ers. In the first five months of 1998, Norwest’s mortgage
subsidiaries made more than 64,000 HMDA loans totaling
$5.4 billion to LMI borrowers and approximately
31,000 HMDA loans totaling $3.3 billion in LMI census
tracts. During the same period, Norwest’s mortgage subsid-
iaries made over 38,000 HMDA loans totaling $4.8 billion
to minority borrowers.

Lending Record in General. CRA performance examina-
tions of Norwest’s subsidiary banks conducted by the
appropriate federal supervisory agencies generally found
that each bank, either directly or in conjunction with its
affiliates, offered a variety of housing-related loan products
with flexible credit terms and underwriting guidelines,
including mortgages with low down payment requirements
and mortgages insured or guaranteed by the Federal Hous-
ing Authority (“FHA”) or the Veterans Administration
(““VA). The examinations also found that Norwest’s sub-
sidiary banks affirmatively solicited loan applications from
all segments of their communities, especially LMI neigh-
borhoods, and that the banks’ lending activities had effec-
tively reached LMI communities and individuals. In addi-
tion, examiners determined that the loan originations and
denials of Norwest’s subsidiary banks were reasonably
distributed throughout the banks’ communities.

The examinations also concluded that Norwest’s subsid-
iary banks had effectively identified potentially under-
served areas in their communities and designated the areas
for priority attention. Examiners noted that Norwest’s sub-
sidiary banks also maintained an ongoing dialogue with
local government officials and community groups repre-
senting neighborhoods, small businesses and minorities to
ascertain the credit needs of the local community and
participated in loan pools and programs with local govern-
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ments and community development organizations to pro-
mote affordable housing opportunities in local communi-
ties.

Examiners concluded that Norwest’s subsidiary banks
continued to help meet the credit needs of small businesses
in their communities, including LMI communities. The
examiners also found that the banks actively participated in
community development activities in their communities
and noted that the banks frequently had taken a leadership
role in corporate or local initiatives designed to promote
community development.

Examiners concluded that Norwest’s subsidiary banks
reasonably served the credit needs of all segments of their
communities, including LMI communities, through their
branch structure, ATM networks, and alternative delivery
systems. The examinations reviewed the branch closing
policies and record of branch closings of Norwest’s subsid-
iary banks and concluded that each of the banks had a good
record of opening, closing, and relocating branch offices
while providing all segments of its communities, including
LMI areas, with reasonable access to bank services.

Importantly, examiners found no evidence of prohibited
discriminatory or other illegal credit practices by Nor-
west’s subsidiary banks. In reaching this conclusion, exam-
iners, in some cases, conducted a comparative analysis of
loan applications submitted by minority and nonminority
applicants.

CRA Performance in Home State. As noted above, Nor-
west’s lead bank in Minnesota, Norwest Bank Minnesota,
N.A. (“Norwest Bank”), received an “outstanding” rating
from the OCC in its most recent CRA performance evalua-
tion. Norwest Bank represents approximately 23 percent of
Norwest’s consolidated assets.

Examiners commended Norwest Bank for its role in
making real estate loans, including purchase money mort-
gages, refinancings, and home improvement loans during
1994 and 1995. In 1995, Norwest Bank, in conjunction
with NMI, made HMDA loans totaling more than
$1 billion. Examiners also stated that Norwest Bank, in
conjunction with NMI, was a market leader in originating
HMDA loans to LMI census tracts. Based on 1995 HMDA
data, the examiners found that Norwest Bank and NMI had
made 23 percent of the total dollar volume of HMDA loans
in LMI census tracts. In addition, according to the examin-
ers, Norwest Bank/NMI HMDA originations to LMI appli-
cants constituted approximately 22 percent by number and
by dollar volume of loans made to LMI applicants in 1995.

Norwest reports that, in 1996, Norwest Bank made ap-
proximately 10,000 HMDA loans totaling more than
$270 million, with approximately 1,100 loans totaling more
than $33 million in LMI census tracts and more than
2,500 loans totaling more than $55 million to LMI borrow-
ers. Norwest reports that, in 1997, Norwest Bank made a
total of more than 9,500 HMDA loans totaling more than
$263 million, with almost 900 loans totaling more than
$27 million in LMI census tracts and more than
2,300 loans totaling more than $52 million to LMI
borrowers.

Examiners also noted that, as of June 30, 1995, Norwest

Bank had $1.3 billion in loans outstanding to small busi-
nesses and $5 million in loans outstanding to small farms.
By number, 59 percent of the small business and small
farm loans were originated in amounts of less than
$100,000. The examination report states that Norwest Bank
was an active Small Business Administration (“SBA”)
lender. As a “Preferred Lender,” Norwest Bank had been
ranked as the top SBA lender in Minnesota for three
consecutive years. According to the examination report, in
1995, Norwest Bank participated in the SBA’s 504, 7(a),
and “Low Doc” loan programs, with loans in these pro-
grams totaling more than $22 million.

Norwest reports that, in 1996, Norwest’s banks in Min-
nesota made approximately 9,000 small business loans
totaling almost $950 million, with an average loan amount
of approximately $105,000. During the same period, Nor-
west’s banks made almost 1,150 small business loans
totaling almost $105 million in Minnesota LMI census
tracts, with an average loan amount of approximately
$91,000. During 1996, Norwest’s banks in Minnesota also
made almost 6,000 small business loans totaling approxi-
mately $290 million to firms with less than $1 million in
revenues. In 1997, Norwest’s banks in Minnesota made
more than 8,000 small business loans totaling more than
$850 million, with an average loan amount of approxi-
mately $102,000. During the period, Norwest’s banks in
Minnesota made approximately 1,100 small business loans
totaling more than $108 million in LMI census tracts, with
an average loan amount of approximately $97,000. During
1997, Norwest’s banks in Minnesota made more than
5,700 small business loans totaling approximately
$280 million to firms with less than $1 million in revenues.

In 1996, Norwest’s banks in Minnesota made almost
2,800 small farm loans totaling more than $145 million,
with an average loan amount of $52,000. In 1997, Norwest
made more than 2,900 small farm loans totaling approxi-
mately $165 million in Minnesota, with an average loan
amount of $56,000. This represents more than twice as
many small farm loans for more than twice the dollar
volume of any other lender in 1996 and 1997.

Examiners also found that Norwest Bank actively partic-
ipated in community development and redevelopment pro-
grams, providing leadership, technical expertise and finan-
cial support throughout its community. For example, during
1994 and 1995. Norwest Bank committed a total of
$2 million to the National Equity Fund (“NEF”).

Norwest states that it also has implemented several pro-
grams to enhance its service to the communities in Minne-
sota since its most recent CRA evaluation. These programs
include affordable mortgage financing provided by NMI
that is funded through the Community Activity Set-Aside
Program (**CASA”) sponsored by that Minnesota Housing
Finance Agency (“MHFA”). The CASA Program provides
sellers, cities, and nonprofit housing providers with a set-
aside of funds from MHFA mortgage revenue bond to
assist in meeting specific, project-oriented needs in com-
munities. In addition, Norwest collaborates with Consumer
Credit Counseling Services (“CCCS™) to provide financial
management seminars throughout the metropolitan com-
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munity. CCCS is a nonprofit organization that provides
counseling and education to consumers on topics such as
debt repayment, budgeting, and money management. Nor-
west reports that, since 1996, 26 seminars have been held
for LMI individuals. Norwest also reports that Norwest
Bank Minnesota North, N.A. is a SBA Preferred Lender
and originated 16 SBA loans totaling $1.7 million and six
loans totaling $798,000 in 1996 and 1997, respectively.

Arizona. OCC examiners found that Norwest Bank Ari-
zona, N.A. (“Norwest-Arizona”) and NMI offered and
originated a variety of conventional loan products to meet
community credit needs, including housing-related, con-
sumer, small business, and small farm loans. In particular,
examiners noted that the bank had originated or purchased
from NMI a significant number of home purchase loans to
LMI individuals and in LMI areas through its Community
Homeowners Program (“CHOP”).>* Since the program’s
inception in 1994, through June 30, 1996, Norwest-Arizona
and NMI originated 488 CHOP loans totaling $25 million.
The examiners also noted that the Norwest-Arizona and
NMI ranked third among HMDA reporting lenders in the
market in 1995, with 7.4 percent of all HMDA origina-
tions. Norwest reports that, in 1996, its banks and NMI
made 22,429 HMDA loans totaling approximately $2 bil-
lion in Arizona, with more than 3,000 loans totaling more
than $206 million in LMI census tracts and more than
5,800 loans totaling more than $360 million to LMI bor-
rowers. In 1997, Norwest’s banks and NMI made more
than 20,100 HMDA loans totaling more than $1.9 billion in
Arizona, with more than 2,500 loans totaling more than
$180 million in LMI census tracts and more than 4,800
loans totaling more than $300 million to LMI borrowers.
Through May 31, 1998, Norwest’s banks and NMI made
more than 12,000 HMDA loans totaling more than
$1.3 billion in Arizona, with more than 1,300 loans totaling
more than $96 million in LMI census tracts and more than
3,100 loans totaling more than $220 million to LMI bor-
rowers.

The CRA performance examinations indicated that
Norwest-Arizona also was actively engaged in consumer
lending. According to the examination record, the bank
made more than 19,900 direct and indirect consumer loans
totaling $100 million in 1995, and made more than 11,700
direct and indirect consumer loans totaling $75 million
through June 30, 1996. Norwest reports that, in 1996, its
banks made more than 7,500 consumer loans totaling more
than $28 million to LMI borrowers in Arizona.

In addition, examiners noted that the bank was an active
lender to small businesses and small farms. The examina-
tion report indicated that, as of June 30, 1996, Norwest-
Arizona had $183 million in loans outstanding to small
businesses and $202 million in loans outstanding to small
farms, with 66 percent of the small business and small farm
loans in amounts less than $100,000. Norwest reports that,

34. Examiners indicated that the CHOP program uses flexible
underwriting criteria to help LMI borrowers obtain home purchase
mortgages.

in 1996, its banks made more than 700 small business
loans in Arizona totaling more than $81 million, with an
average loan amount of $116,000. During the period, Nor-
west’s banks made more than 230 small business loans
totaling more than $30 million in Arizona LMI census
tracts and more than 420 loans totaling more than
$34 million to firms in Arizona with revenues of less than
$1 million. In 1997, Norwest’s banks made more
than 900 small business loans in Arizona totaling more
than $108 million, with an average loan amount of
$115,000. During this period, Norwest’s banks made more
than 240 small business loans totaling more than
$32 million in Arizona LMI census tracts and more than
590 loans totaling more than $47 million to firms in Ari-
zona with revenues of less than $1 million. Norwest also
reports that, in 1997, Norwest’s banks made 49 small farm
loans totaling more than $6 million in Arizona, with
15 small farm loans totaling more than $1.8 million in
Arizona LMI census tracts.

Examiners noted that Norwest-Arizona frequently partic-
ipated in government-related lending programs for small
business and affordable housing. According to the exami-
nation report, NMI made a significant amount of home-
purchase and refinancing loans under programs sponsored
by the FHA and VA, originating 11.3 percent of such loans
made in Arizona’s Metropolitan Statistical Areas
(“MSAs”). In the Phoenix MSA, Norwest-Arizona/NMI
ranked first in government-sponsored loan originations,
with 11 percent of such loans. Examiners also noted that
the bank supported SBA loan programs. Specifically,
Norwest-Arizona was ranked ninth by the SBA Phoenix
district office for the six months ending June 30, 1996, in
total number of loans originated and fifteenth in total dollar
amount of loans originated.

Examiners also determined that Norwest Bank Arizona,
N.A., in cooperation with NMI, showed a reasonable distri-
bution of loans throughout its delineated communities,
including LMI areas. In 1995, Norwest-Arizona and NMI
originated 9 percent of the total number of HMDA loans
and 10 percent of the total dollar amount of loans to LMI
borrowers in Arizona’s MSAs.

Examiners also found that Norwest-Arizona made in-
vestments in community development and redevelopment
programs, such as Norwest’s contribution of $1.3 million
to capitalize the Arizona Multibank. The Multibank is a
nonprofit community development corporation that pro-
vides financial and technical assistance to support small
businesses, LMI housing, and economic development.

Examiners found no practice intended to discourage
applicants for any type of credit listed in Norwest-
Arizona’s CRA Statement and determined that the bank
solicited applications from all portions of its communities,
including LMI areas. Examiners also determined that
Norwest-Arizona met the substantive provisions of antidis-
crimination laws and regulations.

Norwest states that, since the completion of the most
recent CRA performance evaluation, it has implemented
several programs to enhance its service to its communities
in Arizona. Norwest has formed, for example, a partner-
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ship with Neighborhood Housing Services of Phoenix and
Neighborhood Housing Services of America and makes
reduced rate mortgages to LMI families in Phoenix.
Norwest-Arizona also serves as the shareholder bank for a
$150,000 subsidy under the Federal Home Loan Bank
Affordable Housing Program which is used to reduce the
interest rates on a borrower’s home purchase mortgage to
5.5 percent. In addition, Norwest indicates that Norwest-
Arizona is investing $1 million in the NEF Limited Partner-
ship to support the purchase of Low Income Housing Tax
Credits and thereby financially assist affordable multifam-
ily housing projects in Arizona.

Colorado. Examiners found that Norwest Bank Colo-
rado, N.A. (**Norwest-Colorado”) offered and originated a
variety of loan products to meet community credit needs,
including loans for housing-related, consumer, small busi-
ness and small farm loans. Examiners commended
Norwest-Colorado for its participation in Norwest’s CHOP
mortgage program. From 1991 through August 30, 1996,
Norwest-Colorado originated 2,649 CHOP loans totaling
$152 million. In addition, examiners noted that, based on
1995 HMDA data for all lenders, Norwest-Colorado, in
conjunction with NMI, was the market leader in its six
delineated MSA markets, with a total of 7,885 HMDA loan
originations in the MSA delineations representing 9 per-
cent of all conventional HMDA originations. Norwest re-
ports that, in 1996, its banks and NMI made more than
26,900 HMDA loans totaling more than $2.5 billion in
Colorado, with more than 3,800 loans totaling more than
$252 million in LLMI census tracts and more than 7,500
loans totaling more than $492 million to LMI borrowers. In
1997, Norwest’s banks and NMI made more than 25,000
HMDA loans totaling more than $2.6 billion in Colorado,
with more than 3,300 loans totaling more than $232 mil-
lion in LMI census tracts and more than 6,300 loans
totaling more than $430 million to LMI borrowers.

Examiners also noted that Norwest-Colorado was active
in lending to small businesses and small farms. As of
June 30, 1996, Norwest-Colorado had $626 million in
loans outstanding to small businesses and $66 million in
loans outstanding to small farms. According to the exami-
nation report, 82 percent of these small business and small
farm loans were originated in amounts less than $100,000.
Norwest reports that, in 1996, its banks made more than
6,000 small business loans in Colorado totaling more than
$470 million, with more than 1,600 loans totaling more
than $137 million in LMI census tracts and more than
4,500 loans totaling more than $256 million to firms with
revenues less than $1 million. In addition, Norwest reports
that, in 1996, its banks made more than 700 small farm
loans in Colorado totaling more than $50 million, with
90 loans totaling approximately $6 million in LMI census
tracts and almost 700 loans totaling more than $47 million
to farms with revenues less than $1 million. Norwest
reports that, in 1997, its banks made more than 700 small
farm loans in Colorado totaling approximately $35 million,
with 75 loans totaling approximately $3 million in LMI
census tracts and more than 600 loans totaling more than
$28 million to farms with revenues less than $1 million.

Examiners also noted that Norwest-Colorado actively
participates in government-sponsored loan programs. For
example, examiners commended Norwest-Colorado for its
strong support for SBA loan programs, noting that
Norwest-Colorado had been designated as a SBA “Pre-
ferred Lender” and participated in the SBA’s 7A and “Low
Doc” loan programs. Examiners also noted that, as of the
evaluation period, Norwest-Colorado had been the number
one SBA loan originator in Colorado for four consecutive
years. As of June 30, 1996, Norwest-Colorado had
411 SBA loans in its portfolio totaling $54 million. Ac-
cording to the examination report, based on 1995 HMDA
data, Norwest-Colorado, in conjunction with NMI, made
government-sponsored loans totaling $230 million in the
MSAs in Colorado served by the bank, representing
8.78 percent of the total of such loans.

Examiners also noted that Norwest-Colorado actively
engaged in extending credit to LMI consumers and in LMI
neighborhoods. In 1994 and 1995, Norwest/NMI origi-
nated more HMDA loans in LMI tracts and to LMI borrow-
ers than any other lender. In 1995, Norwest originated
36 percent of its HMDA loans to LMI applicants and
26 percent in LMI census tracts. In 1995, Norwest-
Colorado also had retail loans outstanding in 75 percent of
all LMI census tracts in its assessment area. In the first half
of 1996, the bank had retail loans outstanding in 98 percent
of its LMI census tracts.

Since the completion of the most recent CRA perfor-
mance evaluation, Norwest states that it has implemented
several programs to enhance service to its communities in
Colorado. Norwest-Colorado is participating, for example,
in Barrio Aztlan Homeownership Program, which provides
mortgage lending, down payment assistance, and bilingual
prepurchase counseling to low-income families in Den-
ver’s predominantly Latino neighborhoods. As of July 31,
1998, Norwest-Colorado has funded 18 loans totaling
$1.4 million through this program. In addition, Norwest
reports that in the City of Grand Junction, Norwest-
Colorado participates in the Self-Help program with the
U.S. Department of Agriculture (“USDA™), a pilot pro-
gram that leverages government funds for the provision of
subsidized mortgages to LMI borrowers. Under this pro-
gram, the USDA subordinates its subsidized second mort-
gage to the bank’s first mortgage, which is priced at, or
slightly below, market rates. This permits USDA to use
more of the Self-Help funds for additional first mortgages.

Nevada. Examiners concluded that Norwest Bank Ne-
vada, N.A. (“Norwest-Nevada”) and its predecessor insti-
tutions?s had a strong volume of lending over a broad range
of products, that the majority of its lending was in its
delineated community, and that a formal structure was in
place for CRA compliance. Examiners noted that the insti-

35. Norwest-Nevada was chartered as a federal thrift when it was
acquired by Norwest in 1996. It was renamed Norwest Bank Nevada,
F.S.B. and subsequently was merged with another Norwest federal
thrift subsidiary. Norwest converted the thrift subsidiary to a national
bank in 1997. The most recent CRA evaluation of the institution
occurred before its conversion to a national bank.
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tution was able to offer a broader range of products to assist
LMI customers after its acquisition by Norwest.

Examiners commented favorably on the broad range of
credit products offered by Norwest-Nevada and its affili-
ates, including mortgage loans for the purchase or refi-
nance of 1-4 unit and multiunit residential properties.3®
Examiners noted that although Norwest-Nevada did not
underwrite and originate FHA and VA housing loans, NMI
continued to do so. Based on HMDA data, the examiners
also concluded that Norwest-Nevada had a reasonable geo-
graphic distribution of loan products throughout its delin-
eated community. Norwest reports that, in 1996, its banks
and NMI made more than 10,000 HMDA loans totaling
more than $1.1 billion in Nevada, with more than
600 loans totaling more than $54 million in LMI census
tracts and more than 2,600 loans totaling more than
$217 million to LMI borrowers. Norwest reports that, in
1997, its banks and NMI made a total of more than
6,900 HMDA loans totaling more than $753 million in
Nevada, with approximately 530 loans totaling more than
$46 million in LMI census tracts and almost 1,700 loans
totaling more than $128 million to LMI borrowers.

Examiners commented favorably on the commercial
credit products offered by Norwest-Nevada to businesses
and farms. Examiners also noted that the institution was an
active SBA lender. According to the report, the institution
received approval to offer loans under a number of SBA
programs, including the SBA’s 7A-Capline, “Low Doc™,
7A, and 504 loans. In addition, the institution participated
in a program to lend to minority and small business owners
in an enterprise zone in Las Vegas under a $750,000 grant
from the Department of Housing and Urban Development.
Norwest reports that, in 1996, its banks made a total of
almost 250 small business loans totaling more than
$25 million in Nevada, with more than 70 loans totaling
approximately $9 million in LMI census tracts and approx-
imately 180 loans totaling more than $15 million to firms
with revenues less than $1 million. Norwest reports that, in
1997, its banks made a total of more than 330 small
business loans totaling almost $30 million in Nevada, with
80 loans totaling more than $9 million in LMI census tracts
and more than 250 loans totaling more than $14 million to
firms with revenues of less than $1 million.

In addition, Norwest reports that. in 1996, its banks
made a total of 27 small farm loans totaling more than
$1.5 million in Nevada, with 24 loans totaling $1.4 million
in LMI census tracts and 25 loans totaling more than
$1.4 million to farms with revenues less than $1 million.
Norwest reports that, in 1997, its banks made a total of
71 small farm loans totaling approximately $7 million in
Nevada, with 34 loans totaling more than $3.4 million in
LMI census tracts and more than 60 loans totaling more
than $6.7 million to farms with revenues less than
$1 million.

36. The report noted that mortgage loans were processed and
originated by NMI, but that the loans were underwritten and immedi-
ately purchased by Norwest-Nevada.

Examiners also concluded that Norwest-Nevada had a
high level of participation in community development and
redevelopment programs, often in a leadership role. The
institution maintained two Community Outreach Centers in
or adjacent to underserved areas. The centers had a staff of
three Community Qutreach Managers, who were responsi-
ble for identifying credit and financial needs in LMI areas,
forming partnerships with communities and organizations,
and soliciting loans from LMI customers. Examiners noted
that the managers routinely worked with community-based
organizations and local governments, including the Fund
Urban Northern Nevada Development, Southern Nevada
Reinvestment and Accountable Banking Committee, the
City of North Las Vegas, and the City of Sparks, to assist
in developing special housing or credit programs. In addi-
tion, the managers provided financial education workshops
for residents in the local communities. Examiners noted
that Norwest-Nevada, in conjunction with Volunteers of
America, had submitted a financing proposal that was
instrumental in obtaining a $750,000 grant to develop a
small business loan guarantee program for a newly desig-
nated Enterprise Zone in the Las Vegas MSA. Norwest-
Nevada also cashed social assistance checks for noncus-
tomers without charge, waived fees for nonprofit
organizations, and offered a free checking account with no
monthly fee or minimum balance.

Norwest states that, since the most recent CRA perfor-
mance evaluation, it has implemented several programs to
enhance services to its Nevada communities. Norwest-
Nevada has doubled its commitment to lend under the
Affordable Loan Program to a total of $20 million per year.
Norwest reports that, since 1997, Norwest-Nevada has
allocated portions of the total commitment to various local
nonprofit community development organizations that pro-
vide down payment assistance, and that for 1998, approxi-
mately 90 percent of the total allocation has been reserved
for nonprofit organizations. In addition, in late 1997,
Norwest-Nevada established a Community Business Bank-
ing Department to specifically address the needs of the
small business owner with a gross annual revenue of
$500,000 to $3 million and credit needs of up to $250,000.
Norwest also reports that Norwest-Nevada participates in
the USDA Self-Help program for Nevada communities
discussed above.

New Mexico. Examiners concluded that Norwest’s sub-
sidiary banks in New Mexico generally met the credit
needs of the communities they served. Examiners noted
that Norwest Bank New Mexico, N A, (“Norwest-NM),
in conjunction with NMI, originated more conventional
home purchase loans, refinancings, and home improvement
loans in its delineated communities in 1995 than any other
lender, with 10.5 percent of the HMDA loans in the mar-
ket. Norwest-NM's volume of HMDA loans increased
from $291 million in 1995 to more than $328 million in
1996. During 1995 and 1996, 100 percent and 98 percent,
respectively, of Norwest-NM’s conventional real estate-
related loans were made in the bank’s delineated communi-
ties. Examiners also determined that Norwest-NM reason-
ably served LMI areas in its communities. According to the
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examination report, in 1996, Norwest-NM made 21 percent
of its HMDA loans in LMI census tracts and 31 percent of
its HMDA loans to LMI applicants. Norwest reports that,
in 1997, its banks and NMI made a total of more than
6,100 HMDA loans totaling more than $480 million in
New Mexico, with more than 1,000 loans totaling more
than $72 million in LMI census tracts and more than 1,400
loans totaling more than $65 million to LMI borrowers.

Examiners also noted that Norwest-NM was an active
lender to small businesses and small farms. In 1996,
Norwest-NM made 2,969 small business loans totaling
approximately $208 million, with 83 percent by number
and 38 percent by dollar amount in loan amounts of
$100,000 or less. Norwest reports that, in 1997, its banks
made more than 3,500 small business loans totaling more
than $330 million in New Mexico, with almost 1,000 loans
totaling more than $106 million in LMI census tracts and
more than 2,700 loans totaling more than $181 million to
firms with revenues less than $1 million.

Examiners indicated that, in 1996, Norwest-NM made
small farm loans totaling $36.1 million, with 88 percent in
loan amounts of less than $100,000. Norwest reports that,
in 1997, its banks made a total of more than 800 small farm
loans totaling more than $45 million in New Mexico, with
more than 200 loans totaling more than $11 million in LMI
census tracts and almost 800 loans totaling approximately
$40 million to farms with revenues less than $1 million.

Examiners also noted that Norwest-NM, in conjunction
with NMI, actively participated in government-related
lending programs for small business and housing. In 1996,
Norwest-NM originated 448 home purchase loans and
refinancings totaling $40 million under programs spon-
sored by government authorities, such as the FHA, the VA,
and the Farmers Home Administration (“FmHA”). Exam-
iners also noted that Norwest-NM was an active SBA
lender with ““Preferred Lender” status. More than half the
$10.2 million in SBA loans made by Norwest-NM in the
1996 fiscal year were originated in the Albuquerque area
where Norwest-NM ranked first in SBA lending.

Texas. Examiners noted that Norwest Bank El Paso,
N.A. (“Norwest-El Paso”) used innovative products and
flexible underwriting guidelines to assist in meeting the
need for home mortgage loans in its assessment area. In
particular. the examiners noted that the bank offered afford-
able mortgages and home improvement loans designed
specifically for LMI borrowers through programs like the
Affordable Home Mortgage Loan Program. Norwest re-
ports that, in 1996, its banks and NMI made a total of more
than 20,000 HMDA loans totaling more than $1.8 billion in
Texas, with more than [,800 loans totaling more than
$102 million in LMI census tracts and almost 3.500 loans
totaling more than $182 million to LMI borrowers. Nor-
west also reports that, in 1997, its banks and NMI made a
total of almost 30,000 HMDA loans totaling more than
$2.7 billion in Texas, with more than 2,400 loans totaling
more than $140 million in LMI census tracts and more than
4,800 loans totaling more than $254 million to LMI bor-
rOWers.

Examiners stated that Norwest-El Paso’s level of small

business and small farm loans reflected a significant num-
ber of loans throughout its assessment area. Data for 1996
showed that Norwest-El Paso made 31 percent of its small
business and small farm loans to businesses in LMI census
tracts that had annual revenues of less than $1 million. In
1996, Norwest-El Paso also introduced the Small Business
Banking Center to assist in meeting the credit needs of
small businesses. The center originated 91 loans totaling
$2.7 million in 1996, with an average loan amount of
$30,000. Norwest states that, in 1996, its banks made more
than 5,200 small business loans totaling more than
$256 million in Texas, with approximately 1,100 loans
totaling more than $51 million in LMI census tracts and
almost 3,500 loans totaling almost $150 million to firms
with revenues less than $1 million. Norwest reports that, in
1997, its banks made more than 7,600 small business loans
totaling more than $520 million in Texas, with more than
1,600 loans totaling more than $138 million in LMI census
tracts and more than 4,700 loans totaling more than
$243 million to firms with revenues less than $1 million.

Norwest reports that, in 1996, its banks made a total of
approximately 2,000 small farm loans totaling almost
$83 million in Texas, with 300 loans totaling more
than $12 million in LMI census tracts and more than
1.600 loans totaling almost $65 million to farms with
revenues less than $1 million. Norwest also reports that, in
1997, its banks made a total of more than 1,600 small farm
loans totaling more than $84 million in Texas, with more
than 230 loans totaling more than $14 million in LMI
census tracts and more than 1,300 loans totaling more than
$64 million to farms with revenues less than $1 million.

Examiners noted that Norwest Bank Texas, N.A.
(“Norwest-Texas™) actively participated in development
and redevelopment programs in its communities by provid-
ing loans and financial expertise to the community. Exam-
iners also commented favorably that Norwest-Texas had
been recognized by the Federal Home Loan Bank of Dallas
for its community support. Norwest reports that, in 1998,
Norwest-Texas became a sponsor of the Texas Capital
Access Program established by the Texas Economic Devel-
opment Corporation. Under this program, state funds are
used to create a loan loss reserve account for bank loans to
small businesses that permits banks to use underwriting
guidelines for qualifying applicants that are more flexible
than conventional guidelines.

E. Wells Fargo’s CRA Performance Record

Overview. Wells Fargo offers a variety of products specifi-
cally designed for small business customers. Wells Fargo’s
Business Banking Group focuses on small businesses with
annual revenues of less than $10 million in which the
owner is the primary financial decision maker. Wells Fargo
reports that, in 1996, its banks made more than 138,000
small business and small farm loans totaling more than
$5.4 billion, with more than 33,000 small business and
small farm loans totaling more than $1.5 billion in LMI
census tracts. In 1997, Wells Fargo reports that its banks
made more than 195,000 small business and small farm
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loans totaling more than $5.8 billion, with more than
45,700 small business and small farm loans totaling
$1.7 billion in LMI census tracts. During 1996 and 1997,
Wells Fargo reports that 95 percent of its small business
and small farm loans were for amounts less than
$100,000, and that the average loan amount was approxi-
mately $33,000. Through June 30, 1998, Wells Fargo made
a total of approximately 69,000 small business and small
farm loans totaling $2.7 billion. with more than
14,000 small business and small farm loans totaling ap-
proximately $668 million in LMI census tracts.

In 1996, Wells Fargo made more than 15,000 HMDA
loans totaling approximately $960 million. During the
same period, Wells Fargo made approximately 1,900
HMDA loans totaling $118 million in LMI census tracts,
more than 5,200 HMDA loans totaling more than
$180 million to LMI borrowers, and more than 1,800
HMDA loans totaling approximately $96 million to minor-
ity borrowers. In 1997, Wells Fargo made approximately
4,800 HMDA loans totaling $540 million. During this
period, Wells Fargo made more than 600 HMDA loans
totaling $10 million in LMI census tracts, approximately
1,600 HMDA loans totaling more than $53 million to LMI
borrowers, and more than 800 HMDA loans totaling more
than $36 million to minority borrowers. Through June 30,
1998, Wells Fargo made a total of approximately 4,400
HMDA loans totaling more than $220 million. During this
period, Wells Fargo made more than 490 HMDA loans
totaling more than $21 million in LMI census tracts, more
than 1,400 HMDA loans totaling more than $53 million to
LMI borrowers, and more than 600 HMDA loans totaling
$25 million to minority borrowers. As of March 1998,
Wells Fargo reports that it has loaned more than
$14.5 billion or 33 percent of its lending goal under a
$44.5 billion, 10-year CRA pledge announced in Decem-
ber 1995.

Lending Record in General. Examiners generally deter-
mined that Wells Fargo’s banks had an effective program
to ascertain the credit needs of their communities. In addi-
tion, the examiners found that the banks’ level of lending
reflected a responsiveness to the credit needs of their
communities. The banks were generally active participants
in government-guaranteed or sponsored loan programs that
addressed housing, consumer, and small business credit
needs. Examiners also determined that Wells Fargo’s geo-
graphic distribution of loan originations was reasonable
and generally consistent with demographic patterns in the
community, including LMI communities. Examiners gener-
ally found that Wells Fargo’s banks participated in financ-
ing community development and redevelopment projects.

California. As noted above, Wells Fargo Bank, N.A.
(“WFB™), Wells Fargo’s lead bank. received an “outstand-
ing” rating from the OCC at its most recent CRA perfor-
mance evaluation. WFB accounts for approximately
90 percent of Wells Fargo’s consolidated assets.

Examiners noted that the largest component of WFB’s
lending activities was small business loans. Examiners
found that WFB’s record of making loans for less than
$50,000, which accounted for 75 percent of WFB’s small

business lending during the evaluation period, evidenced
the bank’s commitment to small business lending. Examin-
ers noted that, in 1995, WFB’s loan growth was almost
evenly divided between loans less than and loans more
than $50,000. Examiners also noted that WFB made a
significant number of small business loans in LMI census
tracts.

In 1996, WFB made approximately 72,600 small busi-
ness and small farm loans in California totaling $3.1 bil-
lion, with more than 18,800 small business and small farm
loans totaling more than $960 million in California LMI
census tracts. In 1997, WFB made approximately 108,300
small business and small farm loans in California totaling
$3.6 billion, with more than 27,000 small business and
small farm loans totaling $1.1 billion in California LMI
census tracts. Through June 30, 1998, WFB made approxi-
mately 32,700 small business and small farm loans in
California totaling $1.7 billion, with approximately 8,000
small business and small farm loans totaling more than
$451 million in California LMI census tracts.

Examiners stated that WFB was an active participant in
government-guaranteed or sponsored loan programs that
addressed housing-related, consumer, and business credit
needs. According to the examination report, in 1994 and
1995, WFB government-guaranteed loans totaled over
$1 billion. During the evaluation period, the SBA recog-
nized WEB as California’s leading originator of loans
under the SBA's 504 Program. Examiners also noted that,
during the evaluation period, WFB funded approximately
90 percent of all loans in the California Capital Access
Program. Wells Fargo reports that, as of year-end 1997,
WFB was the largest lender in the California Capital
Access Program. providing funding for approximately
84 percent of the program’s loans in the state.

Examiners found that WFB offered a variety of lending
products, with many specifically designed to help meet the
credit needs of the LMI community. Examiners noted that,
during the evaluation period, WFB was the leading lender
in LMI areas in the Los Angeles MSA. Based on 1994
HMDA data, WFB made 33 percent of its home purchase
loans in Los Angeles’s LMI census tracts and increased the
percentage to 36 percent in 1995. Examiners commended
WEB for its consumer loan products designed for LMI
borrowers, which included flexible underwriting or ex-
tended terms. In 1996, WFB and Wells Fargo Bank (Arizo-
na), N.A. (“WFBA"), its credit card bank affiliate, made
more than one million consumer loans in California total-
ing more than $4.3 billion, with approximately 214,200
consumer loans totaling $620 million in California LMI
census tracts. In 1997, WFB and WFBA made more than
655,000 consumer loans in California totaling more than
$4 billion, with more than 130.000 consumer loans totaling
more than $490 million in California LMI census tracts.
Through the second quarter of 1998, WFB and WFBA
made approximately 184,200 consumer loans in California
totaling $1.6 billion, with more than 37,000 consumer
loans totaling $175 million in California LMI census tracts.

Examiners also commended WEFB for its leadership,
innovation, and participation in financing community de-
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velopment and redevelopment projects in its delineated
community. Examiners noted WFB’s use of a variety of
lending and investment opportunities to finance more than
$694 million in community development ventures during
the evaluation period. WFB also committed to develop
57 LMI housing projects totaling $253 million during the
same period. In 1994, WFB made a $50 million loan
commitment for the construction of affordable housing
through a partnership formed with Bridge, a California
nonprofit developer of affordable housing; the World Sav-
ings Bank; and the California Public Employees Retire-
ment System.

Examiners noted that WFB’s management decided in
1995 to begin to phase-out direct mortgage lending. Wells
Fargo primarily originates HMDA affordable mortgage
loans through Wells Resource Real Estate Services
(“WRRES”), a joint venture with PHH Mortgage Servic-
€s.37 To maintain community access to mortgages, WFB
established local loan centers in LMI communities in South
Central Los Angeles, the Fruitridge community of Sacra-
mento, and Southeast San Diego to provide access and
counseling through its joint venture partners and in partner-
ship with nonprofit organizations providing credit counsel-
ing and down payment assistance. Wells Fargo opened a
fourth home mortgage loan center in Fresno in 1998.38

In 1996, WFB made approximately 4,400 HMDA loans
in California totaling more than $439 million. During this
period, the bank made 575 HMDA loans totaling more
than $50 million in California LMI census tracts, more
than 1,500 HMDA loans totaling more than $80 million to
California LMI borrowers, and more than 700 HMDA
loans totaling approximately $56 million to California mi-
nority borrowers. In 1997, WFB made a total of approxi-
mately 2,100 HMDA loans in California totaling more than
$236 million. During this period, the bank made more than
290 HMDA loans totaling more than $42 million in Cali-
fornia LMI census tracts, more than 700 HMDA loans
totaling more than $24 million to California LMI borrow-
ers, and approximately 500 HMDA loans totaling more
than $24 million to California minority borrowers. Through
June 30, 1998, WFB made a total of almost 1,500 HMDA
loans in California totaling more than $83 million. During
this period, the bank made almost 170 HMDA loans total-
ing more than $6 million in California LMI census tracts,
approximately 500 HMDA loans totaling more than
$20 million to California LMI borrowers. and more than
300 HMDA loans totaling more than $12 million to Cali-
fornia minority borrowers.

Examiners also noted that WFB, through the California
Community Reinvestment Corporation, committed more
than $30 million to a revolving loan pool to provide
financing for the development or rehabilitation of LMI
housing projects throughout California. Examiners noted
that, since 1990, WFB’s annual financing activities for

37. Wells Fargo has ‘a 24 percent interest in WRRES and PHH
Mortgage Services has a 76 percent interest.

38. Wells Fargo operates the home loan centers in California in
partnership with WRRES.

affordable housing development had consistently exceeded
$100 million. During the evaluation period, WFB made
193 business loans totaling $353 million to borrowers in
designated Enterprise Zones and 19 business loans totaling
$33 million to nonprofit community organizations involved
in community development activity, businesses producing
affordable housing, and businesses sponsored by a public
agency to promote community development. In 1995, WFB
committed to invest $12 million in equity capital through
the Local Initiatives Support Corporation’s California Eq-
uity Fund, and an additional $6 million through the federal
tax-exempt credit program.

Wells Fargo reports that, since its most recent CRA
performance evaluations WFB has taken several steps to
enhance its service to its communities. Wells Fargo reports
that, in 1996 and 1997, WFB’s Real Estate Group provided
more than $1.1 billion to 291 affordable housing and
economic development financing projects, and its Com-
mercial Banking Group made more than 2,000 loans total-
ing more than $4.4 billion to economic development
projects. During the same period, Wells Fargo reports that
WFB financed 30 transactions totaling more than
$70 million for rural projects, including self-help housing
projects. Wells Fargo also reports that, from 1996 through
June 30, 1998, it provided $39.3 million in contributions
that qualified as community development activity under the
CRA.

Wells Fargo states that, in mid-1997, WFB introduced its
“Business Center” program. The program’s centers are
smaller than traditional branches, but are full-service facil-
ities with business specialists trained to provide specialized
services to small businesses. By the end of 1997, WFB had
opened 30 Business Centers in California, Arizona,
Nevada, and Oregon.

Wells Fargo also reports that, by September 1996, and
through an alliance with the National Association of
Women Business Owners, WFB met its $1 billion goal in
the Women'’s Loan Program designed for creditworthy and
established women entrepreneurs. At that time, WFB ex-
panded its commitment to the program to $10 billion over
ten years. In addition, in August 1998, Wells Fargo made a
$15 billion, three-year CRA-related lending and invest-
ment commitment for California, including a separate
$100 million goal for CRA-related investment and contri-
butions in the state. This pledge also included a 35 percent
minority mortgage outreach goal for California.

Texas. Examiners commented favorably on the special
efforts of Wells Fargo Bank (Texas), N.A. (“WFBT"”) in
1995 to expand its small business lending and to address
the needs of its small business customers through the
development of several new products. Examiners noted
that WFBT introduced a “‘Business Advance” line of
credit for small businesses and the “Quick Step Small
Business Loan,” which includes an abbreviated application
process for loans of less than $50,000. In addition, examin-
ers noted that WFBT committed $550.000 to five programs
offering below-market rate loans to promote initiatives to
help maintain a strong central business district. Wells Fargo
reports that, in 1996, WFBT made a total of more 1,900
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small business and small farm loans totaling more than
$96 million in LMI census tracts in Texas. Wells Fargo
also reports that, in 1997, WFBT made more than 2,100
small business and small farm loans totaling more than
$168 million in LMI census tracts in Texas.

Examiners also found that WFBT actively participated
in government-guaranteed and sponsored loan programs.
Examiners noted that, for the fiscal year ended Septem-
ber 30, 1995, WEFBT was the most active lender in Texas
under the SBA’s 7A Program, and that it was ranked sixth
nationally for number of loans and fifth nationally for
dollar amount of loans under this program. Examiners
found that the number of SBA loans made by WEBT
increased by 165 percent from 1994 to 1995. In addition,
examiners stated that WFBT was also active in
government-guaranteed student loan programs. During the
evaluation period, WFBT originated $89 million in student
loans and, as a result, was the leading bank in Texas for
lending under the PLUS Student Loan Program.

Examiners determined that WFBT had a reasonable
number of consumer and small business loans in LMI
census tracts in 1994 and 1995. Examiners stated that, in
1995, the bank originated 35 percent of its business loans
and 24 percent of its consumer loans in LMI census tracts
in its delineated communities that were the focus of the
examination. Examiners also noted that, at the time of the
examination, 27 percent of WFBT’s branches were located
in LMI census tracts. Examiners also commended the bank
for conducting an analysis of credit distribution between
LMI and non-LMI census tracts for each area in its delin-
eated community and for using the analysis in assessing
the bank’s CRA performance. Wells Fargo reports that, in
1996, WFBT and WFBA made more than 13,000 con-
sumer loans totaling more than $62 million in LMI census
tracts in Texas, and, in 1997, made more than 15,000
consumer loans totaling more than $55 million in LMI
census tracts in Texas.

Examiners also noted that WFBT had a high level of
participation in community development and redevelop-
ment activities and commended WFBT's use of innovative
solutions to assist in meeting community development
needs. Examiners noted that WFBT’s total commitments to
community development and redevelopment projects and
programs during the evaluation period exceeded $115 mil-
lion. As an example of WFBT’s community development
investments, examiners noted WFBT's commitment of
$1 million to the Greater Houston Small Business Equity
Fund, a multibank community development corporation
that provides loan and equity financing to small businesses
in the greater Houston area to stimulate economic growth
and create jobs. In addition, examiners stated that, in 1996,
WEFBT committed $1.5 million to MESBIC Venture Hold-
ing Company, a small business investment corporation that
provides venture capital financing for small businesses
owned by minorities. Examiners also noted that WFBT
made 59 loans totaling $3.6 million through its Community
Assistance Program, which provides financing with flexi-
ble underwriting standards to organizations that serve basic
social needs, create jobs, provide technical assistance, or

develop affordable housing. Examiners also noted that,
during the evaluation period, WFBT made more than
$1 million in charitable contributions to a variety of
community-based organizations.>®

Arizona. As mentioned above, Wells Fargo Bank (Arizo-
na), N.A. is a special purpose bank that extends credit to
consumers and small businesses, primarily through credit
cards. WFBA has delineated its service community as the
Phoenix MSA, but has no branch offices in the area. In its
most recent CRA performance evaluation, examiners stated
that WFBA had a comprehensive program to ascertain the
credit needs of its community. As part of this program,
management initiated direct contact with a variety of local
organizations. Examiners also found that WFBA’s board of
directors supported the bank’s CRA efforts, which included
flexible and innovative underwriting guidelines designed to
help meet the need for consumer credit in its delineated
community. Examiners also found that WFBA’s board
monitored the bank’s CRA performance through WFB’s
Corporate Community Development Group.

Examiners noted that WFBA offered a variety of prod-
ucts that were specifically designed to help meet the needs
of LMI communities, including a secured credit card for
low-income borrowers with little credit history. Examiners
also noted that WFB had been working with community
organizations to develop sites in LMI communities to
provide the use of computers so that individuals who do
not own computers can have Internet access.

Examiners noted that, in 1995. WFBA invested $3 mil-
lion in equity capital through LISC’s National Equity Fund.
Examiners also found that, during the evaluation period,
WFBA contributed more than $161,000 to five community
groups involved in a variety of activities, including CDC
housing development training and predevelopment costs,
mortgage loan counseling for LMI home buyers, and the
construction of a single-room-occupancy housing project.

F. HMDA Data

The Board also has carefully considered the lending
records of Norwest and Wells Fargo in light of comments
on the 1996 and 1997 HMDA data reported by the subsid-
iaries of the organizations. The data for 1996 and 1997
generally show that Norwest adequately assisted in meet-
ing the credit needs of the communities it serves with
respect to HMDA-related loans, including minority and
LMI borrowers and borrowers in LMI census tracts. As
stated above, Wells Fargo began phasing out its direct
residential mortgage lending activities in 1995. Although
from 1996 to 1997, Wells Fargo’s actual number of appli-
cations from and loan originations in LMI census tracts
decreased in Arizona, California, Idaho, Nevada, New
Mexico, Oregon, and Texas, Wells Fargo was either consis-
tent with or exceeded lenders in the aggregate in the

39. In addition, Wells Fargo reports that, in 1997, it made a
$100,000 contribution to the National Council of La Raza Founda-
tion's credit counseling program for low-income Hispanic homeown-
ers in Arizona. Colorado. Texas, and California.
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percentage of LMI originations during the same period.
Wells Fargo’s percentage of loan originations to LMI indi-
viduals also was either consistent with or exceeded lenders
in the aggregate in those states during the same period.
Similarly, while the number of applications received from
and originations made to African-American and Hispanic
applicants decreased from 1996 to 1997 in those states,
Wells Fargo’s percentage of loan originations to African-
American and Hispanic borrowers was consistent with
lenders in the aggregate in those states during the same
period. The data also generally do not indicate that the
banking organizations are excluding any geographic areas
or population segments on a prohibited basis.

The data for 1996 and 1997 also reflect certain dispari-
ties in the rates of loan applications, originations, and
denials among members of different racial groups and
persons at different income levels, both generally and in
certain states and local areas. The Board is concerned
when an institution’s record indicates such disparities in
lending, and believes that all banks are obligated to ensure
that their lending practices are based on criteria that assure
not only safe and sound banking, but also equal access to
credit by creditworthy applicants regardless of their race or
income level. The Board recognizes, however, that HMDA
data alone provide an incomplete measure of an institu-
tion’s lending in its community because the data cover
only a few categories of housing-related lending. HMDA
data, moreover, provide only limited information about the
covered loans.*®© HMDA data, therefore, have limitations
that make the data an inadequate basis, absent other infor-
mation, for concluding that an institution has not ade-
quately assisted in meeting its communities’ credit needs
or has engaged in illegal discrimination in making lending
decisions.

Because of the limitations of HMDA data, the Board has
carefully considered the data in light of other information,
including examination reports that provide an on-site eval-
uation of the compliance by the subsidiary banks of Nor-
west and Wells Fargo with the fair lending laws and the
overall lending and community development activities of
the banks. The examinations revealed no evidence of pro-
hibited or illegal credit practices at the Norwest banks, and
the banks were in compliance with the substantive provi-
sions of antidiscrimination laws and regulations, including
the Equal Credit Opportunity Act, the Fair Housing Act,
and the Home Mortgage Disclosure Act. In the most recent
CRA examination report for Norwest Bank, examiners
stated that all employees involved in making lending deci-
sions received regular, comprehensive training on fair lend-
ing practices, and the bank had an independent second

40. The data, for example, do not account for the possibility that an
institution’s outreach efforts may attract a larger proportion of margin-
ally qualified applicants than other institutions attract and do not
provide a basis for an independent assessment of whether an applicant
who was denied credit was, in fact, creditworthy. Credit history
problems and excessive debt levels relative to income (reasons most
frequently cited for a credit denial) are not available from HMDA
data.

review program for all denial recommendations on
HMDA-reportable loans.

The examinations of Wells Fargo’s subsidiary banks also
found no illegal discrimination in the credit practices at the
banks. For example, in the CRA examination of WFB,
examiners stated that compliance and credit officers per-
formed a second-level review of declined residential loan
applications from minorities and low-income individuals,
reviewed loan files to analyze primary reasons for denials,
regularly reviewed HMDA and comparable data for other
types of credit to evaluate lending activity by census tract
and race, and implemented ongoing sensitivity and cultural
diversity training for all bank personnel.

The Board notes that examiners reviewed the fair lend-
ing policies, procedures, and training maintained by the
depository institutions of Norwest and Wells Fargo and
found them to be appropriate for monitoring compliance
with fair lending laws. The Board also has considered the
HMDA data in light of the overall lending records of
Norwest and Wells Fargo, which show that their subsidiary
depository institutions assist in meeting the credit needs of
their entire communities, including LMI neighborhoods.

G. Branch Closings

Several commenters contended that branch closings by
Norwest or Wells Fargo in their respective service areas,
particularly in LMI neighborhoods, had adversely affected
local communities. These commenters and other comment-
ers also expressed concern that this proposal would result
in additional branch closings in LMI and other neighbor-
hoods. Norwest has stated that although it is expected that
some branches will be relocated, or consolidated as a result
of the proposed merger, no determinations have been made
as to which branches may be sold, consolidated, relocated
or closed over the next two years as a result of the pro-
posed transaction, other than branches that are proposed to
be divested for antitrust purposes.

The Board has carefully considered the branch closing
policies of Norwest and Wells Fargo and the record of the
institutions in opening and closing branches. The Board
also has carefully considered the public comments regard-
ing past and potential branch closings in light of all the
facts of record.

Examiners reviewed the branch closing policies and
record of opening and closing branches of Norwest’s banks
during the examination periods. Examiners concluded that
its subsidiary banks generally had good records of opening,
closing, and relocating their offices while providing all
segments of their communities with reasonable access to
banking services. Examiners also reviewed the branch clos-
ing policies and record of opening and closing branches of
WFB and WFBT during the CRA examination periods.*!
Examiners concluded that the branches of both banks were
readily accessible to all segments of their delineated com-

41. WFBA and Wells Fargo HSBC Trade Bank, N.A. do not operate
branch offices in their delineated communities.
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munities, and that the closing of branches during the evalu-
ation period did not adversely affect the banks’ ability to
provide services to their communities, including LMI
neighborhoods.+2

The Board also has considered that federal banking law
requires a specific mechanism for addressing branch clos-
ings. Federal law requires an insured depository institution
to provide notice to the public and to the appropriate
federal regulatory agency before closing a branch.*> The
law does not authorize federal regulators to prevent the
closing of any branch. Any branch closings resulting from
the proposed transaction will be considered by the appro-
priate federal supervisor at the next CRA examination of
the relevant subsidiary bank.

To permit the Board to monitor the effectiveness of the
branch closing policies of New Wells Fargo, the Board
conditions its action on this proposal on the requirement
that New Wells Fargo report to the Federal Reserve Sys-
tem, on a semiannual basis during the two-year period after
consummation, all branch closings, including consolida-
tions, that occur as a result of this proposal. For branches
closed in LMI census tracts, New Wells Fargo should
indicate the proximity of the closed branch to the closest
branch of New Wells Fargo and the steps New Wells Fargo
took to mitigate the impact of the branch closure.*+

H. Community Development Corporation Activities

Norwest states that New Wells Fargo intends to form a
community development corporation (the “CDC™) as a
subsidiary of the parent holding company to engage in
general community development activities. The CDC will
purchase at fair market value the existing CRA-related
loans and investments of the combined company’s subsid-
iaries. Thereafter, the CDC will work to source, package,
and structure loans and investments, which will be allo-
cated geographically to the various New Wells Fargo sub-
sidiary banks for CRA examination purposes. Norwest

42. According to examination reports, WFB’s branch closing policy
required that, prior to closing, management complete an in-depth
analysis of the closing’s possible effect on the community. The policy
also required bank management to assess potential CRA concerns and
required approval of the bank’s board of directors before closure.

43. Section 42 of the Federal Deposit Insurance Act (12 U.S.C.
§ 1831r-1), as implemented by the Joint Policy Statement Regarding
Branch Closings (58 Federal Register 49,083 (1993)), requires that a
bank provide the public with at least 30 days notice and the appropri-
ate federal supervisory agency with at least 90 days notice before the
date of the proposed branch closing. The bank also is required to
provide reasons and other supporting data for the closure, consistent
with the institution’s written policy for branch closings.

44. Several commenters contended that the merger of Norwest and
Wells Fargo would result in the loss of jobs, particularly in Minnesota.
The effect of a proposed transaction on employment in a community is
not among the factors included in the BHC Act, and the federal
banking agencies, courts, and Congress consistently have interpreted
the convenience and needs factor to relate to the effect of a proposal
on the availability and quality of banking services in the community.
See, e.g., Wells Fargo & Company, 82 Federal Reserve Bulletin 445,
457 (1996).

indicates that the proposed CDC will allow New Wells
Fargo to increase the amount of community development
lending in all the communities it serves, engage in innova-
tive and flexible lending, develop new products, and work
with affordable housing developers and technical assis-
tance providers to increase market opportunities for all
segments of the communities it serves.

The proposed CDC will provide short- and longer-term
financing for community development projects, such as
financing for multifamily affordable housing for terms of
15 to 30 years, and other types of nontraditional financing.
The CDC also will invest in Low Income Housing Tax
Credits, purchase exempt housing debt instruments, and
invest in other secondary community development funds,
such as the NEF. In addition, the CDC will provide debt
and equity funding for organizations engaged in commu-
nity development activities, including constructing afford-
able housing, financing small and very small businesses,
providing services to LMI individuals, and revitalizing
LMI communities.

I. Norwest’s Nonbank Lending Subsidiaries

NMI participates in more than 600 mortgage-related pro-
grams, including down payment assistance programs and
bond programs. A number of special products available
through NMI are designed for LMI families. The Norwest
Homeownership Assistance Program (“NHAP”), for ex-
ample, is designed to assist first-time buyers and LMI
residents in purchasing a home. As discussed in this order,
Norwest’s CHOP program is designed to meet the credit
needs of LMI families. Loans made under the CHOP
programs typically feature flexible qualifying guidelines
with higher debt ratios and less stringent credit require-
ments, minimal down payment and higher loan-to-value
ratios, no cash reserve requirement, and no private mort-
gage insurance. The program also offers comprehensive
education programs on home ownership and budget man-
agement.

Some commenters contended that Norwest has smaller
percentages of originations to minority and low-income
home buyers than its competitors, has higher rejection
ratios for African-American and Hispanic applicants than
its competitors, and lends minimally in LMI neighbor-
hoods and racially diverse census tracts. In addition, some
commenters claimed that applicants who are denied a loan
by a Norwest subsidiary bank are referred to one of Nor-
west’s nonbank finance companies, but that qualified cus-
tomers of the finance companies are not referred to a
Norwest bank subsidiary where they might obtain a lower
interest rate.

The Board has carefully considered the comments in
light of all the facts of record, including the OCC’s fair
lending examination findings and Norwest’s fair lending
policies and procedures. As noted, these examinations
found no evidence of illegal discrimination by Norwest’s
subsidiary banks, and examiners commented favorably on
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Norwest’s fair lending policies and procedures to prevent
illegal practices.*>

NMI, Norwest’s principal mortgage lender, originated
$5.3 billion in 1-4 family mortgages to LMI families in
1997, which includes loans under Norwest’s CHOP pro-
gram for LMI families. FHA has designated NMI as the
nation’s top lender to minority first-time home buyers for
three consecutive years. In late 1996, NMI initiated an
Affordable Housing Program, which employs loan origina-
tors to focus on LMI and ethnically diverse communities
by using nontraditional marketing techniques to reach un-
derserved communities. Prepurchase counseling, through
the Norwest Homebuyers Club, and down payment assis-
tance programs are important aspects of the Affordable
Housing Program.*® In addition, the Norwest Housing
Foundation has committed $16 million over five years to
Habitat for Humanity.

J. Conclusion on Convenience and Needs Factor

The Board recognizes that the proposal represents a signif-
icant increase in the size of the resulting institution and
expansion of the geographic areas of the country the result-
ing institution would serve. Accordingly, an important
component of the Board’s review of the proposal is consid-
eration of the effects of the proposal on the convenience
and needs of all communities served by Norwest and Wells
Fargo.

In conducting its review, the Board has carefully consid-
ered all the comments on the convenience and needs factor.
A significant number of commenters have expressed sup-
port for the proposal based on the records of Norwest and
Wells Fargo in helping serve the banking and, in particular,
the lending needs of their entire communities, including
LMI areas. Other commenters have expressed concern
about specific aspects of Norwest’s record of performance
under the CRA in its current service areas and have ex-
pressed reservations about whether Norwest and Wells
Fargo have been, and New Wells Fargo would be, respon-
sive to the banking and credit needs of all their communi-
ties, particularly in the Midwest.#” The Board has carefully

45. Written submissions alleging improper referrals of customers by
Norwest Bank to its finance affiliates have also been forwarded to the
OCC, the bank’s primary supervisor.

46. The Homebuyers Club is a prepurchase counseling service that
helps people solve credit problems that might prevent them from
qualifying for a mortgage.

47. A number of commenters criticized Norwest for not entering
into agreements with community-based organizations that would pro-
vide separate monetary goals for CRA performance for a particular
geographic area. The Board recognizes that communications by depos-
itory institutions with community groups provide a valuable method
of assessing and determining how best to meet the credit needs of a
community. Neither the CRA nor the CRA regulations of the federal
supervisory agencies, however, require depository institutions to enter
into agreements with any organization. The Board, therefore, has
viewed such agreements and their enforceability as private contractual
matters between the parties and has focused on the existing record of
performance by the applicant and the programs that the applicant has
in place to serve the credit needs of its communities. The Board also

considered these concerns and weighed them against the
overall CRA records of Norwest and Wells Fargo, reports
of examinations of CRA performance, and information
provided by the two banking organizations, including their
responses to comments.*®

As discussed in this order, the record in this case demon-
strates that Norwest and Wells Fargo have established
records of helping to meet the convenience and needs of
the communities that each currently serves. Norwest has
indicated that New Wells Fargo will draw on the CRA
policies and programs of both organizations. The Board
notes that, in 1997, the Norwest and Wells Fargo organiza-
tions loaned and invested, in the aggregate, more than
$20 billion in gualified community reinvestments, includ-
ing more than $5.2 billion in single family mortgages to
LMI families and more than $10 billion in loans to small
businesses and small farms. The Board expects that New
Wells Fargo will demonstrate the same commitment to
helping to serve the banking needs of its communities,
including LMI neighborhoods, that Norwest and Wells
Fargo have demonstrated to date. The Board also expects
that New Wells Fargo will continue the policies of Norwest
and Wells Fargo that give priority to addressing the bank-
ing needs of local communities, including LMI neighbor-
hoods through programs and policies that recognize the
needs of different communities.

Based on a review of the entire record, the Board con-
cludes that convenience and needs considerations, includ-
ing the CRA records of performance of both organizations’
subsidiary depository institutions, are consistent with ap-
proval of the proposal.

Nonbanking Activities

Norwest also has filed a notice under section 4(c)(8) of the
BHC Act to acquire Wells Fargo’s nonbanking companies
and thereby to engage in lending and making related equity
investments, and selling credit life and disability insur-
ance.*® The Board has determined by regulation or order

notes that New Wells Fargo will have a responsibility to help serve the
credit needs of its entire community, including LMI neighborhoods,
with or without private CRA agreements.

48, A number of commenters expressed concern about the current
fee policies of one or both banking organizations. In addition, several
commenters expressed concern that the proposal would result in
increased fees for banking services or in the loss of low-cost banking
products, and some requested that the Board require the merging
entities to commit to preventing increases in banking fees and de-
creases in banking services as a condition of the merger. Norwest and
Wells Fargo offer a full range of banking products and services.
Moreover, although the Board has recognized that banks help serve
the banking needs of communities by making basic services available
at nominal or no charge, neither the CRA nor the primary federal
supervisors of the banks involved in this case require an institution to
limit the fees charged for its services or to provide any specific types
of banking products.

49. Norwest currently engages in insurance activities grandfathered
under section 4(c)}(8)(G) of the BHC Act {12 US.C. § 1843(c)}8XG))
(“Exemption G”'). Norwest will be the legal entity surviving the
merger with Wells Fargo and, based on the structure of the transaction
and all of the other facts of this case, the Board has determined that
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that the activities for which notice has been provided are
closely related to banking for purposes of section 4(c)}(8) of
the BHC Act.>°

In order to approve Norwest’s notice to engage in non-
banking activities, the Board must determine that the acqui-
sition of the nonbanking subsidiaries of Wells Fargo and
the performance of those activities by New Wells Fargo is
a proper incident to banking. That is, the Board must
determine that the proposed transaction ‘“‘can reasonably be
expected to produce benefits to the public . . . that out-
weigh possible adverse effects, such as undue concentra-
tion of resources, decreased or unfair competition, conflicts
of interests, or unsound banking practices.”>!

As part of its evaluation of these factors, the Board
considers the financial condition and managerial resources
of Norwest and its subsidiaries, including the companies to
be acquired, and the effect of the proposed transaction on
those resources. For the reasons noted above, and based on
all the facts of record, the Board has concluded that finan-
cial and managerial considerations are consistent with ap-
proval of the notice.

The Board also has considered the competitive effects of
the proposed acquisition by Norwest of the nonbanking
subsidiaries of Wells Fargo in light of all the facts of
record, including the public comments received. The mar-
kets in which the nonbanking subsidiaries of Norwest and
Wells Fargo compete are national or regional and are
unconcentrated. The Board concludes that consummation
of this proposal would have a de minimis effect on the
markets for lending and credit life and disability insurance.
The Board notes that numerous competitors would remain
in each of these markets. Based on all the facts of record,
the Board concludes that it is unlikely that significantly
adverse competitive effects would result from the nonbank-
ing acquisitions proposed in this transaction.

Norwest has indicated that the combined company will
be a stronger organization with increased capacity to serve
its customers’ credit needs and will be better able to
provide existing and potential customers with a broader
range of services through an expanded delivery system and
enhanced technology. Norwest states that significant cost
savings are expected to produce comparable incremental
earnings and increased retained earnings, which will create
additional lending capacity and thereby enable the com-
bined entity to provide additional credit to consumers and
businesses. Norwest also states that the combined company
will have a more complete, efficient and effective delivery
system in each of the markets where Norwest and Wells
Fargo offer their products and services, thereby creating
greater convenience for customers and permitting the com-
bined company to meet the needs of its communities more
effectively and efficiently.

Norwest would retain its exemption to engage in Exemption G activi-
ties after consummation of the proposed merger and the change of its
name to Wells Fargo & Company.

50. See 12 C.FR. 225.28(b)(1) and (11)(i).

51.12US.C. § 1843(c)(8).

In addition, as the Board has previously noted, there are
public benefits to be derived from permitting capital mar-
kets to operate so that bank holding companies can make
potentially profitable investments in nonbanking compa-
nies and from permitting banking organizations to allocate
their resources in the manner they consider to be most
efficient when such investments and actions are consistent,
as in this case, with the relevant considerations under the
BHC Act.*?

The Board also believes that the conduct of the proposed
nonbanking activities within the framework of Regula-
tion Y and prior Board precedent is not likely to result in
adverse effects, such as undue concentration of resources,
decreased or unfair competition, conflicts of interests, or
unsound banking practices, that would outweigh the public
benefits of the proposal, such as increased customer conve-
nience and gains in efficiency. Accordingly, based on all
the facts of record, the Board has determined that the
balance of public interest factors that the Board must
consider under the proper incident to banking standard of
section 4(c)(8) of the BHC Act is favorable and consistent
with approval of Norwest’s notice.

Norwest also has provided notice, in accordance with
section 4(c)(13) of the BHC Act and section 211.5(c) of the
Board’s Regulation K (12 C.ER. 211.5(c)), to acquire
Wells Fargo’s foreign nonbanking subsidiaries. The Board
concludes that all of the factors required to be considered
under the Federal Reserve Act, the BHC Act, and the
Board’s Regulation K in connection with the foregoing
notices are consistent with approval of the proposal.

Requests for Additional Public Meetings

A number of commenters requested that the Board hold
additional public meetings or hearings on the proposal in
areas that may be affected by the merger, including Califor-
nia, Texas, and other states. The Board has carefully con-
sidered these requests in light of the BHC Act, its Rules of
Procedure, and the substantial record developed in this
case.>?

As explained above, the Board held a public meeting on
the proposal in Minneapolis to clarify issues related to the
application and notices and to provide an opportunity for
members of the public to testify.>* More than 50 interested
persons appeared and provided oral testimony at the public
meeting, including representatives and members of com-
munity groups from cities and towns throughout the Mid-
west and from a number of other states, including Califor-
nia, Texas, and Oregon. In addition, the public comment

52. See, e.g., Banc One Corporation, 84 Federal Reserve Bulletin
553 (1998); First Union Corporation, 84 Federal Reserve Bulletin
489 (1998).

53. Section 3(b) of the BHC Act does not require that the Board
hold a public hearing on an application unless the appropriate supervi-
sory authority for the bank to be acquired makes a timely written
recommendation of denial of the application. 12 U.S.C. § 1842(b). In
this case, the Board has not received such a recommendation from any
state or federal supervisory authority.

54. See 12 C.FR. 262.3(e) and 262.25(d).
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period provided 56 days for interested persons to submit
written comments on the proposal, and the Board received
and considered written comments from more than 90 inter-
ested persons who did not testify at the public hearing.

In the Board’s view, all interested persons have had
ample opportunity to submit their views either in writing or
orally at the public meeting. Numerous commenters have,
in fact, submitted substantial materials that have been
carefully considered by the Board in acting on the pro-
posal. Commenters requesting additional public meetings
have failed to show why their written comments do not
adequately present their views, evidence, and allegations.
They also have not shown why the public meeting in
Minneapolis and the 56-day comment period did not pro-
vide an adequate opportunity for all interested parties to
present their views and voice their concerns. Moreover, the
Board has carefully considered the lending records of
Norwest and Wells Fargo separately in many of the states
where commenters requested public meetings, particularly
California and Texas. For these reasons, and based on all
the facts of record, the Board has determined that addi-
tional public meetings or hearings are not required and are
not necessary or warranted to clarify the factual record on
the proposal. Accordingly, the requests for additional pub-
lic meetings or hearings on the proposal are hereby denied.

Conclusion

Based on the foregoing. and in light of all the facts of
record, the Board has determined that the transaction
should be, and hereby is, approved. In reaching this conclu-
sion, the Board has carefully considered all oral testimony
and the written comments regarding this proposal in light
of the factors that the Board is required to consider under
the BHC Act and other applicable statutes and concludes
that the comments do not warrant a delay or denial of the
proposal.>>

55. A number of commenters requested that the Board delay action,
extend the public comment period on the proposal, or deny the
proposal until:

(i) The pending CRA examination of Wells Fargo is completed,

(i1) The Board conducts additional investigations on prices
charged by subprime lenders in mega mergers,

(iif) Norwest and Wells Fargo make additional CRA commit-
ments, either throughout their market areas or in specific
communities that would be affected by the merger, or

(iv) The banking organizations publicly disclose their complete
divestiture plan.

The requests for delay do not warrant postponement of the Board’s
consideration of the proposal. The Board has accumulated a signifi-
cant record in this case, including reports of examinations, supervi-
sory information, public reports and information, and considerable
public comment. In the Board's view, for the reasons discussed above,
commenters have had ample opportunity to submit their views, and, in
fact, have provided substantial written submissions and oral testimony
that have been considered carefully by the Board in acting on the
proposal. Based on a review of all the facts of record, the Board
concludes that the record in this case is sufficient to warrant Board
consideration and action on the proposal at this time, and that further
delay of consideration of the proposal, extension of the comment

The Board’s approval is specifically conditioned on com-
pliance by Norwest with all the commitments made in
connection with this application and notice and with the
conditions stated or referred to in this order, including
Norwest’s divestiture commitments. The Board’s determi-
nation on the nonbanking activities also is subject to all the
terms and conditions set forth in Regulation Y, including
those in sections 225.7 and 225.25(c) of Regulation Y
(12 C.ER. 225.7 and 225.25(¢)), and to the Board’s author-
ity to require such modification or termination of the
activities of a bank holding company or any of its subsid-
iaries as the Board finds necessary to ensure compliance
with, and to prevent evasion of, the provisions of the BHC
Act and the Board’s regulations and orders issued thereun-
der. For purposes of this transaction, the commitments and
conditions referred to above are deemed to be conditions
imposed in writing by the Board in connection with its
findings and decision and, as such, may be enforced in
proceedings under applicable law.

The acquisition of Wells Fargo’s subsidiary banks shall
not be consummated before the fifteenth calendar day after
the effective date of this order, and the proposal may not be
consummated later than three months after the effective
date of this order. unless such period is extended for good
cause by the Board or by the Federal Reserve Bank of
San Francisco, acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 14, 1998.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Meyer, Ferguson, and Gramlich. Absent and not voting:
Governor Kelley.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Appendix A
Banking Market Definitions
A. Arizona Banking Markets

The Bullhead City banking market is approximated by the
towns of Bullhead City, Dolan Springs, Golden Valley,
Kingman, Mohave Valley, and Riviera, Arizona; Laughlin,
Nevada; and Needles. California.

The Casa Grande banking market is approximated by the
towns of Arizona City, Casa Grande, Coolidge, Eloy, Flo-
rence, and Sacaton.

The Flagstaff banking market is approximated by the towns of
Flagstaff and Williams.

The Lake Havasu City banking market is approximated by the
towns of Havasu Lake and Lake Havasu City.

The Payson banking market is approximated by the towns of
Payson and Pine.

period, or denial of the proposal on the grounds discussed above or on
the basis of informational insufficiency is not warranted.
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The Phoenix banking market is approximated by the Phoenix
Ranally Metropolitan Area (“RMA”).

The Prescott banking market is approximated by the towns of
Prescott, Prescott Valley, Chino Valley, and Mayer.

The Show Low banking market is approximated by the towns
of Pinetop, Show Low, Snowflake, and Taylor.

The Sierra Vista banking market is approximated by the towns
of Bisbee, Douglas, Fort Huachara, Sierra Vista, and Tomb-
stone.

The Tucson banking market is approximated by the Tucson
RMA and the town of Green Valley.

The Winslow banking market is approximated by the towns of
Holbrook and Winslow.

The Yuma banking market is approximated by the Yuma RMA
and the town of Welton.

B. California Banking Markets

The Riverside banking market is approximated by the
Riverside-San Bernadino RMA and the towns of Banning,
Beaumont, Blue Jay, Lake Arrowhead, Nuevo, Perris, and
Running Springs.

The South Lake Tahoe banking market is approximated by the
towns of South Lake Tahoe, California; and Stateline and
Zephyr Cove, Nevada.

The Truckee-Tahoe banking market is approximated by the
towns of King’s Beach, Tahoe City, and Truckee, Califor-
nia; and Incline Village, Nevada.

C. Colorado Banking Market

The Denver banking market is approximated by the Denver
RMA, Boulder County, the towns of Erie, Fredrick, and
Keenesburg in Weld County, and the non-RMA portions of
Adams and Arapahoe Counties.

D. Nevada Banking Markets

The Carson City banking market is approximated by the
towns of Carson City, Dayton, Gardnerville, Minden, and
Virginia City.

The Elko banking market is approximated by the towns of
Carlin and Elko.

The Fallon banking market is approximated by the town of
Fallon.

The Las Vegas banking market is approximated by the Las
Vegas RMA.

The Reno banking market is approximated by the Reno RMA
and the town of Fernley.

The Winnemucca banking market is approximated by the town
of Winnemucca.

The Yerington banking market is approximated by the town of
Yerington.

E. New Mexico Banking Market

The Santa Fe banking market is approximated by the Santa Fe
RMA.

F.  Texas Banking Markets

The Austin banking market is approximated by the Austin
RMA.

The Brazos County banking market is approximated by Bra-
zos County.

The Dallas banking market is approximated by Dallas County,
the southeastern quadrant of Denton County, the southwest-
ern quadrant of Collins County, Rockwell County, and the
towns of Forney, Terrell, Midlothian, Waxahachie, Fort
Ferria, Grapevine, and Arlington.

The Fort Worth banking market is approximated by Tarrant
County (excluding the towns of Grapevine and Arlington),
the northern half of Johnson County, the eastern half of
Parker County, the southwestern quadrant of Denton
County, and the towns of Boyd, Neward, and Rhome.

The Houston banking market is approximated by the Houston
RMA.

The San Antonio banking market is approximated by the San
Antonio Metropolitan Statistical Area (“MSA™) and Ken-
dall County.

Appendix B
Certain Banking Markets With No Divestitures
A. Arizona Banking Markets

Bullhead City: Norwest is the fifth largest depository institu-
tion in the market, controlling deposits of $47.6 million,
representing 7.4 percent of total market deposits. Wells
Fargo is the third largest depository institution in the mar-
ket, controlling deposits of $84.4 million, representing
13 percent of total market deposits. On consummation of
the proposal, New Wells Fargo would be the third largest of
nine depository institutions in the market, controlling depos-
its of $132 million, representing approximately 20.4 percent
of total market deposits. The HHI would increase
192 points to 2010.

Winslow: Norwest is the second largest depository institution
in the market, controlling deposits of $29.4 million, repre-
senting 28.4 percent of total market deposits. Wells Fargo is
the third largest depository institution in the market, control-
ling deposits of $235 thousand. representing less than
1 percent of total market deposits. On consummation of the
proposal, New Wells Fargo would be the second largest of
two depository institutions in the market, controlling depos-
its of $29.6 million. representing approximately 28.6 per-
cent of total market deposits. The HHI would increase
13 points to 5616.

B. California Banking Markets

Riverside: Norwest is the 26th largest depository institution in
the market, controlling deposits of $27 million, representing
less than 1 percent of total market deposits. Wells Fargo is
the second largest depository institution in the market,
controlling deposits of $594.3 million, representing
t0.5 percent of total market deposits. On consummation of
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the proposal, New Wells Fargo would be the second largest
of 34 depository institutions in the market, controlling de-
posits of $621.2 million, representing approximately 11
percent of total market deposits. The HHI would increase
10 points to 1469.

South Lake Tahoe: Norwest is the eighth largest depository
institution in the market, controlling deposits of $16.8 mil-
lion, representing 5.3 percent of total market deposits. Wells
Fargo is the second largest depository institution in the
market, controlling deposits of $61.8 million, representing
19.4 percent of total market deposits. On consummation of
the proposal, New Wells Fargo would be the second largest
of seven depository institutions in the market, controlling
deposits of $78.6 million, representing approximately
24.7 percent of total market deposits. The HHI would
increase 204 points to 1792.

Truckee-Tahoe: Norwest is the sixth largest depository institu-
tion in the market, controlling deposits of $20.9 million,
representing 4.2 percent of total market deposits. Wells
Fargo is the fourth largest depository institution in the
market, controlling deposits of $53.4 million, representing
10.8 percent of total market deposits. On consummation of
the proposal, New Wells Fargo would be the third largest of
seven depository institutions in the market, controlling de-
posits of $74.3 million, representing 15 percent of total
market deposits. The HHI would increase 91 points to 2522.

C. Colorado Banking Market

Denver: Norwest is the largest depository institution in the
market, controlling deposits of $4.7 billion, representing
21.7 percent of total market deposits. Wells Fargo is the
13th largest depository institution in the market, controlling
deposits of $350.4 million, representing 1.6 percent of total
market deposits. On consummation of the proposal, New
Wells Fargo would be the largest of 62 depository institu-
tions in the market, controlling deposits of $5.1 billion,
representing 23.3 percent of total market deposits. The HHI
would increase 69 points to 1135.

D. New Mexico Banking Market

Santa Fe: Norwest is the tenth largest depository institution in
the market, controlling deposits of $21.9 million, represent-
ing 2.4 percent of total market deposits. Wells Fargo is the
fourth largest depository institution in the market, control-
ling deposits of $86.4 million, representing 9.3 percent of
total market deposits. On consummation of the proposal,
New Wells Fargo would be the third largest of nine deposi-
tory institutions in the market, controlling deposits of
$108.3 million, representing 11.7 percent of total market
deposits. The HHI would increase 44 points to 2007.

E. Texas Banking Market

Austin: Norwest is the third largest depository institution in
the market, controlling deposits of $884.3 miilion, repre-
senting 11.6 percent of total market deposits. Wells Fargo is
the ninth largest depository institution in the market, con-

trolling deposits of $176.4 million, representing 2.2 percent
of total market deposits. On consummation of the proposal,
New Wells Fargo would be the third largest of 44 deposi-
tory institutions in the market, controlling deposits of
$1.1 billion, representing 13.1 percent of total market de-
posits. The HHI would increase 48 points to 1181.

Brazos Country: Norwest is the largest depository institution
in the market, controlling deposits of $234.9 million, repre-
senting 27.6 percent of total market deposits. Wells Fargo is
the ninth largest depository institution in the market, con-
trolling deposits of $7.6 million, representing less than
L percent of total market deposits. On consummation of the
proposal, New Wells Fargo would be the largest of nine
depository institutions in the market, controlling deposits of
$242.5 million, representing 28.5 percent of total market
deposits. The HHI would increase 49 points to 1836.

Dallas: Norwest is the 39th largest depository institution in
the market, controlling deposits of $80.1 million, represent-
ing less than 1 percent of total market deposits. Wells Fargo
is the eighth largest depository institution in the market,
controlling deposits of $596.9 million, representing
1.6 percent of total market deposits. On consummation of
the proposal, New Wells Fargo would be the seventh largest
of 100 depository institutions in the market, controlling
deposits of $676.9 million, representing 1.7 percent of total
market deposits. The HHI would increase 1 point to 1983.

Fort Worth: Norwest is the third largest depository institution
in the market, controlling deposits of $1.1 billion, represent-
ing 12.4 percent of total market deposits. Wells Fargo is the
eighth largest depository institution in the market, control-
ling deposits of $351.3 million, representing 3.8 percent of
total market deposits. On consummation of the proposal,
New Wells Fargo would be the third largest of 48 deposi-
tory institutions in the market, controlling deposits of
$1.5 billion, representing 16.2 percent of total market de-
posits. The HHI would increase 95 points to 1046.

Houston: Norwest is the 27th largest depository institution in
the market, controlling deposits of $192.3 million, repre-
senting less than 1 percent of total market deposits. Wells
Fargo is the third largest depository institution in the mar-
ket, controlling deposits of $3.6 billion, representing
9.4 percent of total market deposits. On consummation of
the proposal, New Wells Fargo would be the third largest of
89 depository institutions in the market, controlling deposits
of $3.8 billion, representing 9.9 percent of total market
deposits. The HHI would increase 9 points to 979.

San Antonio: Norwest is the fourth largest depository institu-
tion in the market, controlling deposits of $786.2 million,
representing 6.7 percent of total market deposits. Wells
Fargo is the 16th largest depository institution in the mar-
ket, controlling deposits of $82.9 million, representing less
than 1 percent of total market deposits. On consummation
of the proposal, New Wells Fargo would be the fourth
largest of 37 depository institutions in the market, control-
ling deposits of $869.1 million, representing 7.5 percent of
total market deposits. The HHI would increase 10 points to
1313.
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Appendix C

Certain Banking Markets with Divestitures
A. Arizona Banking Markets

Flagstaff: Norwest is the second largest depository institution
in the market, controlling deposits of $77.3 million, repre-
senting 20 percent of market deposits. Wells Fargo is the
third largest depository institution in the market, controlling
deposits of $69.4 million, representing 17.9 percent of
market deposits. Norwest proposes to divest one branch
controlling deposits of approximately $50.4 million. After
the proposed merger and divestiture, New Wells Fargo
would be the second largest of at least six depository
institutions in the market, controlling deposits of
$96.4 million, representing 24.9 percent of market deposits.
The HHI would not increase more than 157 points or
exceed a post-merger HHI of 2135.

Lake Havasu City: Norwest is the fifth largest depository
institution in the market, controlling deposits of $35.9 mil-
lion, representing 9.4 percent of market deposits. Wells
Fargo is the third largest depository institution in the mar-
ket, controlling deposits of $52.4 million, representing 13.7
percent of market deposits. Norwest proposes to divest one
branch controlling deposits of approximately $35.9 million.
After the proposed merger and divestiture, New Wells Fargo
would be the third largest of at least five depository institu-
tions in the market, controlling deposits of $52.4 million,
representing 13.7 percent of market deposits. The HHI
would not increase more than 34 points or exceed a post-
merger HHI of 2399.

Payson: Norwest is the fifth largest depository institution in
the market, controlling deposits of $29.5 million, represent-
ing 12.3 percent of market deposits. Wells Fargo is the
fourth largest depository institution in the market, control-
ling deposits of $36.5 million, representing 15.2 percent of
market deposits. Norwest proposes to divest one branch
controlling deposits of approximately $29.5 million. After
the proposed merger and divestiture, New Wells Fargo
would be the fourth largest of five depository institutions in
the market, controlling deposits of $36.5 million, represent-
ing 15.2 percent of market deposits. The HHI would not
increase and would remain 2502.

Show Low: Norwest is the fifth largest depository institution in
the market, controlling deposits of $26.8 million, represent-
ing 12.6 percent of market deposits. Wells Fargo is the third
largest depository institution in the market, controlling de-
posits of $38.8 million, representing 18.2 percent of market
deposits. Norwest proposes to divest one branch controlling
deposits of approximately $12.8 million. After the proposed
merger and divestiture, New Wells Fargo would become the
second largest of at least four depository institutions in the
market, controlling deposits of $52.8 million, representing
24.7 percent of market deposits. The HHT would increase
160 points to 2419.

Yuma: Norwest is the fifth largest depository institution in the
market. controlling deposits of $75.9 million, representing

10.9 percent of market deposits. Wells Fargo is the third
largest depository institution in the market, controlling de-
posits of $130.6 million, representing 18.7 percent of mar-
ket deposits. Norwest proposes to divest one branch control-
ling deposits of approximately $28.7 million. After the
proposed merger and divestiture, New Wells Fargo would
be the second largest of at least eight depository institutions
in the market, controlling deposits of $177.8 million, repre-
senting 25.4 percent of market deposits. The HHI would not
increase more than 199 points or exceed a post-merger HHI
of 2112.

B. Nevada Banking Markets

Elko: Norwest is the fifth largest depository institution in the

market, controlling deposits of $28.2 million, representing
12.3 percent of market deposits. Wells Fargo is the largest
depository institution in the market, controlling deposits of
$62.2 million, representing 27.1 percent of market deposits.
Norwest proposes to divest one branch controlling deposits
of approximately $28.2 million. After the proposed merger
and divestiture, New Wells Fargo would be the largest of at
least six depository institutions in the market, controlling
deposits of $62.2 million, representing 27.1 percent of
market deposits. The HHI would not increase more than
90 points or exceed a post-merger HHI of 2034.

Fallon: Norwest is the second largest depository institution in

the market, controlling deposits of $52 million, representing
25.3 percent of market deposits. Wells Fargo is the third
largest depository institution in the market, controlling de-
posits of $40 million, representing 19.5 percent of market
deposits. Norwest proposes to divest one branch controlling
deposits of approximately $39.8 million. After the proposed
merger and divestiture, New Wells Fargo would be the
second largest of five depository institutions in the market,
controlling deposits of $52.3 million, representing
25.4 percent of market deposits. The HHI would increase
2 points to 2405.

Winnemucca: Norwest is the third largest depository institu-
tion in the market, controlling deposits of $31.9 million,
representing 24.2 percent of market deposits. Wells Fargo is
the second largest depository institution in the market,
controlling deposits of $38.7 million, representing 29.3
percent of market deposits. Norwest proposes to divest one
branch controlling deposits of approximately $31.9 million.
After the proposed merger and divestiture, New Wells Fargo
would be the second largest of four depository institutions
in the market, controlling deposits of $38.7 million, repre-
senting 29.3 percent of market deposits. The HHI would not
increase and would remain 2641.

Yerington: Norwest is the second largest depository institution
in the market, controlling deposits of $37.9 million, repre-
senting 49.6 percent of market deposits. Wells Fargo is the
largest depository institution in the market, controlling de-
posits of $38.4 million, representing 50.4 percent of market
deposits. Norwest proposes to divest one branch controlling
deposits of approximately $38.4 million. After the proposed
merger and divestiture, New Wells Fargo would be the
second largest of two depository institutions in the market,
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controlling deposits of $37.9 million, representing
49.6 percent of market deposits. The HHI would not in-
crease and would remain 5000.

SunTrust Banks, Inc.
Atlanta, Georgia

Order Approving the Acquisition of a Bank Holding
Company

SunTrust Banks, Inc. (“SunTrust™), a bank holding com-
pany within the meaning of the Bank Holding Company
Act (“BHC Act”), has requested the Board’s approval
under section 3 of the BHC Act (12 U.S.C. § 1842(a)(3)) to
acquire Crestar Financial Corporation (“Crestar”), and
thereby acquire Crestar’s subsidiary bank, Crestar Bank,
both of Richmond, Virginia.! SunTrust also has requested
the Board’s approval under section 4(c)(8) of the BHC Act
(12 U.S.C. § 1843(c)8)) and section 225.24 of the Board’s
Regulation Y (12 CFR 225.24) to acquire the nonbanking
subsidiaries of Crestar and thereby engage in the nonbank-
ing activities listed in the Appendix.2

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(63 Federal Register 47,499 and 49,358 (1998)). The time
for filing comments has expired, and the Board has consid-
ered the application and notice and all comments received
in light of the factors set forth in sections 3 and 4 of the
BHC Act.

SunTrust, with total consolidated assets of approxi-
mately $61.4 billion, operates banks in Florida, Georgia,
Tennessee, and Alabama, and engages in a number of
permissible nonbanking activities.> SunTrust is the second
largest commercial banking organization in Georgia, con-
trolling deposits of approximately $10.3 billion, represent-
ing 12.6 percent of total deposits in commercial banking
organizations in the state (“state deposits”). Crestar, with
total consolidated assets of approximately $26.2 billion,
operates a bank with branches in Virginia, Maryland, and
the District of Columbia. Crestar is the largest comimercial
banking organization in Virginia, controlling deposits of
approximately $10.1 billion, representing 13.3 percent of
Virginia state deposits. Crestar is the fourth largest com-
mercial banking organization in Maryland, controlling de-
posits of approximately $4.9 billion, representing 8.9 per-
cent of Maryland state deposits. In the District of
Columbia, Crestar is the fifth largest commercial banking
organization, controlling deposits of approximately
$922.6 million, representing 9.1 percent of deposits in the
District of Columbia.

1. SunTrust proposes to acquire Crestar by merging its wholly
owned subsidiary, SMR Corporation, formed solely for the purpose of
effecting the acquisition, with and into Crestar.

2. SunTrust also has requested the Board’s approval to hold and
exercise an option to purchase up to 19.9 percent of the voting shares
of Crestar if certain events occur. The option would expire on consum-
mation of the proposal.

3. Asset data are as of June 30, 1998, and state deposit and ranking
data are as of June 30, 1997.

Interstate Analysis

Section 3(d) of the BHC Act allows the Board to approve
an application by a bank holding company to acquire
control of a bank located in a state other than the home
state of such bank holding company, if certain conditions
are met. For purposes of the BHC Act, the home state of
SunTrust is Georgia, and Crestar controls a bank that
operates in Virginia, Maryland, and the District of Colum-
bia.4 All the conditions for an interstate acquisition enu-
merated in section 3(d) are met in this case.> In view of all
the facts of record, the Board is permitted to approve the
proposal under section 3(d) of the BHC Act.

Competitive Considerations

The BHC Act prohibits the Board from approving an
application under section 3 of the BHC Act if the proposal
would result in a monopoly or if the proposal would
substantially lessen competition in any relevant banking
market and, in the latter case, the Board has not found that
the anticompetitive effects of the proposal are clearly out-
weighed in the public interest by the probable effect of the
proposal in meeting the convenience and needs of the
community to be served.® SunTrust and Crestar do not
compete in any banking market. Based on all the facts of
record, the Board concludes that consummation of the
proposal would not have a significantly adverse effect on
competition or on the concentration of banking resources
in any relevant banking market. Accordingly, the Board
has determined that competitive factors are consistent with
approval of the proposal.

Financial, Managerial, and Other Supervisory Factors

The Board has carefully considered the financial and man-
agerial resources and future prospects of SunTrust and
Crestar, and their respective subsidiaries, and other supervi-
sory factors in light of all the facts of record. As part of this
consideration, the Board has reviewed relevant reports of
examination and other supervisory information prepared
by the Reserve Banks and other federal agencies. The
Board notes that the bank holding companies and their

4. A bank holding company’s home state is that state in which the
operation of the bank holding company’s banking subsidiaries were
principally conducted on July 1, 1966, or the date on which the
company became a bank holding company, whichever is later.
12 US.C. § 1841(0)(4X(C).

5. See 12 US.C. §§ 1842(d)(1)(A) and (B) and 1842(d)(2)(A) and
(B). SunTrust is adequately capitalized and adequately managed, as
defined by applicable law. Crestar Bank has been in existence and
continuously operated for the minimum period of five years. On
consummation of the proposal, SunTrust would control less than
10 percent of the total amount of deposits of insured depository
institutions in the United States. SunTrust also would not exceed
applicable state law deposit limitations, as calculated under state law,
in any state in which Crestar operates. See Md. Code Ann., § 5-1013
(1997). All other requirements of section 3(d) of the BHC Act would
be met on consummation of the proposal.

6. 12 US.C. § 1842(c)(1).
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subsidiary banks are currently well capitalized and are
expected to remain so after consummation of the proposal.

The Board also has considered other aspects of the
financial condition and resources of the two organizations
and the structure of the proposed transaction. Based on
these and other facts of record, the Board concludes that
considerations relating to the financial and managerial re-
sources and future prospects of SunTrust, Crestar, and their
respective subsidiaries are consistent with approval of the
proposal, as are the other supervisory factors that the Board
must consider under section 3 of the BHC Act.

Convenience and Needs Factor

The Board has carefully considered the effect of the pro-
posed acquisition on the convenience and needs of the
communities to be served in light of all the facts of record,
including comments on the effect the proposal would have
on the communities to be served by the combined organiza-
tion. Overall, the Board received approximately 45 com-
ments in favor of the proposal and nine opposed to, or
expressing concern about, the proposal.

Most of the comments supporting the proposal were
submitted by public officials and community-based organi-
zations and commented favorably on SunTrust’s record of
performance under the Community Reinvestment Act
(12 US.C. § 2901 er seq.) (“CRA”).” These commenters
generally commended the assistance SunTrust provided in
community redevelopment activities and praised SunTrust
for reinvesting in various communities. The letters express-
ing concern about the proposal urged SunTrust to make
commitments to lending in rural and small metropolitan
areas or criticized various aspects of the CRA performance
or home mortgage lending records of SunTrust and Crestar,
including their lending records to minorities and in low- to
moderate-income (‘“LMI”) areas, in part on the basis of
data submitted under the Home Mortgage Disclosure Act
(12 U.S.C. § 2801 et seq.) ("“HMDA”).2

In reviewing the convenience and needs of the communi-
ties to be served, the Board notes that SunTrust provides a
full range of financial services through its bank and non-
bank subsidiaries, including commercial and retail bank-
ing, trust and investment management, and corporate and
investment banking services. SunTrust has stated that the
proposed acquisition would enhance and expand the bank-
ing services available to all of its and Crestar’s customers,

7. These commenters included nine public officials and the follow-
ing community groups: Atlanta Neighborhood Development Partner-
ship, Inc., The College Fund/UNCF, Community Equity Investments,
Inc., Community Housing Resource Center, The Enterprise Founda-
tion, Florida Community Loan Fund, Greater Miami Neighborhoods,
Inc., Keystone Challenge Fund, and Tampa Bay Economic Develop-
ment Corporation.

8. These commenters were CANICCOR, Metropolitan Washington
Planning & Housing Association, Withlacoochee Regional Planning
Council, Apalachee Regional Planning Council, CSRA Regional De-
velopment Center, Southwest Tennessee Development District, South-
east Georgia Regional Development Center, and two individuals.

including LMI households. The Board has given substan-
tial consideration to the comments received in addition to
SunTrust’s and Crestar’s existing record of helping to
serve the convenience and needs of all their communities,
as reflected in SunTrust’s and Crestar’s CRA and supervi-
sory examinations and in their current programs and poli-
cies.

CRA Performance Examinations. The Board has long
held that consideration of the convenience and needs factor
includes a review of the records of the relevant depository
institutions under the CRA. As provided in the CRA, the
Board evaluates the convenience and needs factor in light
of examinations of the CRA performance records of the
relevant institutions by their appropriate federal financial
supervisory agencies. An institution’s most recent CRA
performance examination is a particularly important con-
sideration in the applications process because it represents
a detailed, on-site evaluation of the institution’s overall
record of performance under the CRA by its appropriate
federal supervisor.” The Board has reviewed the records of
performance of the subsidiary depository institutions of
SunTrust and Crestar in light of their most recent CRA
performance examinations and all other facts of record.

The reports of these examinations indicate that the sub-
sidiary depository institutions of SunTrust and Crestar are
helping to meet the convenience and needs of the commu-
nities they serve. All of SunTrust’s 28 subsidiary banks,
which operate in four states, received ratings of “satisfac-
tory” or better from the appropriate federal supervisor at
their most recent examinations for performance under the
CRA. SunTrust’s lead subsidiary bank, SunTrust Bank,
Atlanta, Georgia, which accounts for approximately
28 percent of SunTrust’s consolidated assets, received a
“satisfactory”™ rating from the Federal Reserve Bank of
Atlanta at its most recent examination for CRA perfor-
mance, as of December 1996 (the 1996 Examination’).!0
Crestar Bank received an ‘““outstanding™ rating from the
Federal Reserve Bank of Richmond at its most recent
examination for CRA performance, as of May 1996."!

9. The Statement of the Federal Financial Supervisory Agencies
Regarding the Community Reinvestment Act provides that a CRA
examination is an important and often controlling factor in the consid-
eration of an institution’s CRA record and that reports of these
examinations will be given great weight in the applications process.
See 54 Federal Register 13,742 and 13,745 (1989); see also
62 Federal Register 52,105 (1997).

10. More than 25 percent of SunTrust’s subsidiary banks received
ratings of “outstanding™ from the appropriate federal supervisors at
their most recent examinations for CRA performance.

11. Since that examination, Crestar Bank has merged with Crestar’s
other subsidiary depository institutions, each of which also received
an “outstanding” rating from the appropriate federal supervisor at its
most recent CRA performance examination. Crestar Bank MD,
Bethesda, Maryland, received an “outstanding” CRA performance
rating from the Federal Reserve Bank of Richmond, as of August
1996; Crestar Bank, N.A., Washington, D.C., received an “outstand-
ing” CRA performance rating from the Office of the Comptrolier of
the Currency, as of November 1994; and Crestar Bank FSB, Balti-
more, Maryland, received an “‘outstanding” CRA performance rating
from the Office of Thrift Supervision, as of April 1996.
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The 1996 Examination concluded that the management
of SunTrust Bank had taken an active and affirmative role
in meeting credit needs throughout the bank’s assessment
area, including the credit needs of LMI areas and individu-
als and small businesses and small farms. Examiners found
that SunTrust Bank’s CRA-related investments exhibited a
high level of complexity and responsiveness to credit and
community development needs, that the bank’s branch
network was accessible to most segments of the communi-
ties it served,’? and that the bank provided a significant
number and variety of community development services.!3

Lending Record of SunTrust. The 1996 Examination
concluded that SunTrust Bank’s level of lending within its
assessment area was excellent, and that the bank’s level of
qualified loans constituted a significant percentage of the
bank’s total assets and total loans. Examiners noted that the
bank extended a large dollar volume of small business
loans during 1995 and the first two quarters of 1996.
During this review period, the bank made 6,612 small
business loans, totalling $840 million. More than 80 per-
cent of these loans, totalling $291 million, were in amounts
of less than $250,000. The bank also originated 27 Small
Business Administration (“SBA’") loans, totalling $56 mil-
lion, during the review period, and an additional 12 SBA
loans, totalling $16.6 million, during the third quarter of
1996. Examiners noted that the bank offered a variety of
flexible and innovative business products and participated
in several business development and microloan programs. !4
Examiners further noted that the bank’s institutional com-
munity development loans, primarily to nonprofit organiza-
tions and community service providers in the Atlanta Met-
ropolitan Statistical Area (“MSA”), totalled $378 million
in 1995 and $445 million in 1996.

According to the 1996 Examination, the bank had an
excellent record of extending home improvement, Federal
Housing Administration (“FHA”) and Veterans Adminis-
tration (““VA”) loans to LMI borrowers and in LMI census
tracts. SunTrust Bank also offered numerous flexible home
purchase lending programs. The 1996 Examination found
that the bank assisted LMI borrowers to obtain affordable
housing through a variety of programs that featured re-
duced down payment and closing cost requirements and

12. A commenter questioned whether the proposal would result in
any branch closings or service reductions in the District of Columbia.
SunTrust has indicated that it does not expect the transaction to result
in the closure of any branches and that it would make no immediate
changes in the terms and conditions of products and services offered
by Crestar.

13. One commenter alleged, without providing any supporting facts,
that SunTrust’s subsidiary banks had dealt improperly with the com-
menter’s SunTrust shares. The Board has provided copies of the
comment to the appropriate federal supervisors of the relevant Sun-
Trust subsidiary banks for their consideration. The Board retains
sufficient authority to take appropriate supervisory action against
SunTrust if the allegations can be substantiated.

14. These programs included the Entrepreneurial Development Loan
Fund, which makes loans to small businesses and businesses owned
by minorities in Atlanta, and the GRASP, Inc., Microloan Program,
which provides entrepreneurs access to loans in amounts of $500 to
$25.,000.

flexible underwriting standards. In addition, SunTrust sup-
ports efforts to provide affordable housing through its com-
munity development activities. During the review period of
the 1996 Examination, SunTrust Bank originated loans of
approximately $17.4 million to support the development of
437 affordable housing units in the Atlanta MSA. SunTrust
has stated that, since the 1996 Examination, the bank has
made approximately $29 million in construction loans for
affordable single family homes.

Examiners also concluded that the lending records of
SunTrust’s lead Florida and Tennessee banks, SunTrust
Bank, Central Florida, Orlando, Florida (‘“‘STB-Central
Florida™), and SunTrust Bank, Nashville, N.A., Nashville,
Tennessee (‘“STB-Nashville™), respectively, reflected a re-
sponsiveness to their communities’ identified credit needs.
Examiners noted that STB-Central Florida had been active
in meeting the primary community development lending
need in its assessment areas, which was affordable housing
for LMI individuals, and stated that the bank originated
$70.2 million in community development loans during the
review period, most of which were for housing-related
projects for LMI individuals. Examiners further stated that
STB-Central Florida used innovative and flexible lending
practices to serve the credit needs of its communities.!s
Examiners of STB-Nashville also favorably noted the
bank’s flexible credit products designed for LMI individu-
als and described the bank as an active lender to small
businesses, explaining that the bank had made more than
6,700 small business loans, totalling almost $800 million,
from January 1, 1994, to June 30, 1996.16 Examiners found
no evidence of prohibited discrimination or other illegal
credit practices and found no violations of fair lending
laws at STB-Central Florida or STB-Nashville.

SunTrust has indicated that its subsidiary banks, during
1997 and the first half of 1998, made 14,000 mortgage
loans, totalling $679 million, to LMI borrowers, represent-
ing 21.3 percent of all mortgages made by the banks, and
6,500 mortgage loans, totalling $404 million, in LMI cen-
sus tracts. SunTrust also has asserted that its subsidiary
banks, during this same period, made 76,000 consumer
loans, totalling $791 million, to LMI borrowers, represent-
ing 34 percent of all consumer loans made by the banks,
and 27,000 consumer loans, totalling $591 million, in LMI
census tracts. Moreover, during this time period, Sun-
Trust’s subsidiary banks originated 41,000 small business
loans, totalling $4.1 billion. Approximately 64 percent of
these loans were made to small businesses with annual
revenues of less than $1 million, 76 percent were made in

15. Examiners discussed the SunTrust Affordable Housing Pro-
gram, a proprietary program providing down payment assistance,
flexible debt ratios, below market interest rates, and no mortgage
insurance: the Community Home Buyers Program, a proprietary pro-
gram offering flexible debt ratios and no discount points or origination
fees; and the Florida Housing Finance Agency Homeowner Mortgage
Revenue Bond Program, a statewide program that offers a below
market interest rate and down payment assistance.

16. Examiners also noted that approximately 23 percent of the
bank’s small business loans in 1995 and the first half of 1996 were
made to borrowers in LMI census tracts.
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amounts of $100,000 or less, and 23 percent were made to
businesses in LMI census tracts.!?

SunTrust also has a strong record of small farm lending.
SunTrust and its subsidiaries originated more than 50 per-
cent of the farm loans having an original principal amount
of $500,000 or less (“‘small loans to farms””) and the loans
to farms having gross annual revenues of $1 million or less
(“loans to small farms’’) made by all financial institutions
in the state of Florida in 1996 and 1997. In Georgia,
SunTrust and its subsidiaries originated approximately
29 percent of the small loans to farms and approximately
35 percent of the loans to small farms made by financial
institutions in the aggregate during the same period.!®

Lending Record of Crestar. The CRA performance ex-
aminations of Crestar’s subsidiary depository institutions
indicated that Crestar’s banks, thrift, and mortgage com-
pany subsidiary, Crestar Mortgage Corporation, Richmond,
Virginia, actively marketed mortgage products and ac-
tively solicited residential mortgage applications from LMI
individuals. The examinations also noted that Crestar of-
fered a number of affordable housing products and partici-
pated in a variety of government-sponsored loan programs,
including those available through the FHA, VA, Virginia
Housing Development Authority, the Maryland Commu-
nity Development Authority, and the D.C. Housing Fi-
nance Agency. Crestar also participates in an affordable
housing program sponsored by the Federal Home Loan
Bank. Through this program, Crestar has helped develop
350 units of low-cost housing by providing $35 million in
loans and grants.

In addition, Crestar has created special business loan
centers to underwrite credit to small businesses in its
service areas. Crestar also participates in several govern-
ment programs to promote small business lending, includ-
ing programs sponsored by the SBA, the Economic Devel-
opment Administration, and the Virginia Small Business
Financing Authority. Examiners also concluded that Cre-
star’s depository institutions’ delineations of their service
areas were reasonable and did not exclude any LMI neigh-

17. Many of SunTrust’s banks operate in rural and small metropoli-
tan areas and were recognized in their examinations for their small
business and small farm lending. Several of these banks participated
in government-sponsored programs. such as those offered by the Rural
Development Agency.

18. Several commenters have urged SunTrust and Crestar to define
their commitment to economic development investment and lending
in rural and small metropolitan areas. SunTrust has indicated that the
six SunTrust subsidiary banks whose communities include the service
areas of the commenters have average loan-to-deposit ratios of more
than 104 percent and make the majority of their loans within their
delineated communities. In addition, several of SunTrust’s banks that
operate in rural areas offer government-sponsored loan programs,
including those of the Rural Development Agency, and were com-
mended in their most recent CRA performance examinations for the
volume of their small business and small farm loan originations.
Moreover, Crestar Bank offers Rural Housing and Community Devel-
opment Service loans and has invested in the Virginia Economic
Development Corporation, a private organization that provides equity
and other forms of financing to small- and medium-sized businesses in
rural areas throughout Virginia.

borhoods, and that the banks’ offices were reasonably
accessible to all segments of their communities.

During 1997 and the first half of 1998, Crestar made
more than 13,600 mortgage loans, totalling approximately
$945 million, to LMI borrowers, representing approxi-
mately 42 percent of all HMDA-reportable loans made by
Crestar. During this same period, Crestar and its subsidiar-
ies made more than 36,200 consumer loans, totalling
$441 million, to LMI borrowers, representing 40 percent of
all consumer loans made by Crestar, and more than 11,500
consumer loans, totalling $168 million, in LMI census
tracts, representing 32 percent of all consumer loans made
by Crestar. Moreover, during this time period, Crestar
originated approximately 14,800 small business loans, to-
talling $1.4 billion; more than 80 percent of these loans
were made in amounts of $100,000 or less, and approxi-
mately 20 percent were made to businesses in LMI census
tracts.

HMDA Data. The Board also has considered SunTrust’s
and Crestar’s lending record in light of comments on the
HMDA data of the organizations’ subsidiaries. The 1997
data indicate that Crestar Bank and Crestar Mortgage Cor-
poration originated loans for a larger percentage of
housing-related loan applications received from African
Americans, LMI individuals, and residents of census tracts
with predominately minority and LMI residents (‘‘minority
and LMI census tracts’) in Virginia than did lenders in the
aggregate. The 1997 data also generally indicate that Sun-
Trust’s subsidiary banks originated loans for a significantly
larger percentage of housing-related loan applications, and
denied a significantly smaller percentage of such applica-
tions, received from African Americans, Hispanics, LMI
individuals, and residents of minority and LMI census
tracts in Georgia, Florida, and Tennessee than did lenders
in the aggregate in those states.

The data reflect, however, certain disparities in the rates
of loan denials by racial group and income level. The
Board is concerned when the record of an institution indi-
cates disparities in lending, and believes that all banks are
obligated to ensure that their lending practices are based on
criteria that ensure not only safe and sound lending but also
equal access to credit by creditworthy applicants regardless
of their race or income level. The Board recognizes that
HMDA data alone provide an incomplete measure of an
institution’s lending in its community because these data
cover only a few categories of housing-related lending.
HMDA data, moreover, provide only limited information
about the covered loans.’”® HMDA data, therefore, have
limitations that make them an inadequate basis, absent
other information, for concluding that an institution has not

19. The data, for example, do not account for the possibility that an
institution’s outreach efforts may attract a larger proportion of margin-
ally qualified applicants than other institutions attract and do not
provide a basis for an independent assessment of whether an applicant
who was denied credit was, in fact, creditworthy. Credit history
problems and excessive debt levels relative to income (reasons most
frequently cited for a credit denial) are not available from HMDA
data.
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adequately assisted in meeting its community’s credit
needs or has engaged in illegal lending discrimination.

Because of the limitations of HMDA data, the Board has
considered these data carefully in light of other informa-
tion. Examiners found no evidence of prohibited discrimi-
nation or other illegal credit practices at the subsidiary
depository institutions of SunTrust and Crestar at their
most recent completed examinations. Examiners reviewed
the fair lending policies and procedures maintained by the
banks and found the policies and procedures to be compre-
hensive and appropriate for monitoring compliance with
fair lending laws. The Board also has considered the
HMDA data in light of SunTrust’s and Crestar’s lending
records, which show that the organizations’ subsidiary
depository institutions assist significantly in helping to
meet the credit needs of their communities, including LMI
areas.

Conclusion on Convenience and Needs Considerations

The Board has carefully considered all the facts of record,
including the public comments received, responses to the
comments, and the CRA performance records of the sub-
sidiary depository institutions of SunTrust and Crestar,
including relevant reports of examination. Based on a
review of the entire record, and for the reasons discussed in
this order, the Board has concluded that convenience and
needs considerations, including the CRA performance
records of the subsidiary depository institutions of Sun-
Trust and Crestar, are consistent with approval.

Nonbanking Activities

SunTrust also has filed notice under section 4(c)(8) of the
BHC Act to acquire the nonbanking subsidiaries of Crestar
and thereby engage in a number of nonbanking activities,
including extending credit and servicing loans, providing
leasing services, providing financial and investment ad-
vice, providing agency transactional services (other than
acting as a futures commission merchant), underwriting
and dealing to a limited extent in debt and equity securities,
buying and selling bullion and related activities for the
account of customers, insurance agency activities, commu-
nity development activities, and data processing and man-
agement consulting activities through an automated teller
machine (“ATM”) and point-of-sale network. The Board
previously has determined by regulation or order that each
of these activities is closely related to banking for purposes
of section 4(c)(8) of the BHC Act.20 SunTrust proposes to
conduct these activities in accordance with Regulation Y
and all relevant Board interpretations and orders.

A. Insurance Agency Activities

SunTrust also has applied to acquire and operate subsidiar-
ies of Crestar that engage in certain insurance activities.

20. See 12 C.ER. 225.28 (b)(1), (3), (6), (7). (8). (9), (11), (12), and
(14): United Virginia Bancshares, Inc., 713 Federal Reserve Bulletin
309 (1987); Barnett Banks, Inc., et al., 83 Federal Reserve Bulletin
131 (1997).

These subsidiaries, Crestar Insurance Agency, Inc.
(“Crestar Insurance”), and Crestar Securities Corporation
(“Crestar Securities”), both of Richmond, Virginia, en-
gage in insurance agency activities pursuant to Exemption
G (“Exemption G”’) of Title VI of the Garn—St Germain
Depository Institutions Act of 1982 (“Garn-St Germain
Act”), which allows a bank holding company and its
subsidiaries to continue to engage in any insurance agency
activity if the bank holding company or subsidiary was
engaged in insurance agency activities prior to January 1,
1971, as a consequence of approval by the Board prior to
that date.?! SunTrust argues that it should be permitted to
acquire and engage in insurance agency activities through
Crestar Insurance and Crestar Securities on the basis of
Exemption G rights that accrue to Crestar.

The Board previously has determined that Exemption G
rights expire when the bank holding company possessing
the Exemption G rights is acquired by another bank hold-
ing company that does not independently qualify for
Exemption G rights.?? In this case, SunTrust does not
qualify for Exemption G rights because it was not engaged
in insurance activities prior to January 1, 1971, as a conse-
quence of Board approval. The Board does not believe that
the facts of this case justify a different conclusion.?* For the
foregoing reasons, the Board concludes that Crestar’s
Exemption G rights will expire when SunTrust acquires
Crestar, and SunTrust is not entitled to engage, directly or
through Crestar Insurance or Crestar Securities, in general
insurance agency activities pursuant to Exemption G.

In the alternative, SunTrust proposes to acquire and
conduct insurance agency activities through Crestar Insur-
ance and Crestar Securities pursuant to Exemption D
(“Exemption D”’) of Title VI of the Garn-St Germain
Act.?* Exemption D permits a bank holding company and
any subsidiary of a bank holding company to continue to
engage in any insurance agency activity in which the
company was engaged on May 1, 1982, or which the Board
approved for such company on or before May 1. 1982. The
Board previously has determined that a company with
Exemption D rights does not lose those rights on its acqui-
sition by a nongrandfathered bank holding company, pro-
vided that the grandfathered company retains its separate
corporate structure, its insurance activities are not con-
ducted by other companies within the acquiring banking
organization, and the company conducts its insurance ac-
tivities in accordance with the limits in Exemption D.?3

21. 12 U.S.C. § 1843(c)(8)(G).

22. See Trustcorp, Inc., 73 Federal Reserve Bulletin 827, 829
(1987) (“Trustcorp™y; C&S/Sovran Corporation, 76 Federal Reserve
Bulletin 853 (1990) (“C&S/Sovran™).

23. SunTrust argues that, because Crestar would continue to exist
after the proposed transaction, the language of Exemption G indicates
that Crestar Insurance and Crestar Securities would retain their
Exemption G rights even after Crestar’s acquisition by SunTrust. The
Board previously has considered and rejected this interpretation of
Exemption G. See Trustcorp, at 829.

24. 12 US.C. § 1843(c)(8)(D).

25. See Sovran Financial Corporation, 13 Federal Reserve Bulletin
672 (1987), aff 'd, National Ass’n of Professional Insurance Agents v.
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Although SunTrust would not qualify for Exemption G
rights after its acquisition of Crestar, the Board notes that
Crestar Insurance and Crestar Securities may qualify for
Exemption D rights.26 SunTrust may provide additional
evidence to the Board that Crestar Insurance or Crestar
Securities acted as agent in the sale of particular types of
insurance in particular states on May 1, 1982.27 On such a
showing, the relevant company would be permitted to
continue to act as agent for those types of insurance in
Virginia, the states adjacent to Virginia, and the states in
which the company was lawfully engaged in such activity
on May 1, 1982.

B. Proper Incident Considerations

In order to approve the proposal, the Board also must
determine that the performance of the proposed activities is
a proper incident to banking, that is, that the proposed
transaction ‘‘can reasonably be expected to produce bene-
fits to the public . . . that outweigh adverse effects, such as
undue concentration of resources, decreased or unfair com-
petition, conflicts of interests, or unsound banking prac-
tices.”28

The Board expects that the acquisition of Crestar by
SunTrust would provide added convenience to customers
of both institutions and is likely to result in increased
operating efficiencies for the combined organization. Addi-
tionally, there are public benefits to be derived from permit-
ting capital markets to operate so that bank holding compa-
nies can make potentially profitable investments in
nonbanking companies and from permitting banking orga-
nizations to allocate their resources in the manner they
consider to be most efficient, when such investments and
actions are consistent, as in this case, with the relevant
considerations under the BHC Act.

As part of its evaluation of the statutory factors, the
Board considers the financial and managerial resources of
the notificant, its subsidiaries, and any company to be
acquired; the effect the transaction would have on such
resources; and the management expertise, internal control
and risk management systems, and capital of the entity
conducting the activity.?® For the reasons discussed above,
and based on all the facts of record, the Board has con-
cluded that financial and managerial considerations are
consistent with approval of the notice.

Board of Governors of the Federal Reserve System, 856 F.2d 282
(D.C. Cir. 1988), cert. denied, 490 U.S. 1090 (1989).

26. The Board previously has determined that acquiring bank hold-
ing companies which did not qualify for Exemption G rights in
connection with their acquisition of a grandfathered bank holding
company could qualify for Exemption D rights. See Trustcorp; C&S/
Sovran.

27. This evidence should be consistent with the types of evidence
relied on by the Board in previous orders in which the Board found
that a company met the requirements of Exemption D. See MidAmeri-
can Corporation, 76 Federal Reserve Bulletin 559 (1990); Citicorp,
76 Federal Reserve Bulletin 70 (1990).

28. 12 US.C. § 1843(c)(8).

29. See 12 C.FR. 225.26.

The Board also has carefully considered the competitive
effects of the proposed acquisition of Crestar’s nonbanking
subsidiaries. Nonbank subsidiaries of SunTrust and Crestar
compete in securities underwriting and dealing activities,
securities brokerage, asset management and investment
advisory activities, mutual fund advisory and share broker-
age activities, credit card operations, mortgage origination
and servicing activities, trust services, and selling insur-
ance to the extent permissible for bank holding companies.
The Board notes that the market for each of the nonbank-
ing services is unconcentrated, that there are numerous
providers of the services, and that there is minimal geo-
graphic overlap in the areas in which SunTrust and Crestar
primarily offer these services. Consummation of the pro-
posal, therefore, would have a de minimis effect on compe-
tition, and the Board has concluded that the proposal would
not have a significantly adverse effect on competition in
any relevant market.

The Board believes that the conduct of the proposed
activities within the framework established under Regula-
tion Y and prior orders is not likely to result in adverse
effects, such as undue concentration of resources, de-
creased or unfair competition, conflicts of interests, or
unsound banking practices, that would not be outweighed
by the public benefits of the proposal, such as increased
convenience and gains in efficiency. Accordingly, based on
all the facts of record, the Board has determined that the
balance of public benefits that the Board must consider
under the proper incident to banking standard of sec-
tion 4(c)(8) of the BHC Act is favorable and consistent
with approval of the proposal.3®

Conclusion

Based on the foregoing and all the other facts of record, the
Board has determined that the application and notice
should be, and hereby are, approved. The Board’s approval
is specifically conditioned on compliance by SunTrust with
all the commitments made in connection with the proposal
and all the conditions in this order.

The Board’s determination on the nonbanking activities
also is subject to all the terms and conditions set forth in
Regulation Y, including those in sections 225.7 and
225.25(c) of Regulation Y (12 C.FR. 2257 and
225.25(c)), and to the Board’s authority to require such
modification or termination of the activities of a bank
holding company or any of its subsidiaries as the Board
finds necessary to ensure 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

30. SunTrust and Crestar each currently owns an approximately
20 percent nonvoting equity interest in a company that engages in
impermissible activities (“Company”). As part of this transaction,
SunTrust would acquire Crestar’s 20 percent interest in Company. As
a condition of the order, SunTrust is required to divest or reduce its
interest in Company to comply with the Board’s Policy Statement on
Nonvoting Equity Investments, 12 C.ER. 225.143, within two years
of consummation of the proposal.
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this order, the commitments and conditions relied on by the
Board in reaching this decision are deemed to be condi-
tions imposed in writing by the Board in connection with
its findings and decisions, and, as such, may be enforced in
proceedings under applicable law.

The acquisition of Crestar Bank may not be consum-
mated before the fifteenth calendar day following the effec-
tive date of this order, and the proposal may not be con-
summated later than three months after the effective date of
this order. unless such period is extended for good cause by
the Board or by the Federal Reserve Bank of Atlanta,
acting pursuant to delegated authority.

By order of the Board of Governors,
October 28, 1998.

effective

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Meyer, Ferguson, and Gramlich. Absent and not voting:
Governor Kelley.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Appendix

Crestar Financial Corporation’s Nonbanking
Subsidiaries

(1) Crestar Securities Corporation, Richmond, Virginia
(“Crestar Securities™), and thereby engage in extending
credit and servicing loans, providing leasing services, pro-
viding financial and investment advisory services, provid-
ing securities brokerage, riskless principal, and private
placement services, underwriting and dealing in bank-
eligible securities, entering into futures, forwards, and op-
tions contracts for hedging purposes, and buying and selling
bullion and related activities for the account of customers
pursuant to sections 225.28(b)(1). (3), (6), (7), and (8) of
Regulation Y (12 C.FR. 225.28(b)(1), (3). (6), (7). and (8));
and underwriting and dealing in. to a limited extent, certain
municipal revenue bonds, 1-4 family mortgage-related se-
curities, consumer receivable-related securities, and com-
mercial paper, as previously approved by the Board in
Crestar Financial Corporation, 83 Federal Reserve Bulle-
tin 512 (1997).

(2) Crestar Insurance Agency, Inc., Richmond, Virginia, and
thereby engage in insurance agency activities, with Crestar
Securities, pursuant to section 225.28(b)(11)(iv) of Regula-
tion Y (12 C.ER. 225.28(b)(11)(iv)), as discussed more
fully in the Order.

(3) Crestar Community Development Corporation, Richmond,
Virginia, and thereby engage in community development
activities, pursuant to section 225.28(b)(12) of Regula-
tion Y (12 C.ER. 225.28(b)(12)).

(4) Honor Technologies, Inc., Maitland, Florida, and thereby
engage in data processing and management consulting ac-
tivities through the operation of an ATM and point-of-sale
network, pursuant to sections 225.28(b)(9) and (14) of
Regulation Y (12 C.ER. 225.28(b)(9) and (14)).

ORDERS ISSUED UNDER INTERNATIONAL BANKING
AcTt

Chinatrust Commercial Bank, Ltd.
Taipei, Taiwan

Order Approving Establishment of a Branch

Chinatrust Commercial Bank, Ltd. (“Bank”), Taipei, Tai-
wan, a foreign bank within the meaning of the Interna-
tional Banking Act (“IBA™), has applied under section 7(d)
of the IBA (12 U.S.C. § 3105(d)) to establish a state-
licensed branch in New York, New York. The Foreign
Bank Supervision Enhancement Act of 1991 (“FBSEA”),
which amended the IBA, provides that a foreign bank must
obtain the approval of the Board to establish a branch in
the United States.

Notice of the application, affording interested persons an
opportunity to submit comments, has been published in a
newspaper of general circulation in New York, New York
(New York Times, November 12, 1997). The time for filing
comments has expired, and all comments have been con-
sidered.

Bank, with assets equivalent to approximately
$16.9 billion, is the ninth largest bank in Taiwan.! Bank’s
shares are publicly traded and widely held, with no single
shareholder directly owning more than 2 percent. Bank
operates more than 30 branches in Taiwan and also has
branches in Hong Kong, India, and Paraguay. In addition,
Bank operates an offshore banking unit in Taiwan and
commercial bank subsidiaries in the Philippines and
Indonesia.

Bank’s primary purpose for establishing the proposed
branch is to provide banking services to the U.S. subsidiar-
ies of Bank’s existing customers in Taiwan, and to facili-
tate international trade between the United States and Asia.
Bank does not engage directly or indirectly in any non-
banking activities in the United States, and, after establish-
ing the proposed branch, would be a qualifying foreign
banking organization within the meaning of Regulation K
(12 C.ER. 211.23(b)).

Bank has received approval to establish the proposed
branch from the Taiwan authorities. The New York State
Banking Department also has approved Bank’s application
to establish the proposed branch.

In order to approve an application by a foreign bank to
establish a branch in the United States, the IBA and Regu-
lation K require the Board to determine that the foreign
bank applicant engages directly in the business of banking
outside of the United States, and has furnished to the Board
the information it needs to assess the application ade-
quately. The Board also must determine that the foreign
bank is subject to comprehensive supervision or regulation
on a consolidated basis by its home country supervisor
(12U.S.C. §3105(d)(2); 12 C.ER. 211.24)). The Board
also may take into account additional standards as set forth

1. All data are as of December 31, 1997, unless otherwise noted.
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in the IBA and Regulation K (12 U.S.C. § 3105(d)(3)-(4);
12 C.ER. 211.24(c)).

As noted above, Bank engages directly in the business of
banking outside the United States. Bank also has provided
the Board with the information necessary to assess the
application through submissions that address the relevant
issues.

Regulation K provides that a foreign bank will be con-
sidered to be subject to comprehensive supervision or
regulation on a consolidated basis if the Board determines
that the bank is supervised and regulated in such a manner
that its home country supervisor receives sufficient infor-
mation on the foreign bank’s worldwide operations, includ-
ing the relationship of the foreign bank to any affiliate, to
assess the overall financial condition of the foreign bank
and its compliance with law and regulation (12 C.ER.
211.24(c)(1).2

With respect to the issue of supervision by home country
authorities, the Board has considered the following infor-
mation. Bank is supervised and regulated by the Ministry
of Finance (“Ministry”) and the Taiwan Central Bank
(“Central Bank™’), which share responsibility for the super-
vision of banks in Taiwan. The Banking Law of Taiwan
grants the Ministry overall authority for the regulation and
supervision of banks in Taiwan, including Bank.?> The
Ministry has delegated the authority to the Central Bank to
act as the primary examiner of banks in Taiwan, in which
capacity the Central Bank conducts mandatory annual ex-
aminations.

The Board previously has determined, in connection
with applications involving other banks in Taiwan, that
these banks were subject to home country supervision on a
consolidated basis.* Bank is supervised by the Ministry and

2. In assessing this standard, the Board considers, among other
factors, the extent to which the home country supervisors:

(i) Ensure that the bank has adequate procedures for monitoring
and controlling its activities worldwide;

(ii) Obtain information on the condition of the bank and its
subsidiaries and offices through regular examination reports.
audit reports, or otherwise;

(iii) Obtain information on the dealings with and relationship
between the bank and its affiliates, both foreign and domestic;

(iv) Receive from the bank financial reports that are consolidated
on a worldwide basis, or comparable information that permits
analysis of the bank’s financial condition on a worldwide
consolidated basis:

(v) Evaluate prudential standards, such as capital adequacy and
risk asset exposure, on a worldwide basis.

These are indicia of comprehensive, consolidated supervision. No
single factor is essential and other elements may inform the Board’s
determination.

3. This authority permits the Ministry, among other things, to issue
licenses, limit activities and expansion, conduct examinations, set
minimum capital and liquidity ratios, limit credit extensions, restrict
director interlocks, define qualifications for management, and take
enforcement actions.

4. See Taipei Bank, 19 Federal Reserve Bulletin 143 (1993); United
World Chinese Commercial Bank, 79 Federal Reserve Bulletin 146
(1993); Bank of Taiwan, 719 Federal Reserve Bulletin 541 (1993);
Chiao Tung Bank, 79 Federal Reserve Bulletin 543 (1993); The
Farmers Bank of China, 81 Federal Reserve Bulletin 620 (1995),;
Taiwan Business Bank, 81 Federal Reserve Bulletin 746 (1995); Land

the Central Bank on substantially the same terms and
conditions as such other banks. Based on all the facts of
record, the Board has determined that Bank is subject to
comprehensive supervision and regulation on a consoli-
dated basis by its home country supervisors.

The Board also has taken into account the additional
standards set forth in section 7 of the IBA (see 12 US.C.
§ 3105(d)(3)-(4); 12 C.FER. 211.24(c)(2)). As noted above,
Bank has received the consent of its home country authori-
ties to establish the proposed state-licensed branch.

Bank must comply with the minimum capital standards
of the Basle Accord, as implemented by Taiwan. Bank’s
capital exceeds these minimum standards and can be con-
sidered equivalent to capital that would be required of a
U.S. banking organization. Managerial and other financial
resources of Bank are also considered consistent with
approval, and Bank appears to have the experience and
capacity to support the proposed branch. Bank has estab-
lished controls and procedures for the proposed branch in
order to ensure compliance with US. law, as well as
controls and procedures for its worldwide operations gener-
ally.

The Board has reviewed the restrictions on disclosure in
relevant jurisdictions in which Bank operates and has com-
municated with relevant authorities about access to infor-
mation. Bank has committed that it will make available to
the Board such information on the operations of Bank and
any affiliate of Bank that the Board deems necessary to
determine and enforce compliance with the IBA, the Bank
Holding Company Act of 1956, as amended, and other
applicable federal law. To the extent that the provision of
such information is prohibited or impeded by law, Bank
has committed to cooperate with the Board to obtain any
consents or waivers that might be required from third
parties in connection with disclosure of such information.
In addition, subject to certain conditions, the Ministry and
the Central Bank may share information on Bank’s opera-
tions with other supervisors, including the Board. In light
of these commitments and other facts of record, and sub-
ject to the condition described below, the Board concludes
that Bank has provided adequate assurances of access to
any necessary information the Board may request.

On the basis of all the facts of record, and subject to the
commitments made by Bank, and the terms and conditions
set forth in this order, the Board has determined that
Bank’s application to establish a state-licensed branch
should be, and hereby is, approved. Should any restrictions
on access to information on the operations or activities of
Bank or any of its affiliates subsequently interfere with the
Board’s ability to obtain information to determine and
enforce compliance by Bank or its affiliates with applicable
federal statutes, the Board may require termination of any
of Bank’s direct or indirect activities in the United States.
Approval of the application also is specifically conditioned
on compliance by Bank with the commitments made in

Bank of Taiwan, 83 Federal Reserve Bulletin 336 (1997); Bank
SinoPac, 83 Federal Reserve Bulletin 669 (1997).
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connection with this application, and with the conditions in
this order.> The commitments and conditions referred to
above are conditions imposed in writing by the Board in
connection with its decision, and may be enforced in
proceedings under 12 US.C. § 1818 or 12 US.C. § 1847
against Bank, its offices, and its affiliates.

By order of the Board of Governors, effective October 5,
1998.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Meyer, Ferguson, and Gramlich.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

Erste Bank ddersterreichischen Sparkassen
Aktiengesellschaft
Vienna, Austria

Order Approving Establishment of a Branch

Erste Bank oOdersterreichischen Sparkassen Aktiengesell-
schaft, Vienna, Austria (*‘Bank”), a foreign bank within
the meaning of the International Banking Act (“IBA”), has
applied under section 7(d) of the IBA (12 U.S.C. § 3105(d))
to establish a federally licensed branch in New York,
New York. The Foreign Bank Supervision Enhancement
Act of 1991, which amended the IBA, provides that a
foreign bank must obtain the approval of the Board to
establish a branch in the United States.

Notice of the application, affording interested persons an
opportunity to comment, has been published in a newspa-
per of general circulation in New York (The New York
Times, May 28, 1998). The time for filing comments has
expired, and the Board has considered the application and
all comments received.

Bank, with total consolidated assets of approximately
$57 billion, is one of the largest banks in Austria.! Die
Erste  Osterreichische  Spar-Casse  Anteilsverwal-
tungssparkasse, Vienna. Austria (“AVS™), which owns
43 percent of Bank’s voting shares, is Bank’s largest
shareholder.> No other single shareholder holds 10 percent
or more of the outstanding voting shares of Bank.

In addition to its network of domestic branches, Bank
operates bank and nonbank subsidiaries that engage in a
number of activities in Austria, including commercial
banking, finance, insurance, real estate, and travel-related

5. The Board’s authority to approve the establishment of the pro-
posed office parallels the continuing authority of the State of New
York to license offices of a foreign bank. The Board's approval of the
application does not supplant the authority of the State of New York
and the New York State Banking Department (‘‘Department”) to
license the proposed office of Bank in accordance with any terms or
conditions that the Department may impose.

1. All data are as of June 30, 1998.

2. AVS, an inactive savings bank that acts as a holding company for
Bank, is controlled by Verein - Die Erstedsterreichische Spar-Casse
Anteilsverwaltungssparkasse (*‘Verein DE™), a savings bank associa-
tion. Verein DE engages in no activities other than controlling AVS.

services. International operations include branches, repre-
sentative offices, and bank and nonbank subsidiaries
located in Europe, Asia, and the United States. Bank is a
qualifying foreign banking organization within the mean-
ing of Regulation K (12 C.FR. 211.23(b)).

Bank was formed as the result of the merger of Giro-
Credit Bank Aktiengesellschaft der Sparkassen AG (““Giro-
Credit”) into Die Erste Osterreichische Spar-Casse Bank
Aktiengesellschaft (“Die Erste”), both of Vienna, Austria.
Before the merger, Die Erste had no banking operations in
the United States. GiroCredit operated a federally licensed,
uninsured branch in New York, which Bank seeks author-
ity to operate through the instant application. Pursuant to
Regulation K, the Board allowed the merger to proceed
before an application to establish the office was filed and
acted on by the Board.?

The Austrian Federal Ministry of Finance (the “Minis-
try’’), which approved the merger of Die Erste and Giro-
Credit, has no objection to the continued operation of the
existing branch of Bank.

In order to approve an application by a foreign bank to
establish a branch in the United States, the IBA and Regu-
lation K require the Board to determine that the foreign
bank applicant engages directly in the business of banking
outside of the United States and has furnished to the Board
the information it needs to assess the application ade-
quately. The Board generally also must determine that the
foreign bank is subject to comprehensive supervision or
regulation on a consolidated basis by its home country
supervisor (12 US.C. § 3105(d)(2)). The Board may also
take into account additional standards as set forth in the
IBA and Regulation K (12 US.C.§ 3105(d)(3)-(4);
12 C.FR. 211.24(c)).

Bank engages directly in the business of banking outside
of the United States through its banking operations in
Austria and elsewhere. Bank also has provided the Board
with the information necessary to assess the application
through submissions that address the relevant issues.

Regulation K provides that a foreign bank will be con-
sidered to be subject to comprehensive supervision or
regulation on a consolidated basis if the Board determines
that the bank is supervised and regulated in such a manner
that its home country supervisor receives sufficient infor-
mation on the foreign bank’s worldwide operations, includ-
ing the relationship of the foreign bank to any affiliate, to
assess the overall financial condition of the foreign bank
and its compliance with law and regulation (12 C.FR.
211.24(c)(1)).#

3. 12CFR. 211.24(a)(3).
4. In assessing this standard, the Board considers, among other
factors, the extent to which the home country supervisors:

(i) Ensure that the bank has adequate procedures for monitoring
and controlling its activities worldwide;

(ii) Obtain information on the condition of the bank and its
subsidiaries and offices through regular examination reports,
audit reports. or otherwise;

(iii) Obtain information on the dealings with and relationship
between the bank and its affiliates, both foreign and domestic;
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In this case, with respect to the issue of supervision by
home country authorities, the Board has considered the
following information. Bank is supervised and regulated
by the Ministry and the Austrian National Bank (“Central
Bank”). The Board previously has determined that another
Austrian credit institution is subject to comprehensive su-
pervision on a consolidated basis by the Ministry and the
Central Bank.> The Board has determined that Bank is
supervised on substantially the same terms and conditions
as that other institution. Based on all the facts of record, the
Board concludes that Bank is subject to comprehensive
supervision on a consolidated basis by its home country
Supervisor.

The Board also has taken into account the additional
standards set forth in section 7 of the IBA (see 12 U.S.C.
§ 3105(d)(3)-(4); 12 C.FR. 211.24(c)(2)). As noted above,
the Ministry has not objected to Bank establishing the
proposed federally licensed uninsured branch.

Austria is a signatory to the Basle risk-based capital
standards, and Austrian risk-based capital standards meet
those established by the Basle Capital Accord and the
European Union. Bank’s capital is in excess of the mini-
mum levels that would be required by the Basle Capital
Accord and is considered equivalent to capital that would
be required of a U.S. banking organization. Managerial and
other financial resources of Bank also are considered con-
sistent with approval, and Bank appears to have the experi-
ence and capacity to support the branch. Bank has estab-
lished controls and procedures for the branch to ensure
compliance with U.S. law, as well as controls and proce-
dures for its worldwide operations in general.

Finally, the Board has reviewed the restrictions on dis-
closure in relevant jurisdictions in which Bank operates
and has communicated with relevant government authori-
ties about access to information. Bank and Verein DE have
committed to make available to the Board such informa-
tion on the operations of Bank and any affiliate of Bank
that the Board deems necessary to determine and enforce
compliance with the IBA, the Bank Holding Company Act

(iv) Receive from the bank financial reports that are consolidated
on a worldwide basis, or comparable information that permits
analysis of the bank’s financial condition on a worldwide
consolidated basis;

(v) Evaluate prudential standards, such as capital adequacy and
risk asset exposure, on a worldwide basis.

These are indicia of comprehensive, consolidated supervision. No
single factor is essential and other elements may inform the Board’s
determination.

5. See Creditanstalt-Bankverein, 82 Federal Reserve Bulletin 594
(1996).

of 1956, as amended, and other applicable federal law. To
the extent that the provision of such information is prohib-
ited or impeded by law, Bank and Verein DE have commit-
ted to cooperate with the Board to obtain any necessary
consents or waivers that might be required from third
parties in connection with disclosure of certain informa-
tion. In addition, subject to certain conditions, the Ministry
may share information on Bank’s operations with other
supervisors, including the Board. In light of these commit-
ments and other facts of record, and subject to the condi-
tion described below, the Board concludes that Bank has
provided adequate assurances of access to any necessary
information the Board may request.

On the basis of all the facts of record, and subject to the
commitments made by Bank, as well as the terms and
conditions set forth in this order, the Board has determined
that Bank’s application to establish a federally licensed
branch should be, and hereby is, approved. Should any
restrictions on access to information on the operations or
activities of Bank and its affiliates subsequently interfere
with the Board’s ability to obtain information to determine
and enforce compliance by Bank or its affiliates with
applicable federal statutes, the Board may recommend
termination of any of Bank’s direct or indirect activities in
the United States. Approval of this application is also
specifically conditioned on Bank’s compliance with the
commitments made in connection with this application and
with the conditions in this order.® The commitments and
conditions referred to above are conditions imposed in
writing by the Board in connection with its decision, and
may be enforced in proceedings under 12 U.S.C. § 1818 or
12 U.S.C. § 1847 against Bank, its offices, and its affiliates.

By order of the Board of Governors, effective
October 14, 1998.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Meyer, Ferguson, and Gramlich. Absent and not voting:
Governor Kelley.

ROBERT DEV. FRIERSON
Associate Secretary of the Board

6. The Board’s authority to approve establishment of the proposed
branch office parallels the continuing authority of the Office of the
Comptroller of the Currency (“OCC”) to license federal offices of a
foreign bank. The Board’s approval of this application does not
supplant the authority of the OCC to license the proposed branch
office of Bank in accordance with any terms or conditions that the
OCC may impose.
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APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT
By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon request to
the Freedom of Information Office, Office of the Secretary, Board of Governors of the Federal Reserve System,
Washington. D.C. 20551.

Section 3
Applicant(s) Bank(s) Effective Date
Compass Bancshares, Inc., Arizona Bank, October 23, 1998
Birmingham, Alabama Tucson, Arizona
First Citizens Bancshares, Inc., First Volunteer Corporation, October 29, 1998
Dyersburg, Tennessee Union City, Tennessee
First Volunteer Bank,
Union City, Tennessee
Old National Bancorp, Southern Bancshares, Ltd., October 13, 1998
Evansville, Indiana Carbondale, Illinois
First National Bank and Trust Company,
Carbondale, Illinois
Simmons First National Corporation, American Bancshares of Arkansas, Inc., October 5, 1998
Pine Bluff, Arkansas Charleston, Arkansas
American State Bank,
Charleston, Arkansas
Section 4
Applicant(s) Bank(s) Effective Date
The Chase Manhattan Corporation, CBC Holding (Delaware) Inc., October 14, 1998
New York, New York Wilmington, Delaware
Chase Equity Holdings, Inc., PNC Bank, National Association,
Wilmington, Delaware Pittsburgh, Pennsylvania
PNC Trust Company, Delaware, National
Association,
Wilmington, Delaware
Norwest Corporation, Edina Realty Mortgage, LLC, October 13, 1998
Minneapolis, Minnesota Edina, Minnesota
Norwest Corporation, RELS, LLC, October 5, 1998
Minneapolis, Minnesota San Diego, California
RELS Title, LLC,
Edina, Minnesota
State Street Corporation, Bridge Information Systems, Inc., October 16, 1998
Boston, Massachusetts St. Louis, Missouri

Wall Street on Demand, Inc.,
Boulder, Colorado
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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

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Area Bancshares Corporation,
Owensboro, Kentucky
BancorpSouth, Inc.,
Tupelo, Mississippi

BancFirst Corporation,
Okalahoma City, Oklahoma

Baylake Corporation,
Sturgeon Bay, Wisconsin

BOK Financial Corporation,
Tulsa, Oklahoma

The George Family Partnership,
Ltd.,
Bonifay, Florida

Bonifay Holdings, L.L.C.
Bonifay, Florida

Business Holding Corporation,
Baton Rouge, Louisiana

Central Bancshares, Inc.,
Cambridge, Nebraska

Century Bancshares, Inc.,
Schaller, Iowa

Colonial BancGroup, Inc.,
Montgomery, Alabama

Colonial BancGroup, Inc.,
Montgomery, Alabama

Cortland First Financial
Corporation,
Cortland, New York

Eggemeyer Advisory Corp.,
Rancho Santa Fe, California
Castle Creek Capital, L.L.C,,
Rancho Santa Fe. California
Castle Creek Capial Partners Fund-I,
L.P,
Rancho Santa Fe, California
First Beemer Corporation,
Beemer, Nebraska

Broadway Bank and Trust,
Paducah, Kentucky
The First Corporation,
Opelika, Alabama
First National Bank of Opelika,
Opelika, Alabama
Kingfisher Bancorp, Inc.,
Kingfisher, Oklahoma
Evergreen Bank, N.A.,
Poy Sippi, Wisconsin
Bank of Albuquerque, N.A.,
Albuquerque, New Mexico
Bonifay Holding Company, Inc.,
Bonifay, Florida

The Business Bank of Baton Rouge,
Baton Rouge, Louisiana

First Central Bank McCook, National
Association,
McCook, Nebraska

State Bank of Schaller,
Schaller, Iowa

InterWest Bancorp,
Reno, Nevada

InterWest Bank,
Reno, Nevada

TB&T, Inc.,
Dallas, Texas

Texas Bank & Trust,
Dallas, Texas

Oneida Valley Bancshares, Inc.,
Oneida, New York

Oneida Valley National
Bank of Oneida,
Oneida, New York

Peninsula Bank of San Diego,
San Diego, California

Citizens Bank,
Bancroft, Nebraska

St. Louis

St. Louis

Kansas City
Chicago
Kansas City

Atlanta

Atlanta

Kansas City

Chicago

Atlanta

Atlanta

New York

San Francisco

Kansas City

October 8, 1998

October 9, 1998

October 7, 1998

September 17, 1998

September 29, 1998

September 30, 1998

October 1, 1998

October 21, 1998

October 15, 1998

September 29, 1998

October 15, 1998

October 7, 1998

October 16, 1998

September 30, 1998
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Section 3—Continued

Applicant(s) Bank(s) Reserve Bank Effective Date
First Gilmer Bankshares, Inc., Security State Bank, Dallas August 27, 1998
Gilmer, Texas Ore City, Texas
First Gilmer Delaware Holdings,
L.,
Wilmington, Delaware
FLAG Financial Corporation, Heart of Georgia Bancshares, Inc., Atlanta September 30, 1998
LaGrange, Georgia Mount Vernon, Georgia
Mount Vernon Bank,
Mount Vernon, Georgia
F&M Bancorp, Monocacy Bancshares, Inc., Richmond October 9, 1998

Frederick, Maryland
Frontier Financial Corporation,
Everett, Washington

Grandview Bancshares, Inc.,
Grandview, Texas

Grandview Delaware Financial, Inc.,

Dover, Delaware
Gold Banc Corporation,
Leawood, Kansas

Heritage Commerce Corp.,
San Jose, California
Intra Financial Corporation,
Clyde, Kansas
Lake Bank Shares, Inc., Employee
Stock Ownership Plan,
Emmons, Minnesota
Legacy Bancorp, Inc.,
Milwaukee, Wisconsin
Marine Bancshares, Inc.,
Marine on St. Croix, Minnesota
Marin National Bancorp,
San Rafael, California
MetroCorp Bancshares, Inc.,
Houston, Texas
MetroCorp-Delaware, Inc.,
Wilmington, Delaware
Michigan Community Bancorp
Limited,
Sterling Heights, Michigan

Morrill Bancshares, Inc.,
Sabetha, Kansas

Mutual Bancorp of the Berkshires,
Inc.
Pittsfield, Massachusetts

City Savings Bank of Pittsfield,
Pittsfield, Massachusetts

Taneytown, Maryland
Valley Bancorporation,
Sumner, Washington
Bank of Sumner,
Sumner, Washington
First State Bank,
Grandview, Texas

Citizens Bancorporation, Inc.,
Tulsa, Oklahoma

Citizens Bank of Tulsa,
Tulsa, Oklahoma

Heritage Bank East Bay,
Fremont, California

Arizona Bancshares, Inc.,
Flagstaff, Arizona

Lake Bank Shares, Inc.,
Emmons, Minnesota

Legacy Bank,
Milwaukee, Wisconsin

Security State Bank of Marine,
Marine on St. Croix, Minnesota

First National Interim Bank of Marin,

Las Vegas, Nevada

MetroBank, National Association,
Houston, Texas

MetroBank, National Association,
Houston, Texas

Lakeside Community Bank,
Sterling Heights, Michigan

North Qakland Community Bank,
Rochester Hills, Michigan

Morrill & Janes Bancshares, Inc.,
Hiawatha, Kansas

Lenox Financial Services Corp.,
Lenox, Massachusetts

Lenox Savings Bank,
Lenox, Massachusetts

United Financial Group, Inc.,
Pittsfield, Massachusetts

San Francisco

Dallas

Kansas City

San Francisco
Kansas City

Minneapolis

Chicago
Minneapolis
San Francisco
Dallas

Dallas

Chicago

Kansas City

Boston

October 7, 1998

September 30, 1998

October 16, 1998

October 21, 1998
September 24, 1998

October 15, 1998

October 9, 1998
October 21, 1998
October 19, 1998
October 9, 1998
October 9, 1998

October 9. 1998

September 24, 1998

October 16, 1998
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Section 3—Continued

Applicant(s) Bank(s) Reserve Bank Effective Date
National City Bancshares, Inc., Progressive Bancshares, Inc., St. Louis October 5, 1998
Evansville, Indiana Lexington, Kentucky
The Progressive Bank, N.A.,
Lexington, Kentucky
Oconee Financial Corporation, Oconee State Bank, Atlanta October 15, 1998

Watkinsville, Georgia
Ottawa Bancshares, Inc.,
Ottawa, Kansas
Pacific Coast Bankers’ Bancshares,
San Francisco, California
Pepperell Bancshares Financial
Group, Inc.,
Biddeford, Maine
Petefish, Skiles Bancshares, Inc.,
Virginia, Illinois
PHS Bancorp, M.H.C.,
Beaver Falls, Pennsylvania
Provincial Corp.,
Lakeville, Minnesota
Putnam County Bancorp, Inc.,
Hennepin, llinois
Republic First Bancorp, Inc.,
Philadelphia, Pennsylvania
Robinson Bancshares, Inc.,
Lenox, Georgia
Seed Money Limited Partnership,
Allison Park, Pennsylvania
Texas Financial Bancorporation,
Inc.,
Minneapolis, Minnesota
Delaware Financial, Inc.,
Wilmington, Delaware
Travelers Rest Bancshares, Inc.,
Travelers Rest, South Carolina
United Financial Corp.,
Great Falls, Montana
Union Planters Corporation,
Memphis, Tennessee
Union Planters Holding Corporation,
Memphis, Tennessee

Watkinsville, Georgia
First State Management, Inc.,
Salina, Kansas
Pacific Coast Bankers’ Bank,
San Francisco, California
Pepperell Trust Company,
Biddeford, Maine

Petefish, Skiles & Co.,
Virginia, Illinois
PHS Bancorp, Inc.,
Beaver Falls, Pennsylvania
Provincial Bank,
Lakeville, Minnesota
Bank of Ladd,
Ladd, Illinois
Republic First Bank Delaware,
Brandywine, Delaware
Bank of Lenox,
Lenox, Georgia
Enterprise Bank,
Allison Park, Pennsylvania
Walburg State Bank,
Georgetown, Texas

Bank of Travelers Rest,
Travelers Rest, South Carolina

Valley Bancorp, Inc.,
Phoenix, Arizona

LaPlace Bancshares, Inc.,
LaPlace, Louisiana

Bank of LaPlace of St. John the Baptist

Parish, Louisiana
LaPlace, Louisiana

Kansas City
San Francisco

Boston

Chicago
Cleveland
Minneapolis
Chicago
Philadelphia
Atlanta
Cleveland

Dallas

Richmond
Minneapolis

St. Louis

October 21, 1998
QOctober 15, 1998

September 23, 1998

October 15, 1998
September 25, 1998
October 8, 1998
September 25, 1998
October 1, 1998
October 21, 1998
October 8, 1998

August 31, 1998

Qctober 22, 1998
October 22, 1998

September 24, 1998
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Section 4
Applicant(s) Nonbanking Activity/Company Reserve Bank Effective Date
Advance Bancorp, Inc., South Chicago Bank, Chicago October 15, 1998
Homewood, Illinois Chicago, Illinois
ANB Corporation, American National Trust and Chicago October 8, 1998
Muncie, Indiana Investment Management Company,
Muncie, Indiana,
Indiana Trust & Investment
Management Company,
Mishawaka, Indiana
The Bank of New York Company, BNY ESI & Co.. New York October 1, 1998
Inc., New York, New York
New York, New York Alpha Management Inc.,
San Francisco, California
Bank of the Ozarks, Inc., John R. Taylor Financial Group, Inc., St. Louis October 13, 1998
Little Rock, Arkansas Fort Smith, Arkansas
Colonial BancGroup, Inc., InterWest Mortgage, Atlanta September 29, 1998

Montgomery, Alabama

Davis Bancorporation, Inc.,
Davis, Oklahoma

First Bancorporation, Inc.,
La Crosse, Wisconsin

First Centralia Bancshares. Inc.,
Centralia, Kansas

First Western Bancorp, Inc.,
Huron, South Dakota

Imperial Bancorp,
Inglewood, California

Mellon Bank Corporation,
Pittsburgh, Pennsylvania

Morrill Bancshares, Inc.,
Sabetha, Kansas

Morrill & Janes Bancshares, Inc.,
Hiawatha, Kansas

New London Bancshares, Inc.,
New London, Missouri

Onaga Bancshares, Inc.,
Onaga, Kansas

Second Bancorp,
Warren, Ohio

Sherburn Bancshares, Inc.,
Sherburn, Minnesota

TIB Financial Corporation,
Key Largo, Florida

United Overseas Bank Limited,
Singapore

Westdeutsche Landesbank
Girozentrale,
Duesseldorf, Federal Republic of
Germany

Reno, Nevada

FBC Financial Corporation,
Claremore, Oklahoma

Midwest Data Services, Inc.,
La Crosse, Wisconsin

FBC Financial Corporation,
Claremore, Oklahoma

Northern Hills Insurance, LLC.
Belle Fourche, South Dakota

First Houston Financial Services, Inc.,
d.b.a., Altair Corporation,
Houston, Texas

Russell Mellon Analytical Services,
LLC,
Tacoma, Washington

FBC Financial Corporation,
Claremore, Oklahoma

FBC Financial Corporation,
Claremore, Oklahoma

To engage in general insurance agency
activities

FBC Financial Corporation,
Claremore, Oklahoma

Trumbull Financial Corporation,
Warren, Ohio

To engage de novo in the nonbank
activity of making loans and buying
overlines

TIB Software and Services, Inc.,
Key Largo, Florida

ERAS Joint Venture,
Miami, Florida

UOB Global Capital LLC,
Delaware

TeamCo Management Co., LLC,
Delaware

WestLB Securities Americas Inc.,
New York, New York

Kansas City
Minneapolis
Kansas City,
Minneapolis

San Francisco

Cleveland

Kansas City
Kansas City
St. Louis
Kansas City
Cleveland

Minneapolis

Atlanta

New York

New York

October 16, 1998
September 30, 1998
October 16, 1998
October 19, 1998

October 5, 1998

October 19, 1998

October 16, 1998
October 16, 1998
October 15, 1998
October 16, 1998
October 7, 1998

October 2, 1998

October 7, 1998

October 22, 1998

October 1, 1998
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Section 4—Continued

Applicant(s) Nonbanking Activity/Company Reserve Bank Effective Date

WT Investments, Inc.
Wilmington, Delaware
Wilmington Trust Company,
Wilmington, Delaware

Wilmington Trust Corporation, Philadelphia September 25, 1998

Wilmington, Delaware

APPLICATIONS APPROVED UNDER BANK MERGER 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.

Applicant(s) Bank(s) Effective Date

AmSouth Bank,
Birmingham, Alabama
Capital City Bank Group, Inc.,
Tallahassee, Florida
Security Bank,

AmSouth Bank of Tennessee,
Chattanooga, Tennessee
First Union National Bank,
Charlotte, North Carolina
First State Bank,

October 22, 1998
October 20, 1998

October 26, 1998

Ralls, Texas

By Federal Reserve Banks

Petersburg, Texas

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

the Reserve Banks.

Applicant(s) Bank(s) Reserve Bank Effective Date

BancFirst, Kingfisher Bank & Trust Company, Kansas City October 7, 1998
Oklahoma City, Oklahoma Kingfisher, Oklahoma

Bank of Bentonville, State Bank of Noel, St. Louis October 9, 1998
Bentonville, Arkansas Noel, Missouri

Colonial Bank, InterWest Bank, Atlanta September 29, 1998
Montgomery, Alabama Reno, Nevada

Colonial Bank, Texas Bank & Trust, Atlanta October 15, 1998
Montgomery, Alabama Dallas, Texas

Comerica Barnk, Comerica Bank & Trust, Chicago October 19, 1998
Detroit, Michigan FS.B.,

Boca Raton, Florida

Farmers State Bank of West Eagle Valley Bank, N.A., Minneapolis October 21, 1998
Concord, St. Croix Falls, Wisconsin
West Concord, Minnesota

Mercantile Bank Midwest, The Rock Tsland Bank National Chicago October 2, 1998
Des Moines, lowa Association,

Bettendorf, Iowa

Mercantile Bank Midwest, First National Bank lowa, Chicago October 2, 1998
Des Moines, Iowa fowa City, fowa

People First Bank, City Bank, Kansas City October 8, 1998
Hennessey, Oklahoma Weatherford, Oklahoma

Republic Security Bank, Newberry Bank, Atlanta October 21, 1998

West Palm Beach, Florida

Newberry, Florida
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PENDING CASES INVOLVING THE BOARD OF GOVERNORS

This list of pending cases does not include suits against the
Federal Reserve Banks in which the Board of Governors is not
named a party.

Attornevs Against American Apartheid v. Board of Governors,
No. 98-1483 (D.C. Cir, filed October 21, 1998). Petition
for review of denial of reconsideration of a Board order
dated August 17, 1998. approving the merger of
NationsBank Corporation, Charlotte, North Carolina, and
BankAmerica. Corporation, San Francisco, California.

Independent Bankers Association of America v. Board of Gov-
ernors, No. 98-1482 (D.C. Cir,, filed October 21, 1998).
Petition for review of a Board order dated September 23,
1998, conditionally approving the applications of Travelers
Group, Inc., New York, New York, to become a bank
holding company by acquiring Citicorp, New York,
New York, and its bank and nonbank subsidiaries.

Jones v. Board of Governors, No. 98-30138 (5th Cir., filed
October 1, 1998). Appeal of district court dismissal of
complaint alleging violations of the Fair Housing Act.

Cunningham v. Board of Governors, No. 98-1459 (D.C. Cir.,
filed September 30, 1998). Petition for review of a Board
order dated September 23, 1998, conditionally approving
the applications of Travelers Group, Inc., New York,
New York, to become a bank holding company by acquir-
ing Citicorp, New York, New York, and its bank and
nonbank subsidiaries.

Wasserman v. Board of Governors. No. 98-CIV-6017
(S.D.NY,, filed August 24, 1998). Complaint alleging
wrongful failure to investigate activities of a bank. On
September 14, 1998, the Board filed its motion to dismiss
the complaint, and on October 14 the court dismissed the
action on plaintiff’s withdrawal of the complaint.

Pharaon v. Board of Governors, No. 98-103 (U.S. Supreme
Court, filed July 15, 1998). Petition for writ of certiorari
seeking review of the decision of the Court of Appeals for
the District of Columbia Circuit affirming the Board’s order
dated January 31, 1997, imposing civil money penalties and
an order of prohibition for violations of the Bank Holding
Company Act. On October 19, 1998, the Supreme Court
denied the writ.

Inner City Press/Community on the Move v. Board of Gover-
nors, No. 98-CIV-4608 (DLC) (S.D.N.Y., filed June 30,
1998). Freedom of Information Act case. On July 1, 1998,
the court denied plaintiff's motion for a temporary restrain-
ing order extending the public comment period on the
application by Travelers Group Inc. to acquire Citicorp. On
September 30, 1998, the court granted the Board’s motion
for summary judgment.

Clarkson v. Greenspan, No.98-5349 (D.C. Cir., filed July 29,
1998). Appeal of district court order granting Board’s mo-
tion for summary judgment in a Freedom of Information
Act case. On September 14, 1998, the Board filed a motion
for summary affirmance of the district court dismissal.

Board of Governors v. Carrasco, No. 98 Civ. 3474 (LAK)
(S.D.N.Y,, filed May 15, 1998). Action to freeze assets of
individual pending administrative adjudication of civil
money penalty assessment by the Board. On May 26. 1998,
the court issued a preliminary injunction restraining the
transfer or disposition of the individual’s assets and appoint-
ing the Federal Reserve Bank of New York as receiver for
those assets.

Board of Governors v. Pharaon, No. 98-6101 (2d Cir., filed
May 4, 1998). Appeal of partial denial of Board’s motion
for summary judgment in action to freeze assets of individ-
ual pending administrative adjudication of civil money pen-
alty assessment by the Board. On May 22, 1998, the appel-
lee filed a cross-appeal from the partial final judgment.

Research Triangle Institute v. Board of Governors, No. 97—
1719 (U.S. Supreme Court, filed April 28, 1998). Petition
for writ of certiorari to review dismissal by the United
States Court of Appeals for the Fourth Circuit of a contract
claim against the Board. On October 5, 1998, the Supreme
Court denied the writ.

Fenili v. Davidson, No. C-98-01568-CW (N.D. California,
filed April 17, 1998). Tort and constitutional claim arising
out of return of a check. On June 5, 1998, the Board filed its
motion to dismiss.

Wilkins v. Warren, No. 98—1320 (4th Cir., filed March 2,
1998). Appeal of District Court dismissal of action involv-
ing customer dispute with a bank. On June 10, 1998, the
court of appeals dismissed the appeal.

Logan v. Greenspan, No. 1:98CV00049 (D.D.C., filed Janu-
ary 9, 1998). Employment discrimination complaint.

Goldman v. Department of the Treasury, No. 1-97-CV-3798
(N.D. Ga,, filed December 23. 1997). Declaratory judgment
action challenging Federal Reserve notes as lawful money.
On March 2, 1998, the Board filed a motion to dismiss the
action.

Kerr v. Department of the Treasury, No. CV-S-97-01877-
DWH (S.D. Nev.,, filed December 22, 1997). Challenge to
income taxation and Federal Reserve notes. On Septem-
ber 3, 1998, a motion to dismiss was filed on behalf of all
federal defendants.

Allen v. Indiana Western Mortgage Corp., No. 97-7744 RJK
(C.D. Cal,, filed November 12, 1997). Customer dispute
with a bank. On March 23, 1998, the district court dis-
missed the action.

Patrick v. United States, No. 97-75564 (E.D. Mich., filed
November 7, 1997). Action for damages arising out of tax
dispute. On August 20, 1998, the district court dismissed
the action as to all defendants.

Patrick v. United States, No. 97-75017 (E.D. Mich., filed
September 30, 1997). Action for damages arising out of tax
dispute. On August 20, 1998, the district court dismissed
the action as to all defendants.

Artis v. Greenspan, No. 97-5235 (D.C. Cir., filed Septem-
ber 19, 1997). Appeal of district court order dismissing
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employment discrimination class action. On October 20,
1998, the court of appeals affirmed the dismissal.

Towe v. Board of Governors, No. 97-71143 (9th Cir., filed
September 15, 1997). Petition for review of a Board order
dated August 18, 1997, prohibiting Edward Towe and
Thomas E. Towe from further participation in the banking
industry.

In re: Subpoena Duces Tecum Served on the Office of the
Comptroller of the Currency, No. 97-5229 (D.C. Cir, filed
September 12, 1997). Appeal of district court order denying
motion to compel production of pre-decisional supervisory
documents and testimony sought in connection with an
action by Bank of New England Corporation’s trustee in
bankruptcy against the Federal Deposit Insurance Corpora-
tion. On June 26, 1998, the court of appeals reversed and
remanded the case to the district court. On August 10, 1998,
the Board filed a petition for rehearing and suggestion for
rehearing in banc. On October 6, 1998, the court amended
its opinion and denied the petition.

Bettersworth v. Board of Governors, No. 97-CA-624 (W.D.
Tex., filed August 21, 1997). Privacy Act case.

Greeff v. Board of Governors, No. 97-1976 (4th Cir., filed
June 17, 1997). Petition for review of a Board order dated
May 19, 1997, approving the application by Allied Irish
Banks, plc, Dublin, Ireland, and First Maryland Bancorp,
Baltimore, Maryland, to acquire Dauphin Deposit Corpora-
tion, Harrisburg, Pennsylvania. and thereby acquire Dau-

phin’s banking and nonbanking subsidiaries. On August 14,
1998, the court of appeals denied the petition.

FINAL ENFORCEMENT ORDERS ISSUED BY THE
BOARD OF GOVERNORS

Jerome C. Bechstein
Perrysburg, Ohio

The Federal Reserve Board announced on October 15,
1998, the issuance of an Order of Prohibition against
Jerome C. Bechstein, the former President, Chief Execu-
tive Officer, and a Director of the former Towne Bank,
Perrysburg, Ohio, and the bank’s former bank holding
company, Towne Bancorp, Inc.

Lois A. Brigham
Perrysburg, Ohio

The Federal Reserve Board announced on October 15,
1998, the issuance of an Order of Prohibition against Lois
A, Brigham, the former Senior Vice President and a Direc-
tor of the former Towne Bank, Perrysburg, Ohio, and the
bank’s former bank holding company, Towne Bancorp,
Inc.
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Guide to Tabular Presentation

SYMBOLS AND ABBREVIATIONS

c Corrected

e Estimated

n.a Not available

p Preliminary

r 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

BN Cell not applicable

ATS Automatic transfer service

BIF Bank insurance fund

CD Certificate of deposit

CMO Collateralized mortgage obligation

CRA Community Reinvestment Act of 1977

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

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 outflow.

“U.S. government securities” may include guaranteed issues
of US. government agencies (the flow of funds figures also

G-10
GNMA
GDP
HUD

IMF

IPCs
IRA
MMDA
MSA
NOW
OCD
OPEC
OTS
PMI

REIT
REMIC

RTC
SCO
SDR
SIC
VA

Group of Ten

Government National Mortgage Association

Gross domestic product

Department of Housing and Urban
Development

I[nternational Monetary Fund

Interest only

Individuals, partnerships, and corporations

Individual retirement account

Money market deposit account

Metropolitan statistical area

Negotiable order of withdrawal

Other checkable deposit

Organization of Petroleum Exporting Countries

Office of Thrift Supervision

Private mortgage insurance

Principal only

Real estate investment trust

Real estate mortgage investment conduit

Repurchase agreement

Resolution Trust Corporation

Securitized credit obligation

Special drawing right

Standard Industrial Classification

Department of Veterans Affairs

include not fully guaranteed issues) as well as direct obliga-
tions of the Treasury.

“State and local government” also includes 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’

1997 1998 1998
Monetary or credit aggregate
Q4 Qi Q2 Q3 May June July Aug Sept.
Reserves of depository institutions*
I Total........... -2.8' -1.9 -74 -9.6 -53 ~15.3 49 =109
2 Required -5.6 -1.8 -9.0 ~-47 —18.1 —-88 1.0' —l16.1
3 Nonborrowed -8 -6 -83 -7 -79 —155 4.6 —10.5
4 Monetary bage” . 79 69 69 4.7 6.2 5.0 89 s
9 3.0 2 -2.7 -33 -3.6 -32 -36 34
7.0 8.0 7.5 6.7 3.0 5.3 4.7 83 15.6
10.0 1.0 10.3" 7.0 7.4° 6.8" 1.3 1.5 15.1
9.2 12.8° 8.0' n.a. 4.0 7.2! -5 9.3 na.
6.0 6.2 6.2' n.a. 6.0' 5.5 5.8° 59 fn.a.
2 93 98 10.1 10.0 52 8.4 745 124 19.7
TInM3only® .o e 19.5 20.3 18.8" 8.0 20.4' 10.9° ~3.6° 209' 13.8
Time and savings deposits
Commercial banks
12 Savings, including MMDAS. ... ... 16.3 13.6 14.3 13.9 4 10.9 16.8 14.9 21.5
13 Small time; 45 1.5 -0 K ~4.4 1.0 o 5.6° 15
14 Large time ki 99 19.5 18.0 -24 154 16.8" ~-30.2" 11.5° -1.6
Thrift institutions
15 Savings, including MMDAs 14 76 11.6 6.9 16.3 3.6 8.2 2.7 8.1
16 Smatttime, ........... -3.1 -4 —5.6 —-49 —32 ~1.1 -5.3 -2 1.1
17 Large time® ... e 5.4 144 -8 -4.0 ~20.5 13.9 -9.6 -8.3" 28
Money market murual finds
18 Retail . . . 15.1 19.3 21.7 218 20.1 20.8 55 33.1 483
19 Institution-only .. .......... 22.0 189 36.5 216 38.7 287 ~353 36.5 384
Repurchase agreements and Eurodollars
20 Repurchase agrcements' 395 34.1 14.5 10.3 7.9 —32.6 17.9 32.5 321
21 Eurodollars™ .. ... ... 24.3 7.6° -7.7 99 357" 13.9° 17.27 4.2' -337
Debt campnﬂents4
22 Federal .. ... ..o e 4 0 ~-14 na. -4.0 -9 -9 -8 n.a.
23 Nonfederal. . ..o e e e 7.9 8.3 8.7 na. 9.3" 7.6 79 80 n.a.

1. Unless otherwise noted, rates of change are calculated from average amounts outstand-
ing during preceding month or quarter.

2. Figures incorporate adjustments for discontinuities, or “breaks,” associated with
regulatory changes in reserve requirements. (See also table 1.20.)

3. The seasonally adjusted, break-adjusted monetary base consists of (1) seasonally
adjusted, break-adjusted 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 and Vault Cash’ and for all weekly reporters whose
vault cash exceeds their required reserves) the seasonally adjusted, break-adjusted difference
between current vault cash and the amount apphed to satisfy current reserve requirements.

4. Composition of the money stock measures and debt is as follows:

M1 (1) currency outside the U.S. Treasury, Federal Reserve Banks, and the vaults of
depository mstitutions, (2) travelers checks of nonbank issuers, (3) demand deposits at all
commercial banks other than those owed to depository institutions, the U.S. government, and
foreign banks and official institutions, less cash items in the process of collection and Federal
Reserve float, and (4) other checkable deposits (OCDs), consisting of negotiable order of
withdrawal (NOW) and automatic transfer service (ATS) accounts at depository institutions,
credit union share draft accounts, and demand deposits at thrift nstitutions. Seasonally
adjusted M1 is computed by summing currency, travelers checks, demand deposits. and
OCDs, each seasonally adjusted separately.

M2 M1 plus (1) savings (including MMDAGs), (2) small-denomination time deposits (time
deposits—inctuding retail RPs—in amounts of less than $100,000), and (3) balances in retail
money market mutual funds (money funds with minimum 1nitial investments of less than
$50,000). Excludes individual retirement accounts (IRAs) and Keogh balances at depository
instituions and money market funds. Seasonally adjusted M2 is calculated by summing
savings deposits, smail-denomination nme deposits, and retail money fund balances, each
seasonally adjusted separately, and adding this result to seasonally adjusted M1.

M3: M2 plus (1) large-denomination time deposits (in amounts of $100,000 or more), (2)
balances in nstitutional money funds (money funds with minimum nitial investments of
$50,000 or more), (3) RP liabilities (overnight and term) issued by all depository institutions,
and (4) Eurodollars (overnight and term) held by U.S. residents at foreign branches of U.S.
banks worldwide and at all banking offices in the United Kingdom and Canada. Excludes

amounts held by depository mstitutions, the U.S government, money market funds, and
foreign banks and official institutions. Seasonally adjusted M3 is calculated by summing large
ume deposits, institutional money fund balances, RP habilities, and Eurodollars, each
seasonally adjusted separately. and adding this result to seasonally adjusted M2.

L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term Treasury
securities, commercial paper, and bankers acceptances, net of money market fund holdings of
these assets. Seasonally adjusted L is computed by summing U.S. savings bonds. shart-term
Treasury securities, commercial paper, and bankers acceptances, each seasonally adjusted
separately, and then adding this result to M3.

Debt The debt aggregate is the outstanding credit market debt of the domestic nonfinancial
sectors—the federal sector (.S government. not ncluding government-sponsored enter-
prises or federally related morigage pools) and the nonfederal sectors (state and local
governments, households and nonprofit organizations. nonfinancial corporate and nonfarm
noncorporate businesses, and farms). Nonfederal debt consists of mortgages, tax-exempt and
corporate bonds, consumer credit, bank loans, commercial paper, and other loans. The data,
which are derived from the Federal Reserve Board’s flow of funds accounts, are break-
adjusted (that is, discontinuities in the data have been smoothed into the scries) and
month-averaged (that is, the data have been derived by averaging adjacent month-end levels).

5. Sum of (1) savings deposits (including MMDAGs), (2) small time deposits, and (3) retail
money fund balances. each seasonally adjusted separately.

6. Sum of (1) large time deposits. (2) institutional money fund balances, (3) RP Labilities
{overmight and term) sssued by depository institutions. and (4) Eurodoliars (overnight and
term) of U.S. addressecs, each seasonally adjusted scparately.

7. Small time deposits—including retail RPs—are those 1ssued in amounts of less than
$100,000. All IRA and Keogh account balances at commercial banks and thrift institutions
are subtracted from small time deposits.

8. Large time deposits are those issued in amounts of $100.000 or more, excluding those
booked at international banking facilities.

9. Large time deposits at commercial banks less those held by money market funds,
depository institutions, the U.S. government, and foreign banks and official institutions.

10. Includes both overmght and term.
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1.11 RESERVES OF DEPOSITORY INSTITUTIONS AND RESERVE BANK CREDIT'

Millions of dollars

dﬁ;’lin;lggeu?gs Average of daily figures for week ending on date indicated
Factor 1998 1998
July Aug. Sept. Aug. 19 Aug. 26 Sept. 2 Sept. 9 Sept. 16 Sept. 23 Sept. 30
SUPPLYING RESERVE FUNDS
1 Reserve Bank credit outstandijng ............... 479,603 481,257 486,639 479,828 480,993 483,827 486.271 486.799 486.081 487,908
U.S. government securities
2 Bought outright—System account’. ... ...... 440,572 441,902 444,223 441,783 442,278 442,322 443,535 442,785 444 810 446,239
3 Held under repurchase agreements ......... 4,662 3,072 6,303 1.949 2,812 5,050 6,150 8,038 5.675 5.441
Federal agency obligations
4 Bought outright ........................ 526 469 417 451 451 451 451 403 403 403
5 Held under repurchase agreements . . 838 3,013 1,923 2,932 3,638 3425 2,959 1.729 1.521 1.170
6 ACCEPIANCES . vvvriieniennee s 0 0 0 0 0 0 0 0 0 0
Loans to depository institutions
7 Adjustmentcredit ... ... L 55 27 56 45 4 12 63 27 11 138
8 Seasonal credit. . . . . e 215 247 177 256 254 234 184 167 174 172
9 Extended credit . e 0 0 0 0 4] 0 0 0 0 0
10 Float . .................. e e 377 414 622 343 421 604 379 530 678 797
L1 Other Federal Reserve assets 32,358 32,113 32918 32,069 31.135 31.729 32,549 33,120 32,808 33,549
12 Gold stock ... 11,047 11,045 11,045 11,044 11,044 11,046 11,046 11,045 11.045 11,045
13 Special drawing rights certificate account . . 9,200 9,200 9,200 9,200 9,200 9,200 9,200 9,200 9,200 9.200
14 Treasury currency outstanding ................. 25,855 25,888 25.948 25,888 25,902 25916 25,930 25,944 25,958 25972
ABSORBING RESERVE FUNDS
15 Currency mcrrculation ..., . . . ... 485,999 487,890 492,780 488,159 487,775 488,715 492425 493787 492,395 492771
16 Treasury cash holdings ...................... 188 120 93 132 93 94 92 92 94 93
Deposits, other than reserve balances, with
Federal Reserve Banks
17 TIASUTY .ttt i 5,430 5,130 6,296 5.450 4,905 5,400 5,396 5,869 7.144 6,989
18 Foreign .............. ...l .. 170 167 176 164 167 166 162 175 165 201
19 Service-related balances and adjustments ...... 6919 6,979 6,911 6,860 7,167" 6,870 6,875 6,827 6,946 7,009
200 Other ... it 277 347 360 354 373 365 358 358 370 353
21 Other Federal Reserve liabilities and capital ..... 16,832 16,922 17,160 16,846 17,077 17,135 17.251 16,998 17,168 17.206
22 Reserve balances with Federal Reserve Banks® . .. 9,891 9.836 9,057 7.996 9,582" 11,244 9.488 8.881 8,002 9.503
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 FUNDS
I Reserve Bank credit outstanding .. . .......... 482,030 487,877 496,372 478,560 488,228 483,254 494,426 486.641 491,427 496,372
U.S government securities
2 Bought outright—System account® ........ 440,612 442,135 446,047 442,059 441 355 441,976 443,499 442,835 445,804 446,047
3 Held under repurchase agreements ........ 7.266 7,942 12,135 1,986 9272 5,110 10,965 9,106 8,630 12,138
Federal agency obligations
4 Bought outright ........................ 526 451 403 451 451 451 451 403 403 403
5 Held under repurchase agreements - 760 3,566 2,099 3,148 4,964 3,076 4,104 795 2,075 2,099
6 ACCEPLANCES . ..t v e et cat i iaennnennens 0 0 0 0 0 0 0 0 0 0
Loans to depository institutions
7 Adjustment credit .......... ... 2 66 896 0 1 4 4 31 9 896
8 Seasonal credit cee 239 226 159 261 259 217 182 173 177 159
9 Extended credit . . . 0 0 0 0 0 0 0 0 0 Q
10 —267 973" -1.229 220 271 668 1,776 142 836 -1.229
11 32,893 32518 35,862 30435 31,656 31,753 33446 33.157 33,495 35.862
12 Gold stock ... ... oo il 11,046 11,046 11.044 11,042 11,046 11,046 11,044 11.045 11,045 11,044
13 Special drawing rights certificate account . A 9,200 9,200 9,200 9,200 9,200 9,200 9,200 9.200 9,200 9,200
14 Treasury currency outstanding ................. 25,860 25916 25972 25,888 25,902 25916 25,930 25944 25958 25972
ABSORBING RESERVE FUNDS
15 Currency in circulation 486.038 488,577 494,221 488,912 489,033 491,008 494,609 493.960 493325 494,221
16 Treasury cash holdings 141 94 92 93 94 92 92 94 93 92
Deposits, other than reserve balances, with
Federal Reserve Banks
17 Treasury ......... . . . ... . 4.648 6,704 4,952 4,372 4,331 5.372 4,940 6.265 7.508 4952
18 Foreign ............... o0 . ce 161 162 347 160 162 191 171 163 166 347
19 Service-related balances and adjustments .. ... 6,976 6,870 7,009 6.860 7.167" 6,870 6,875 6,827 6.946 7,009
200 Other .......... ... .. ... i . 264 332 349 378 365 362 354 357 388 349
21 Other Federal Reserve liabilities and capital .. ... 16,830 17,420 17,654 16,560 16,899 16,990 16,832 16,734 16,952 17,654
22 Reserve balances with Federal Reserve Banks® . . 13,078 13,881 17,965 7,355 16,323" 8,531 16,728 8.430 12,253 17,965
1. Amounts of cash held as reserves are shown in table 1.12, line 2. 3. Includes compensation that adjusts for the eflects of inflation on the principal of
2. Includes securities loaned—fully guaranteed by U.S. governmem securities pledged inflation-indexed securities.
with Federal Reserve Banks—and excludes securities sold and scheduled to be bought back 4. Excludes required clearing balances and adjustments to compensate for float

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 1995 1996 1997 1998
Dec. Dec Dec Mar. Apr. May June July Aug.” Sept.

1 Reserve balances with Reserve Banks?. 20,440 13,395 10,673 10,138" 11,053 9,646 9,668 9.646 9,682 9,285

2 Total vault cash®. .. .............. 42281 44,525 44,707 41,598 41,215 41,482 42,635 42,035° 42,121 42,579
3 Applied vault cash’ 37460 37,848 37,206 35370 35423 35,159 35,427 34954 35,025 34910
4 Surplus vault cash’. 4.821 6,678 B 6,228 5792 6,323 7,208 7,081° 7.095 7.669
S Total reserves® . ... 57.900 51,242 47.880 45.507° 46,475 44,805 45.095 44,600 44,707 44,195
6  Required reserves. ... 56,622 49,819 46.196 44,193 45,131 43,655 43475 43,235 43,194 42,509
7 Excess reserve balances at Res: 1,278 1.423° 1,683 1.314° 1,345 1.150 1.620 [.365 1513 1.686
8 Total borrowings at Reserve Banks® 257 155 324 4 72 153 251 258 271 251
9 Seasonal borrowings .. .... . 40 68 v 22 41 94 159 215 242 178
10 Extended credit”................. .. 0 0 0 0 0 0 0 0 0 0

Biweekly averages of daily figures for two week periods ending on dates indicated
1998

June 3 June 17 July 1 July 15 July 29 Aug. 12 Aug. 26 Sept. 9' Sept. 23 Oct. 7

| Reserve balances with Reserve Banks? 9,898 9.339" 9,969 10,225 8,933 10,428 8,800" 10,363 8,439 9,593

2 Total vault cash”. .............. 41,277 43,592 41,919 42,101 41,984 41.984° 42,355" 41,793 42900 42,948

3 Applied vault cash® 34,969 35,867 35,060 35,102 34770 35,157 35,024 34.712 35.039 34.906

4 Surplus vault cash® 6,307 7,725 6,859 6.999 7.214 6,827° 7,330 7.081 7.862 8,042

5 Total reserves® . ... ..ottt 44,867 45,206 45,029 45,326 43,703 45,585 43,8247 45,075 43477 44,501

6  Requiredreserves............ ... ... ..., ... 43,597 43,676 43,232 43,999 42,341 44,147 42,392 43,153 42093 42,515

7 Excess reserve balances at Reserve Banks’ . 1.270 1,530 1,797 1,327° 1,362 1.437 1,431 1,922 1,384 1,985

8 Total borrowings at Reserve Banks™. . . o 178 236 285 198 314 27 280 247 190 379

9 Seasonal borrowings .. ..., ... P 123 145 184 196 31 241 255 209 171 152

10 Extended credit®............. .. L 0 0 0 0 0 0 0 0 0 0

1 Data in this table also appear in the Board's H.3 (502) weekly statistical release. For
ordering address, see inside front cover. Data are not break-adjusted or seasonally adjusted.

2. Excludes required clearing balances and adjustments to compensate for float and
includes other off-balance-sheet “as-of”” adjustments.

3. Total “lagged” vault cash held by depository mstitutions subject to reserve
requirements. Dates refer to the maintenance periods during which the vault cash may be used
10 satisfy reserve requirements. The maintenance pertod for weekly reporters ends sixteen
days after the lagged computation period during which the vault cash is held. Before Nov. 25,
1992, the maintenance period ended thirty days after the lagged computation period.

4. All vault cash held during the lagged computation period by “bound” institutions (that
1s, 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.

5. Total vault cash (line 2) less applied vault cash (line 3).

6. Reserve balances with Federal Reserve Banks (line 1) plus applied vault cash
(fne 3)

7. Total 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 conditions estab-
lished 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
with traditional short-term adjustment credit, the money market effect of extended credit is
similar to that of nonborrowed reserves.



1.14 FEDERAL RESERVE BANK INTEREST RATES

Percent per year

Policy Instruments A7

Current and previous levels

Adjustment credit' Seasonal credit? Extended credit®
Federal Reserve
Bank On On On
11/27/98 Effective date Previous rate 11/27/98 Effective date Previous rate 11/27/98 Effective date Previous rate
Boston .......... 4.50 11/18/98 4.75 5.05 11/19/98 5.15 5.55 11/19/98 3.65
New York........ 11/17/98
Philadelphia . . 11/17/98
Cleveland . . . . 11/19/98
Richmond . ..... 11/18/98
Atlanta .......... 11/18/98
Chicago ......... 11/19/98
St. Louis 11/19/98
Minneapolis . . 11/19/98
Kansas City |, 11/18/98
Dallas....... .. 11/17/98
San Francisco . ... 4.50 11/17/98 4.75 5.05 11/19/98 515 5.55 11/19/98 5.65
Range of rates for adjustment credit in recent years"
Range (or | FR. Bank Range (or | FR. Bank Range (or | ER. Bank
Effective date level)—All of Effective date level)}—All of Effective date level)—All of
F.R. Banks N.Y. ER. Banks N.Y. F.R. Banks N.Y.
In effect Dec. 31,1977 ......... 6 6 1981-—Nov. 13-14 13 1988—Aug. 9 . . 6-6.5 6.5
13 13 | I 6.5 6.5
1978—1Jan. 6-6.5 6.5 Dec 12 12
6.5 6.5 1989—Feb. 24 ..... . ....... 6.5-7 7
May 6.5-7 7 1982—July 11.5-12 11.5 27 7 7
7 7 2 115 11.5
July 7-1.25 7.25 Aug. 11-11.5 11 1990—Dec. 19 ............... 6.5 6.5
7.25 7.25 1 11
Aug. 7.75 7.75 10.5 10.5 1991—Feb. 6-6.5 6
Sept. 8 8 10-10.5 10 6 6
Oct. 8-8.5 8.5 10 10 Apr. 5.5-6 5.5
85 8.5 Oct 9.5-10 9.5 May 5.5 3.5
Nov, 85-9.5 9.5 9.5 9.5 Sept. 13 ... ... ..., 5-5.5 5
9.5 9.5 Nov. 9-9.5 9 5 5
9 9 4.5-5 4.5
1979—Tuly 10 10 Dec 8.5-9 9 45 45
Aug. 10-10.5 10.5 8.5-9 85 3.5-45 35
10.5 10.5 85 8.5 3.5 35
Sept. 10.5-11 1
11 11 8.5-9 9 1992—July 2 ... 3-35 3
Oct. 11-12 12 9 9 T 3 3
12 12 8.5-9 8.5
8.5 8.5 1994—May 17 .. ............ 335 35
1980—Feb, 12-13 13 8 8 1 3.3 35
13 13 Aug. 3.5-4 4
May 12-13 13 1985—May 20 ............... 7.5-8 7.5 4 4
12 12 24 . 7.5 7.5 Nov. 4-4.75 4.75
June 13 ......... ... 11-12 11 4.75 4.75
11 11 1986—Mar. 7-15 7
July 10-11 10 7 7 1995—Feb. 1 ............... 4.75-5.25 5.25
10 10 Apr. 6.5-7 6.5 9 525 5.25
Sept. 11 11 6.5 6.5
Nov. 12 12 July 6 6 1996—Jan. 31 .... 5.00-5.25 5.00
Dec. 12-13 13 Aug. 55-6 5.5 Feb. 5.... 5.00 5.00
13 13 55 55
1981—May 13-14 14 1998—Qct. 15 .. . ... ... 4.75-5.00 4.75
4 14 1987—Sept. 4........... 5.5-6 6 Oct. 16 ... ool 4.75 4.5
1 6 6
1998—Nov. 17.......... ..... 4.504.75 4.50
Nov.19........ ....... 4.50 4.50
In effect Nov. 27, 1998 . ... .. 4.50 4.50

1. Available on a short-term basis to help depository institutions meet temporary needs for
funds that cannot be met through reasonable alternative sources. The highest rate established
for loans 10 depository institutions may be charged on adjustment credit loans of unusual size
that result from a major operating problem at the borrower’s facility.

2. Available to help relatively small depository institutions meet regular seasonal needs for
funds that arise from a clear pattern of intrayearly movements in their deposits and loans and
that cannot be met through special industry lenders. The discount rate on seasonal credit takes
into account rates charged by market sources of funds and ordinanly is reestablished on the
first business day of each two-week reserve maintenance period; however, it is never less than
the discount rate applicable to adjustment credit.

3. May be made available to depository institutions when similar assistance is not
reasonably available from other sources. including special industry lenders. Such credit may
be provided when exceptional circumstances (including sustained deposit drains, impaired
access 10 money market funds, or sudden deterioration in loan repayment performance) or
practices involve only a particular institution, or to meet the needs of institutions experiencing
difficulties adjusting to changing market conditions over a longer period (particularly at times
of deposit disintermediation). The discount rate applicable to adjustment credit ordinarity is
charged on extended-credit loans outstanding less than thirty days, however, at the discretion

of the Federal Reserve Bank. this time period may be shortened. Beyond this initial period, a
flexible rate somewhat above rates charged 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 discount rate apphcable to adjustment credit plus S0 basis
oints.
F 4. For earlier data, see the following publications of the Board of Governors: Banking and
Manetary Statistics, 1914-1941. and 1941-1970; and the Annual Statistical Digest, [970—
1979.

In 1980 and 1981, the Federal Reserve applied a surcharge to short-term adjustment-credit
borrowings by institutions with deposits of $500 million or more that had borrowed in
successive weeks or in more than four weeks in a calendar quarter. A 3 percent surcharge was
in effect from Mar. 17, 1980. through May 7, 1980. 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 5, 1981. The surcharge was reduced to 3 percent effective Sept. 22, 1981,
and to 2 percent effective Oct. 12, 1981. As of Oct. 1. 1981, the formula for applying the
surcharge was changed from a calendar quarter to a moving thirteen-weck period. The
surcharge was eliminated on Nov. 17, 1981.
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1.15 RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS'

Requirement

Type of deposit R
Pel;;:emage of Effective date
leposits
NL’I lr(msac'tian a(’('ountxz
S0 MiION=347.8 MITON. . . ... oottt et 3 1/1/98
2 More than $47.8 million® . ... .. L 10 1/1/98
3 Nonpersonal time deposits®. . .. . .o.oviiiiit e 0 12/27/90
4 Eurocurrency Habilitics® . ... . ... L e 0 2127590

1. Required reserves must be held in the form of deposits with Federal Reserve Banks
or vault cash. Nonmember institutions may maintain reserve balances with a Federal
Reserve Bank indirectly, on a pass-through basis, with certain approved institutions. For
previous reserve requirements, see earlier editions of the Annual Report or the Federal
Reserve Bulletin. Under the Monetary Control Act of 1980, depository institutions
include commercial banks, mutual savings banks, savings and loan associations, credit
unions, agencies and branches of foreign banks. and Edge Act corporations.

2. Transaction accounts include all deposits against which the account holder is permitted
to make withdrawals by negotiable or transferable instruments, payment orders of with-
drawal. or telephone or preauthorized transfers for the purpose of making payments to third
persons or others. However. accounts subject to the rules that permit no more than six
preauthorized, automatic. or other transfers per month (of which no more than three may be
by check, draft. debit card, or similar order payable directly to third parties) are savings
deposits, not transaction accounts.

3. The Monetary Control Act of 1980 requires that the amount of transaction accounts
against which the 3 percent reserve requirement applies be modified annually by 80 percent of
the percentage change in transaction accounts held by all depository institutions, determined
as of June 30 of cach year. Effective with the reserve maintenance period beginning January 1.
1998, for depository institutions that report weekly, and with the period beginning January 135,
1998, for wistitutions that report quarterly, the amount was decreased from $49.3 million to
$47.8 million.

Under the Garn-St Germain Depository Institutions Act of 1982. the Board adjusts the
amount of reservable liabilities subject 1o a zero percent reserve requirement each year for the

succeeding calendar year by 80 percent of the percentage increase in the total reservable
liabilities of all depository institutions, measured on an annual basis as of June 30. No
corresponding adjustment is made in the event of a decrease. The exemption applies only to
accounts that would be subject to a 3 percent reserve requirement. Effective with the reserve
maintenance period beginning January 1, 1998, for depository institutions that report weekly,
and with the period beginning January 15, 1998, for institutions that report quarterly, the
exemption was raised from $4.4 million to $4.7 million.

4. The reserve requirement was reduced from 12 percent to (0 percent on
Apr. 2, 1992, for wnstitutions that report weekly. and on Apr 16, 1992, for institutions that
report quarterly.

5. For institutions that report weekly, the reserve requirement on nonpersonal ume deposits
with an original maturity of less than 12 years was reduced from 3 percent to 12 percent for
the maintenance period that began Dec. 13. 1990, and 1o zero for the maintenance peried that
began Dec. 27. 1990. For institutions that report quarterly, the reserve requirement on
nonpersonal time deposits with an original maturity of less than i /4 years was reduced from 3
percent to zero on Jan. 17, 1991.

The reserve requirement on nonpersonal time deposits with an original maturity of 1%
years or more has been zero since Oct. 6, 1983,

6 The reserve requirement on Eurocurrency liabilities was reduced from 3 percent to zero
in the same manner and on the <ame dates as the reserve requirement on nonpersonal time
deposits with an original maturity of less than 114 years (see note 5).
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1.17 FEDERAL RESERVE OPEN MARKET TRANSACTIONS'

Millions of dollars

1998
Type of transaction 1995 1996 1997
and maturity -
Feb. Mar. Apr. May June July Aug.
US. TREASURY SECUR(TIES:
Outright rransactions (excluding matched
fransuctions}
Treaswy ills
I Grosspurchases. . ........... . . . oo 10,932 9,901 9,147 0 ¢ 3,550 0 0 Q (]
2 Gross sales .. 0 0 0 0 0 0 0 0 0 0
3 Exchanges ... 405,296 426,928 436,257 35,495 34,025 46,802 35,190 32,830 40,312 34,607
4 For new bills . . o 405,296 426928 435,907 35,495 34,025 46,802 35,190 32,830 40,312 34,607
5 Redemptions ................. Loiieiiieian. 900 0 0 0 0 0 0 0 0 0
Others within one year
6 Grosspurchases................ 390 524 5,549 0 1,501 1,369 0 0 0 986
7 Gross sales. .. 0 0 0 0 0 0 0 0 0 0
8 Maturity shifts 43,574 30512 41,716 6,098 1,964 1.369 6,951 1.520 2,638 6,367
9 Exchanges —35407 —41,394 —27,499 -6.128 —5.736 -2.601 ~4,990 —5.084 —2,242 ~8.964
10 Redemptions 1,776 2.015 1,996 0 0 286 0 0 1,311 0
One 10 five years
11 Gross purchases. . ...... ..o o o iuien 5.366 3,898 19.680 0 2,262 2,993 [} 0 Q 535
12 Gross sules. . . . s Q 0 0 0 0 0 0 Q 0 0
13 Maturity shifts P .| 34646 —25.022 —37,987 —3213 —1,964 -4,369 —6,620 - 1,520 —2,638 —2.168
14 Exchanges .................... . ..ol 26,387 31,459 20,274 3,383 5,736 2,201 2,270 5.084 1.842 5.828
Five to ten years
15 Gross purchases. .. .o..veniniininnanans 1,432 1116 3,849 0 283 495 0 0 0 303
16 Gross sales. . 0 0 0 0 0 0 0 0 0 0
17 Maturity shifi R . -3,003 —5,469 -1,954 —2,884 0 0 —331 0 0 -3411
18  Exchamges ................ .. ... . . L. 7,220 6.666 5,215 1.420 0 0 2.720 0 0 1,364
More than ten years
19 Gross purchases............ . ... ooovvinenns 2529 1.655 5,897 0 743 0 0 0 0 1.769
20 Gross sales. . .. . 0 0 0 0 0 0 0 0 0 0
21 Matunty shufts . . S —2.253 -20 -1,775 (4] 4] 4] (] 0 0 —789
22 Exchanges ............... . 1,800 3,270 2,360 1,325 0 400 0 0 400 1772
All maturities
23 Gross purchases 20,649 17,094 44,122 0 4.789 8,407 0 0 0 3,593
24 Gross sales 0 0 0 0 0 0 0 0 0 0
25  Redemptions 2,676 2,015 1,996 0 0 286 0 0 1,311 0
Marched 1ransactions
26 Gross purchases. .....oo.oe o i 2,197.736 | 3,092,399 | 3,577,954 | 326813 364,307 254.756 367,934 369.358 373,285 346,245
27 Grosssales ... i o e e 2,202,030 | 3.094.769 | 3,580,274 | 326.235 364,537 354741 368,281 370,569 371,142 348,318
Repurchase agreements
28 Gross purchases .............ii0 o ceaieieaaon 331,694 457,568 810,485 33,428 40,211 59,548 7,722 57,098 52,116 39.078
29 Gross sales ... 328.497 450.359 809,268 30,583 37,010 50.663 20,456 41414 63.531 38,402
30 Net change in U.S. Treasury securities. . ............ 16,875 19.919 41,022 3423 7.760 17.021 —13081 14,473 —10,584 2,196
FEDERAL AGENCY OBLIGATIONS
Qutright transactions
31 Gross purchases 0 0 0 0 0 0 0 0 ] 0
32 Gross saley 0 0 0 0 0 0 0 0 0 25
33 Redemptions 1,003 409 1.540 1¢ 50 74 4] 25 0 50
Repurchase agreements
34 Gross purchases 36,851 75,354 160,409 9,615 17,685 13,547 1.575 14,548 11,236 33.431
35 Gross sales ..., 36,776 74,842 159.369 8,776 18,342 13,042 3,300 12,913 12,341 30,625
36 Net change in federal agency obligations ........... —928 103 —500 829 =707 431 -1,725 1,610 —1,105 2,731
37 Total net change in System Open Market Account . . . 15,948 20,021 40,522 4,252 7,053 17.452 —14,806 16,083 —11,689 4927
1. Sales, redemptions, and negative figures reduce holdings of the System Open Market 2. Transactions exclude changes 1n compensation for the effects of inflation on the pnncipal

Account: all other figures increase such holdings. of inflation-indexed securities.
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1.18 FEDERAL RESERVE BANKS Condition and Federal Reserve Note Statements!

Millions of dollars

Wednesday End of month
Account 1998 1998
Sept. 2 Sept. 9 Sept. 16 Sept. 23 Sept. 30 July 31 Aug. 31 Sept. 30
Consolidated condition statement
ASSETS —‘
1 Gold certificate aCCOUNL. .. .. .vvtvevn et inninnn 11,046 11,044 11,045 11,045 11,044 11,046 11.046 11,044
2 Special drawing rights certificate account . . 9,200 9,200 9.200 9,200 9,200 9,200 9,200 9,200
3 C0IN . e 410 397 395 412 417 435 423 417
Loans
4 To depository institutions . . .. 221 186 203 185 1,055 241 293 1,055
SOther (... .. 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 Bought outright e e 451 4514 403 403 403 526 451 403
8 Held under repurchase agreements. ........... .......... 3,076 4.104 795 2,075 2,099 760 3,566 2,099
9 Total U.S. Treasury securities. .. ....................... 447,086 454,464 451,941 454,434 458,182 447,878 450,077 458,182
10 Bought outright2 .................................... 441,976 443 499 442,835 445,804 446,047 440,612 442,135 446,047
11 Bills........ 197.174 198,696 198,032 196,851 195,864 199,407 197,334 195,864
12 Notes .. 178.827 178.827 174,828 182,977 184,186 178,887 178,826 184,186
13 Bonds..... . AN . . . .. 65,975 65.975 65.975 65,976 65,996 62,318 65,975 65.996
14 Held under repurchase agreements ...................... 5,110 10.965 9,106 8,630 12,135 7,266 7,942 12,135
15 Total loans and securities . ............................ 450,833 459,204 453,342 457,096 461,738 449,404 454,386 461,738
16 Items in process of collection. . ............ . ........... 8311 10,537 7,676 7,187 6,454 4,677 2,465 6,454
17 Bank premises .. ... L 1,293 1,296 1,297 1,297 1,265 1.289 1,293 1,295
Other assets
18 Denominated in foreign CUMTENCIES® . . oot 17,604 17,612 17,621 17,630 18,448 17,282 17,601 18,448
19 All other® ... ... 12,887 14,593 14,198 14,543 15,880 14,378 13,671 15.880
20 Total assets . . ... ... ..............iiil e 511,585 523,883 514,774 518,410 524,476 507,711 510,087 524,476
LIABILITIES
21 Federal ReServe notes .. .. ............ooouiuieonennann 465,594 469,168 468.505 467,872 468.759 460,754 463,179 468,759
22 Total deposits . .. ......... ... ... ... ...l 21,298 29,135 22,353 27,387 31,353 25,312 27,520 31,353
23 Depository inSUILoONs. . .. ... 15,373 23,670 15,567 19,325 25,706 20,239 20321 25,706
24 US. Treasury—General account. 5372 4,940 6,265 7,508 4,952 4,648 6,704 4,952
25 Foreign—Ofticial accounts . .. .. . . 191 171 163 166 347 161 162 347
26 Other ... ...t e 362 354 357 388 349 264 332 349
27 Deferred credit items. . ............ ot 7,702 8,748 7,182 6,200 6,711 4,816 1,968 6,711
28 Other liabilities and accrued dividends®. .................. 4.698 4,690 4,540 4,762 4,637 4,818 4,750 4,637
29 Total liabilities . ............ ... ... .. ... ... ... .. 499,292 511,741 502,580 506,220 511,460 495,699 497417 511,460
CAPITAL ACCOUNTS
30 Capital paid in........ ... Lol 5,865 5,945 5,950 5912 5910 5,822 5,866 5910
31 Surplus............ . 5,220 5.220 5,220 5,220 5,220 5,220 5,220 5,220
32 Other capital aCCOUNS . . . ... ..ottt 1,207 976 1,023 1,058 1,886 970 1,583 1,886
33 Total liabilities and capital accounts....... ... ......... 511,585 523,883 514,774 518,410 524476 507,711 510,087 524,476
MEMO
34 Marketable U.S. Treasury secunties held in custody for
foreign and international accounts ................... 566,887 562,649 553,835 558,948 564,692 595,603 573,571 564,692
Federal Reserve note statement
35 Federal Reserve notes outstanding (issued to Banks) . ....... 575,063 576.139 577,941 579,127 580,575 570,428 574,813 580,575
36  LESs: Held by Federal Reserve Banks .. 109,469 106.971 109,436 111,255 111,817 109,674 111,635 111,817
37  Federal Reserve notes, net ...............ouvuennnne.. 465,594 469,168 468,505 467,872 468,759 460,754 463,179 468,759
Collateral held against notes, net
38 Gold certificate account . ............. i 11,046 11,044 11,045 11,045 11,044 11,046 11,046 t1,044
39 Special drawing rights certificate account . . . 9,200 9.200 9,200 9.200 9,200 9,200 9,200 9.200
40 Other eligible assets .... ... ... ... .. . 0 0 0 0 0 ] 0 0
41 U.S. Treasury and agency securities. ..................... 445,348 448,924 448,260 447,626 448,515 440,508 442,932 448,515
42 Total collateral .. ............ ... ... ... ... ......... 465,594 469,168 468,505 467,872 468,759 460,754 463,179 468,759
1. Some of the data in this table also appear in the Board's H.4.1 (503) weekly statistical 3. Valued monthly at market exchange rates.
release. For ordering address, see inside front cover. 4 Includes special investment account at the Federal Reserve Bank of Chicago in Treasury
2. Includes securities loaned—fully guaranteed by U.S. Treasury securities pledged with bills maturing within ninety days.
Federal Reserve Banks—and includes compensation that adjusts for the effects of inflation on 5. Includes exchange-translation account reflecting the monthly revaluation at market
the principal of inflation-indexed securities. Excludes securities sold and scheduled to be exchange rates of foreign exchange commitments.

bought back under matched sale—purchase transactions.
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1.19 FEDERAL RESERVE BANKS Maturity Distribution of Loan and Security Holding
Millions of dollars

Wednesday End of month
Type of holding and maturity 1998 1998

Sept. 2 Sept. 9 Sept. 16 Sept. 23 Sept. 30 July 31 Aug, 31 Sept. 30
I Totaldoams. .. ......................o .. 221 186 203 185 1,055 241 293 233
2 Within fifteen daysl ............................... 60 46 189 173 973 107 176 155
3. Sixteen days to ninety days 161 140 15 12 82 134 117 78
4 Total U.S. Treasury securities’. ...................... 447,086 454,464 451,941 454,434 458,182 447,878 442,135 458,182
5 Within fifteen claysl ................................. 13,326 20,087 24,463 17,677 20,310 13,538 15,104 20,310
6 Sixteen days to ninety days . 93,050 93,576 92,841 92,715 90,644 98,052 92,231 90,644
7 Ninety-one days to one year. . 143,965 144,055 137.890 144,183 145,875 145,377 145,997 145875
8 One year 10 five years...... RN .. 101,535 101,535 101.535 104,646 105,789 96,711 101,535 105,789
9 Five years o ten years . e .. 41,276 41,276 41.276 41,276 41.628 43,018 41,276 41,628
10 More thanten years .............. ... ..ol 53,934 53,935 53.935 53,935 53936 51.181 53,935 53936
11 Total federal agency obligations . . ................. 3,527 4,555 1,198 2478 2,502 1,286 4,017 2,502
12 Within fifteen dz\ysl ............................... 3,124 4,152 795 2,075 2,099 810 3,614 2,099
13 Sixteen days to ninety days . . .. 5 5 50 50 50 48 5 50
14 Ninety-one days to one year. .. 120 120 75 75 75 114 120 75
15 One year 1o five years. .. ... L. .. 93 93 93 93 93 104 93 93
16 Five years o ten years . . . 185 185 185 185 185 185 185 185

17 More than ten years. ............ coveiniinninnenn.. na. na. na. n.a. n.a. 25 n.a. n.a.

1. Holdings under repurchase agreements are classified as maturing within fifteen days in 2. Includes compensation that adjusts for the effects of inflation on the principal of

accordance with maximum maturity of the agreements. nflation-indexed secunties.
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1.20 AGGREGATE RESERVES OF DEPOSITORY INSTITUTIONS AND MONETARY BASE!

Billions of dollars, averages of daily figures

1998
Ttem 1994 1995 1996 1997
Dec. Dec. Dec. Dec.
Feb. Mar. Apr. May June July Aug. Sept.
Seasonally adjusted

ADIJUSTED FOR "

CHANGES IN RESERVE REQUIREMENTS™
1 Total reserves®. .. ... e 59.41 56.40 50.08 46.67 45.72 46.05 45.96 45.59 45.39 44.81 45.00 44.59
2 Nonborrowed reserves® .. ... ......... 59.20 56.14 49.93 46.35 45.66 46,00 45.89 4544 45.14 44.56 4473 44.34
3 Nonborrowed reserves plus extended credit®. .. ............ 59.20 56.14 49.93 46.35 45.66 | 46.00" | 4589 4544 45.14 44.56 44.73 44,34
4 Required reserves ......... 58.24 55.12 48.66 44.99 4420 | 4473 44.61 44.44 43.77 4345 43.48 42.90
5 Monetary base” ....... ... ... 418.12 | 434.17 | 452.38 | 480.15 | 484.23 | 48586 | 487.20 | 489.10 | 491.63 | 493.67 | 497.31 | 502.09

Not seasonally adjusted
6 Total TESEIVES” . ... .. ittt 61.13 58.02 5152 4797 44.99 45.54" 46.53 44.87 45.17 44.69 44.81 44.31
7 Nonborrowed reserves. . 60.92 57.76 51.37 47.65 44.94 45.50 46.45 4471 44.92 44.43 44.54 44.06
8 Nonborrowed reserves plus extended credit® 60.92 5716 51.37 47.65 4494 | 4550 46.45 44.71 4492 44.43 44.54 44.06
9 Required reserves®. 59.96 56.74 50.10 46.29 43.47 4423 45.18 4372 4355 4332 | 43307 [ 42.63
10 Monetary base” ... 42251 | 439.03 | 456.72 | 485.11 | 481.35 | 484.00 | 48736 | 488.28 | 491.18 | 49532 { 497,49 500.98
NOT ADJUSTED FOR

CHANGES IN RESERVE REQUIREMENTS'"
11 Total reserves'! 61.34 57.90 51.24 47.88 44.97 45.51 46.48 44 81 45.10 44.60 44.71 44.20
12 Nonbomrowed reserves. .............. 61.13 57.64 51.09 47.56 44.92 4547 46.40 44.65 4484 44.34 44.44 43.94
13 Nonborrowed reserves plus extended credit 61.13 57.64 51.09 47.56 4492 | 4547 46.40 44.65 44.84 4434 | 44.44 43.94
14 Required reserves . .. 60.17 56.62 49.82 46,20 4345 | 4419 45.13 43.66 43.48 43.24 | 4319 42.51
15 Monetary base!?, 42725 | 44445 | 463.49 | 49192 | 488.41 |490.96 | 494.11 | 49495 | 497.93 | 502.17 | 504.39 | 507.79
16 Excess reserves' 1.17 1.28 1.42 1.68 1.52 131 1.35 1.15 1.62 1.37 L.51" 1.69
17 Borrowings from the Federal Reserve .21 26 16 32 .06 .04 07 a5 25 26 27 25

1. Latest monthly and biweekly figures are available from the Board’s H.3 (502) weekly
statistical release. Historical data starting in 1959 and estimates of the effect on required
reserves of changes in reserve requirements are available from the Money and Reserves
Projections Section, Division of Monetary Aftairs. Board of Governors of the Federal Reserve
System, Washington, DC 20551.

2. Figures reflect adjustments for discontinuities, or *‘breaks,” associated with regulatory
changes in reserve requirements. (See also table 1.10.)

3. Seasonally adjusted, break-adjusted total reserves equal seasonally adjusted, break-
adjusted required reserves (line 4) plus excess reserves (line 16).

4. Seasonally adjusted. break-adjusted nonborrowed reserves equal seasonally adjusied,
break-adjusted total reserves (line 1) less total borrowings of depository institutions from the
Federal Reserve (line 17).

5. Extended credit consists of borrowing at the discount window under the terms and
conditions established for the extended credit program to help depository institutions deal
with sustained liquidity pressures. Because there is not the same need to repay such
borrowing promptly as with traditional short-term adjustment credit, the money market effect
of extended credit is similar to that of nonborrowed reserves

6. The seasonally adjusted. break-adjusted monetary base consists of (1) seasonally
adjusted, break-adjusted 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 and Vault Cash™ and for all those weekly reporters
whose vault cash exceeds their required reserves) the seasonally adjusted, break-adjusted
difference between current vault cash and the amount applied to satisfy current reserve
requirements.

7. Break-adjusted total reserves equal break-adjusted required reserves (line 9) plus excess
reserves (line 16).

8. To adjust required reserves for discontinuities that are due to regulatory changes in
reserve requirements, a multiphicative procedure 13 used to estimate what required reserves
would have been in past perrods had current reserve requirements been n effect. Break-
adjusted required reserves include required rescrves against transactions deposits and nonper-
sonal time and savings deposits (but not reservable nondeposit liabilities).

9. The break-adjusted monetary base equals (1) break-adjusted total reserves (line 6), plus
(2) the (unadjusted) currency component of the money stock, plus (3) (for all quarterly
reporters on the “Report of Transaction Accounts. Other Deposits and Vault Cash” and for all
those weekly reporters whose vault cash exceeds their required reserves) the break-adjusted
difference berween current vaulr cash and the amouni applied to satisfy current reserve
requirements.

10. Reflects actual reserve requirements. including those on nondeposit liabilities, with no
adjustments to eliminate the effects of discontinuities associated with regulatory changes in
reserve requirements.

11. Reserve balances with Federal Reserve Banks plus vault cash used to satisfy reserve
requirements.

12. The monetary base, not break-adjusted and not seasonally adjusted, consists of (1} total
reserves (hne 11), plus (2) required clearing balances and adjustments to compensate for float
at Federal Reserve Banks. pius (3) the currency component of the money stock, plus (4) (for
all quarterly reporters on the “Report of Transaction Accounts, Other Deposits and Vault
Cash” and for all those weekly reporters whose vault cash exceeds their required reserves) the
difference between current vault cash and the amount applied to satisfy current reserve
requirements. Since the introduction of contemporaneous reserve requirements in February
1984, currency and vault cash figures have been measured over the computation periods
ending on Mondays.

13. Unadjusted total reserves (hne 1) less unadjusted required reserves (line 14).
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1.21 MONEY STOCK, LIQUID ASSETS, AND DEBT MEASURES'
Billions of dollars, averages of daily figures
1998
1994 1995 1996 1997
liem Dec. Dec. Dec. Dec.
June July Aug. Sept.
Seasonally adjusted
Measures®
1 1.150.7 1,128.7 1,082.8 1.076.0 10745 1.071.6 1.068.4 1.071.4
2 3.503.0 3,651.2 3.826.1 4,046.4 4.196.1 42127 4,242.0 4.297.1
3 4.333.6 4,595.6 4.931.1 5.376.8 5,645.9° 5,652.1° 5,706.5° 57784
4 5.315.8 5,702.3 6,083.6 6,611.3 6,927.8° 6,925.0° 6,978.9 n.a.
5 12,999.5 13.697.6 14,425.2 15,167.8 15,633.1" 15,708.4° 15,785.3 na
Mi components
6 Currency’ ... 3543 3724 394.9 425.5 438.2 441.2 4437 4495
7 Travelers checks® . ..... 8.5 8.9 8.6 8.2 78 77 78 79
8 Demand deposits® ., . . ., 384.0 391.0 403.6 397 383.1 3719 373.9° 373.1
9 Other checkable deposits® 403.9 3564 2759 245.2 2454 2447 243.1 241.0
AN[),‘II“L’I.\(I(‘I’.O” ('(:m[)nnenm
10 In M2° o 2,352.3 2,522.6 27432 29704 3,121.6 LML 3,173.6° 32256
WoinM3only™ oo 830.6 944.4 1,105.0 1,330.4 1,449.8' 1,439.4° 1.464.5° 1.481.3
Commercial banks
12 Savings deposits, mcludmg MMDAs ................... 752.6 775.0 904.8 1,020.9 1,088.4 1,103.6 1.117.3 1.1373
13 Small time deposits’ 503.2 575.8 594.5 625.7 623.5 623.5 626.4 627.2
14 Large time deposits'” 298.7 3454 413.2 487.5 536.0° 522.5° 527.5" 526.8
Thrift insntutions
t5 Savings deposits. |mludmg MMDAs ... ... 97.3 359.7 366.9 376.6 396.4 369.1 400.0 402.7
16 Small ume deposns 31422 357.2 3543 3439 3389 337.47 334.0 3343
17 Large ume deposits'” 64.7 742 78.0 85.4 87.5 363 86.27 86.4
Money market mutual funds
I8 Retail ... .. .. ... ... ... ... 385.0 4549 5228 603.2 674.3 677.4 696.1 724.1
19 Institution-only ........ ... 203.1 253.9 3103 376.2 432.1 430.2 4433 4575
Repurchase agreements gnd Eurodollars
20 Repurchase agreements'~ ........... ... 183.3 182.4 194.2 236.1 254.3 258.1 265.1° 272.2
21 Eurodollars’™ .. oo oo L 80.8 88.6 109.2 145.3 139.9° 1419 142.4" 138.4
Deht components
22 Federal debt . 3,4924 3,638.9 3,780.6 31,7984 37757 37729 3,770.3 na
23 Nonfederal debt 9.507.0 10,058.7 10.644.7 11,369 4 11,857.4' 11,935.5° 12,015.0 n.a.
Not seasonally adjusted
Measures®
MI .. 1,1524 1.104.9 1,097.6 1.073.8 1.072.5 1,067.1 1.068.2
3,672.0 3.845.4 4,065.3 41912 4213.2" 4.246.5 4.288.3
46152 49489 5.394.0 5.635.8 5,644.0" 5.707.6" 5,762.8
57328 6.111.6 6.636.7° 6,909.8" 6,910.3° 6.980.5 n.a.
13,699 | 14,4255 15,167.4 15,599.4° 15,660 4" 15,740.0 na.
29 Curremy 3575 376.2 3979 429.0 4383 442.6 4443 4482
30 Travelers check: 8.1 8.5 83 79 8.0 8.2 8.2 8.1
3] Demand deposits” .. .. .. 400.3 407.2 4199 413.0 3825 378.7 373.9° 3721
32 Other checkable deposits® ... ... i, 408.6 360.5 278.8 247.7 245.0 243.0 240.8 2397
Nontransartton LOm])Uﬂ(’lfA
3B InM2T e 2.349.0 2,519.6 2,740.5 2,967.8 3,117.4° 3,140.7 3,179.3" 32202
¥ IWmMIonlyt L 8297 943.2 1.103.5 1.328.6 1,444.6" 1.430.8" 1.461.2" 14744
Commercial banks
35 Savings deposits, lncludmg MMDAs . ................. 751.7 774.1 903.3 1,019.0 1,091.6 1,106.1 1,119.6 1,135.5
36 Small ime deposns .. 501.5 5738 592.7 624.1 623.9 624.2" 626.5 626.8
37 Large time deposits' 298.9 345.8 413.6 488.0 534.9 521.6° 527.6" 5292
Thrift institutions
38 Savings deposits, including MMDAs 396.8 359.2 366.4 3759 397.6 400.0 400.8° 402.1
39 Small time depmlts .......... . 3132 3559 353.2 343.0 339.1 3378 334.0 334.1
40 Large nme deposits!® L. 6.8 743 78.1 85.4 87.3 86.7 86.2 86.8
Money market mutual funds
41 Retail .. .. ... ... ... e 3859 456.4 524.8 605.8 665.2 672.6 698.4 721.6
42 Togtiwtion-only ...l o 204.6 255.8 312.7 378.9 424.5 425.3 441.1 4513
Repurchase agreements gnd Eurodollars
43 Repurchase BETERMENIS ™ ... ... 179.6 178.0 188.8 229.4 2594 258.4" 265.6 270.3
44 Eurodollars' ... 81.8 894 110.3 146.9 138.4" 138.8" 140.8" 136.8
Debt components
45 Federaldebt . .......... ... oo 3.499.0 3,645.9 37879 3.805.8 3.755.2 3,740.8 3,749.6 n.a.
46 Nonfederal debt  ............ . ... 9.503.1 10,0531 10,637.6 11,361.6 11.844.2° 11.919.6' 11.990.4 na.

Footnotes appear on 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 starting in 1959 are available from the Money and Reserves
Projections 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-

MI1: (1) currency outside the U.S. Treasury, Federal Reserve Banks, and the vaults of
depository nstitutions, (2) travelers checks of nonbank issuers, (3) demand deposits at all
commercial banks other than those owed 1o depository institutions, the U.S. government, and
foreign banks and official institutions, less cash items in the process of collection and Federal
Reserve float, and (4) other checkable deposits (OCDs), consisting of negotiable order of
withdrawal (NOW) and automatic transfer service (ATS) accounts at depository institutions,
credit union share draft accounts, and demand deposits at thrift institutions. Seasonally
adjusted M1 is computed by summing currency, travelers checks, demand deposits, and
OCDs, each seasonally adjusted separately.

M2: M1 plus (1) savings deposits (including MMDAs), (2) small-denomination time
deposits (time deposits—including retail RPs—in amounts of less than $100.000), and (3)
balances in retail money market mutual funds (money funds with minimum initial invest-
ments of less than $50.000). Excludes individual retirement accounts (IRAs) and Keogh
balances at depository instituttons and money market funds. Seasonally adjusted M2 is
calculated by summing savings deposits, small-denomination time deposits, and retail money
fund balances, each seasonally adjusted separately, and adding this result to seasonally
adjusted M1,

M3: M2 plus (1) large-denomination time deposits (in amounts of $100,000 or more)
1ssued by all depository institunions, (2) balances in mstitutional money funds (money funds
with minimum initial investments of $50,000 or more), (3) RP liabilities (overnight and term)
issued by all depository institutions. and {4) Eurodollars (overnight and term) held by U.S.
residents at foreign branches of U.S. banks worldwide and at all banking offices in the United
Kingdom and Canada. Excludes amounts held by depository institutions, the U.S. govern-
ment, money market funds, and foreign banks and official mstitutions. Seasonalty adyusted
M3 1s calculated by summing large time deposits, institutional money fund balances, RP
liabilities, and Eurodollars, cach seasonally adjusted separately, and adding this result to
seasonally adjusted M2,

L: M3 plus the nonbank public holdings of U.S. savings bonds, short-term Treasury
securities, commercial paper, and bankers acceptances, net of money market fund holdings of

these asscts. Seasonally adjusted L is computed by summing U.S. savings bonds. short-term
Treasury securities, commercial paper. and bankers acceptances. each seasonally adjusted
separately, and then adding this result to M3.

Debt: The debt aggregate is the outstanding credit market debt of the domestic nonfinancial
sectors—the federal sector (U.S. government, not including government-sponsored enter-
prises or federally related mortgage pools) and the nonfederal sectors (state and local
governments, households and nonprotit organizations, nonfinancral corporate and nonfarm
noncorporate businesses. and farms). Nonfederal debt consists of morigages, tax-exempt and
corporate bonds, consumer credit, bank loans. commercial paper, and other loans. The data,
which are derived from the Federal Reserve Board’s flow of funds accounts, are break-
adjusted (that is, discontinuities in the data have been smoothed into the series) and
month-averaged (that is, the data have been derived by averaging adjacent month-end levels).

3. Currency outside the U.S. Treasury, Federal Reserve Banks, and vaults of depository
mnstitutions,

4. Outstanding amount of U.S. dollar-denominated travelers checks of nonbank issuers.
Travelers checks issued by depository institutions are included in demand deposits.

5. Demand deposits at commercial banks and foreign-related institutions other than those
owed to depository institutions, the U.S. government, and foreign banks and ofticial institu-
tions, less cash items m the process of collection and Federal Reserve float.

6. Consists of NOW and ATS account balances at all depository institutions, credit union
share draft account balances, and demand deposits at thrift institutions.

7. Sum of (1) savings deposits (including MMDAGs), (2) small time deposits, and (3) retail
money fund balances.

8. Sum of (1) large time deposits. (2) instiutional money fund balances, (3) RP liabtlities
{overnight and term) issued by depository institutions, and (4) Eurodotlars (overmght and
term) of U.S. addressees.

9. Small time deposits—ncluding retail RPs—are those issued in amounts of less than
$100,000. All IRAs and Keogh accounts at commercial banks and thrft institutions are
subtracted tfrom small time deposits

10. Large nme deposis are those issued 1n amounts of $100,000 or more. excluding those
booked at international banking facilities.

1. Large time deposits at commercial banks less those held by money market funds,
depository institutions. the U.S. government. and foreign banks and official institutions.

12. Includes both overnight and term.
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1.26 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities'
A. All commercial banks

Billions of dollars

Monthly averages Wednesday figures
Account 1997 1998 1998
Sept. Mar. Apr. May June July Aug. Sept Sept. 9 Sept. 16 | Sept 23 | Sept 30

Seasonally adjusted

Assets
} Bankcredit ................. ..., 4,006.6 12229 42203 42487 4.2600 42781 43383 43944 43757 43874 43994 44189
2 Securities in bank credit ......... 10363 1.1296 1,108 11257 11199 11279 1,1533 11737 11685 1.167.2 11763 1,1842
3 U.S. government securities .. . . 7245 7820 766.1 7733 756.6 759.5 769.7 766.5 766.5 7558 766.0 774.2
4 Other securities ......... . ... 3118 3476 3436 3524 3632 368.5 383.6 407.2 4020 4114 4103 4099
5  Loans and leases in bank credit* ..| 29703 3.093.2 3,110.5 3,1230 3,140.1 3,150.1 3,185.0 3,220.6 32073 3,2203 32231 32347
6 Commercial and industrial ... ... 838.1 8727 8704 8786 8884 8939 901.5 912.8 9076 9152 916.5 913.1
7 Real estate .. 1,2146 1,264.6 1273.] 12749 1,2740 12754 12850 12859 1,280.8 1,287.1 1,282.5 12830
8 Revolving home equity .. . . 954 983 984 979 971 974 974 97.8 979 979 984 96.9
9 Other ..................... 1,1192 1,166.3 1,1747 1,176.9 1,1763 1,1780 1.187.6 1,188.1 1,191.9 1.189.2 1,1842 1,186.1
10 Consumer . P 5155 5021 505.5 505.9 5027 496.7 4M.3 497.3 4953 497.3 501.6 495.7
Lt Security! .. ........ .. 958 1169 1158 1209 127.7 131.1 1384 1443 1384 138.5 1413 1600
12 Other loans and leases 306.3 3370 3457 3428 3472 3530 3659 3804 376.2 3821 3812 3829
13 Interbank loans ........... 196.5 2183 2146 2022 2173 2136 208.1 2220 221.8 2136 2207 235.1
14 Cash assets® ... 2533 2759 268.8 250.7 2508 2437 2519 2528 267.7 24738 2424 2576
15 Other assets’ 2889 2958 308.8 3134 3133 3109 3120 3175 3171 3132 3137 3249
16 Total assets® .. ..... ... ...... ... 4.688.8 4,955.7 4,955.0 49574 49839 4,988.8 50534 51294 51255 5,105.0 51189 51785
Liabilities
17 Deposits ..o, 3,0480 3,198.8 32119 32055 32230 3.197.1 32288 32498 32588 32494 32294 32637
18  Transaction . ... 687.6 6983 696.6 6875 682.8 6670 667.6 6772 669.3 668.5 6669 7117
19 Nontransaction . 23604 2,500.5 25153 2,5180 2,540.2 2,530.1 25613 25727 2.589.4 2,5809 2,562.5 2,5520
20 Large time 612.6 6773 6745 6749 685.1 6674 6792 684.2 6864 687.3 686.0 676.1
21 Other .... .. . 17478 1,823.1 1,840.7 1.843.1 1.855.1 1,862.8 1,882.1 1.888.5 1903.0 1,893.6 1.876.5 1,8759
22 Borrowings ...... .. ... PO 7702 856.9 8707 861.8 857.3 856.8 861.6 889.6 £85.6 868.6 8834 922.6
23 From banks in the US. . o 2952 306.8 3059 2822 2876 2893 2939 3037 3088 298.1 2917 317.1
24  Fromothers ................ .. 4750 550.1 564.8 5796 569.7 567.5 567.7 5859 576.7 570.5 5917 605.6
25 Net due to related foreign offices . o 198.2 2054 179.8 1744 170.6 186.1 2011 2002 2032 2077 1999 1914
26 Other liabilities ................ ... 2680 296.1 2952 299.1 3082 3179 3254 3351 3330 3282 3369 3436
27 Total liabilities . ............ ... . .| 42844 4,557.2 4,557.6 4,540.7 4.559.1 4.558.0 4,617.0 4,674.7 4,680.5 4,6539 4,649.6 4,721.3
28 Residual (assets less liabilines)? ... 404.3 3986 3974 416.7 4248 430.8 436.5 454.7 4449 4512 469.4 457.2

Not seasonally adjusted

Assets
20 Bankcredit  ............. ..... 39989 42139 42254 4,2436 42614 4272.1 4.324.8 43814 43574 4,375.7 43816 44130
30 Securities in bank credit .... .... 10278 1,131.4 11209 1,1304 1,1229 1,122.3 1,144.8 1.161.7 1,159.6 1,152.1 1,1609 1,173.0
3i U.S. government securities ... .. 7205 7853 7745 7719 759.1 755.6 7649 7614 762.8 7509 759.6 768.1
32 Other securities .. 3074 346.1 3465 3525 3638 366.7 3799 400.3 396.9 401.2 401.3 404.9
33 Loans and leases in bank credit? ... 2971.1 3,0824 31044 3,1133 31386 3,1498 3,180.1 32197 31977 32236 3,2207 3,2400
34 Commercial and industrial . .. ... 833.0 876.2 878.0 884.1 8912 8935 8955 907.3 897.5 909.8 9120 9120
35 Realestate .............. | 12192 1 2580 1.266.6 1 2686 12716 12776 1,288.6 12908 12948 1,293.0 1,286.0 12890
36 Revolving home equity .. 96.0 975 974 97.5 975 984 98.4 98.6 99.1 979
37 Gther . ............ .. . 1,123.1 1, 1608 1.165.1 i, I7I 0 1,174.2 1,180.1 Lo 11924 11964 1,1944 1,186.9 11911
38 Consumer . . 5182 495.6 5005 500.6 499 4947 4959 500.1 497.6 500.6 504.6 498.2
39 Security® .. ......... .. 937 117.8 1173 1205 12717 129.0 1339 1409 1319 1388 1389 155.3
40 Other loans and leases 307.0 3348 342.4 3395 3482 355.0 366.2 3805 3759 3814 3792 3855
41 Interbank loans .. 191.9 2178 2173 197.8 2140 207.2 201.0 2164 2221 208.6 2082 2287
42 Cash assets® ... .. 2514 2644 264.1 2463 245.8 2393 239.6 2508 270.5 244.6 233 255.7
43 Other assets’ . 290.0 295.6 3072 3128 3117 31211 3140 3187 320.8 313.6 3127 3258
44 Total assets® . ........... . ... ... 46753 4934.7 4,956.8 4,943.¢ 49754 4.973.2 5,022.2 51096 51134 5,085.1 50782 5,165.1

Liabilities
45 Deposits . ... 3,050.5 3,189.5 32113 3,189.0 32150 3,189.6 32186 3,2540 32824 32588 3.2035 32678
46  Transaction .. .. 682.8 685.9 701.7 6756 6778 662.1 634.1 6725 6757 667.8 6403 7084
47  Nontransaction .. 2,367.7 2,503.6 2,509.6 25134 25372 25275 2,564.5 25815 2,606.7 2,591.1 2,563.2 2,5594
48 Large time .. 6143 674.8 665.0 6752 682.8 664.1 678.2 685.9 686.8 688.2 6884 679.7
49 Other .... . . . 1,7534 1.8288 1.840.6 1,8382 1,854.4 18634 1,886.3 1.895.6 19198 1.9029 1.874.8 1879.7
50 Borrowings 7123 848.6 870.1 867.3 867.1 8614 854.6 893.1 870.7 8720 905.2 928.3
51  From banks in the U.S. 294.2 304.3 3050 2834 290.6 289.6 2899 302.6 301.6 2970 2969 316.0
52 From others 4782 544.3 565.1 5839 5765 5718 564.7 590.5 569.1 5751 6083 6123
53 Net due to related foreign offices .. 1976 2039 1790 183.0 176.5 1882 2016 2003 199.9 204.1 2047 193.3
54 Other liabilities ............. ... 2678 2963 2944 2986 3074 3172 3254 334.8 3330 3276 3363 3435
55 Total liabilities . ... ... ........ . ... 4,288.2 45384 45548 4.537.9 4,566.0 4,556.4 4,600.3 4,682.1 4.686.0 4,662.6 4,649.7 4,733.0
56 Residual (assets less liabilities)? .. ... 3871 3963 4020 405.2 4094 4169 4219 4215 4274 4225 4284 4321

MEMO
57 Revaluation gains on off-balance-sheet

items? 80.8 878 838 858 92.7 927 95.7 1095 108.0 1079 1132 111.3
58 Revaluation losses on off-balance-
sheet items® .......... ... ..., 81.7 89.4 844 846 90.7 90.5 9.4 1102 107.5 109.2 115.1 1120

Footnotes appear on p. A21.
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1.26 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities'—Continued
B. Domestically chartered commercial banks

Biltions of dollars

Monthly averages Wednesday figures
Account 1997 1998 1998
Sept Mar. Apr. May June July Aug. Sept. Sept. 9 Sept. 16 | Sept. 23 | Sept. 3

Seasonally adjusted

Assets
{ Bank credit ...................... 3,469.9 3.656.7 3.663.4 3.685.7 3.693.9 3,706.0 3,748.5 3,787.0 37755 37767 37949 3.803.9
2 Securities in bank credit . . 857.4 929.5 915.6 928.6 920.8 928.1 942.6 959.4 955.6 953.6 965.6 964.8
3 U.S. government securities . . 641.8 693.2 676.9 684.2 669.3 669.3 676.8 684.3 683.7 676.6 686.5 690.0
4 Other securities . .......... .. 2156 236.3 238.7 244.5 251.6 258.8 265.8 275.1 271.9 2771 279.1 2748
5 Loans and leases in bank credit® ....[ 2,612.6 2,727.2 2,747.8 2,757.0 2,773.1 2,778.0 2,805.9 2,827.6 2.819.9 2.823.1 2,829.3 2,839.1
6 Commercial and industrial . . 615.8 653.0 657.3 666.8 675.5 6778 684.4 691.3 688.5 691.2 692.7 693.8
7 Real estate ........ 1,186.5 1,238.7 1,248.2 1,250.5 1,249.9 1,251.6 1.261.3 1,262.5 1,266.2 1,263.6 1,259.3 1,260.0
8 Revolving home equny 95.4 98.3 98.4 97.9 97.7 97.4 97.4 97.8 97.9 97.9 98.4 96.9
9 Other ............. . 1,.091.2 1,140.4 1.149.8 1,152.6 1.152.1 11541 11639 1.164.7 1.168.3 1.165.7 1,160.9 1.163.1
10 Consumer . S15.5 502.1 505.5 5059 502.7 496.7 4943 497.3 4953 4973 5016 495.7
11 Security3 523 67.8 63.6 61.8 67.5 69.6 73.3 75.2 70.0 68.9 74.2 87.5
12 Other loans and leases 2425 265.6 2732 272.0 277.5 282.3 292.6 301.3 299.7 302.1 301.6 302.0
13 Interbank loans .......... .. 178.0 195.1 192.0 180.4 1934 191.6 185.6 190.7 190.0 188.2 188.6 197.0
{4 Cash assets® ... .. 2191 241.3 2332 2159 2155 208.5 217.9 218.6 2337 212.9 207.0 2247
15 Other assets® .................... 2453 2593 272.7 279.3 279.1 276.7 276.3 2794 279.8 275.4 275.0 286.3
16 Total assets® .......... .......... 4,056.2 4,295.7 4,304.0 4,304.0 43247 4,325.6 4,371.6 4,418.6 4.4224 4,396.5 4,408.4 4,454.2
Liabilities
17 Deposits «.o.vnvvniin i 2,784.8 29075 2917.9 2910.2 2.920.3 2,899.9 29226 2,934.6 2.942.0 29330 29115 2.953.5
18 Transaction .. .. . . 676.5 686.4 684.4 676.0 671.7 653.6 655.8 662.0 654.4 653.6 650.8 696.5
19 Nontransaction . 2,108.2 22212 22335 2,234.2 2,248.6 2,246.2 2.266.8 22727 2.287.6 2,279.4 2,260.7 2,257.0
20 Large time 361.0 400.8 394.5 391.7 3932 384.5 384.0 3829 1825 384.0 383.1 380.9
21 Other ....... .. 1.747.2 1.820.4 1.839.0 1.842.6 1,835.5 1.861.7 18828 1.880.8 1,905.1 1,8954 1.877.6 1.876.1
22 BOTTOWINGS - ovvovnvinneinianns, 625.6 704.1 047 098.4 690.2 686.9 691.6 705.4 709.4 690.8 7053 716.3
23 From banksan the US. ... .. .. 260.4 2798 279.2 259.8 258.0 262.5 269.8 271.2 280.6 270.3 265.8 268.0
24 Fromothers .................. 365.2 4243 4254 438.6 4322 424.5 4218 4342 428.7 420.4 439.5 448.3
25 Net due to related foreign offices ... 72.6 82.8 77.4 733 734 793 92.8 105.1 102.0 106.0 107.5 109.2
26 Other liabilities . .................. 173.8 2071 210.1 211.8 218.1 2249 226.% 230.6 2323 224.7 2316 2334
27 Total liabilities . .................. 3,656.8 3,901.5 3,910.0 3,893.6 3,902.0 3,89L.0 39338 3,975.7 3,985.7 3,9544 3,956.0 4,0124
28 Resiwdual (asseis tess habiliites)? ... 399.4 3543 394.0 4103 4227 434.6 4378 4429 436.7 442 452.5 441.8
Not seasonally adjusted
Assets

29 Bank credit
30 Securities in bank credit

34654 3,647.5 3,663.2 3.678.9 3,692.3 3,697.2 3.732.6 3.7791 3.764.3 37725 31,7823 3.800.1
850.5 9328 924.8 929.4 920.6 919.7 929.8 950.6 949.0 943.5 953.5 957.9

31 U.S. government securities 637.6 695.8 686.7 688.2 671.6 665.8 671.2 679.3 679.9 671.4 680.4 684.8
32 Other securities ... ...... 2128 237.0 238.1 241.2 249.0 2539 258.7 2714 269.1 272.1 273.1 2732
33 Loans and leases in bank credit? 2,615.0 2,714.7 2,743.4 2.749.5 27717 27715 2,802.7 2,828.5 28153 2.829.0 2.828.8 2,842.2
34 Commercial and industrial ... ... 611.8 655.9 664.8 672.9 678.3 677.7 679.5 686.9 681.0 687.6 689.1 691.6
35 Reatestate .............. . 11912 1,232.1 1.241.9 1,244.3 1,247.6 1,253.9 1,265.0 1,267.5 12713 1,269.5 1,262.7 1,265.8
36 Revolving home equlty ..... 96.0 97.2 97.5 97.6 97.4 97.5 97.5 98.4 98.4 98.6 99.1 97.9
37 Other ... .. R 1,095.1 1,134.8 L4 1,146.7 1,150.2 (1564 1.167.5 1,169.0 11730 11709 1,163.6 1.168.0
38 Consumer 518.2 495.6 500.5 500.6 499.9 494.7 4959 500.1 497.6 500.6 504.6 498.2
39 Security? 50.4 67.9 65.7 61.9 67.6 68.0 69.6 72.1 65.4 69.2 71.6 82.1
40 Other loans and leases 2434 263.2 270.5 269.8 278.3 283.1 292.7 302.0 299.9 302.1 300.8 304.5
41 Interbank loans ............. 173.5 194.6 1947 176.0 190.1 185.2 178.6 185.0 190.3 183.2 176.0 190.6
42 Cash assets* . . 217.1 231.0 230.2 2119 209.5 204.2 205.6 2164 2369 2104 1974 2216
43 Other assets® ......... . ........ 246.3 259.2 2730 278.3 278.4 278.3 2774 280.6 282.6 275.9 274.6 287.8
44 Totalassets® ..... . ...... . ...| &045.7 4,275.7 4,309.2 4,288.0 4,313.0 4,307.7 4.337.0 4,403.8 4,417.0 4,384.8 4,373.1 $.442.3
Liabilinies
45 Deposits ...t 2,786.0 2,897.1 2.919.0 28910 2.910.6 2,894.2 29137 2,937.2 2.966.7 2.942.9 2.882.3 2,952.3
46  Transaction .............. .. 6713 674.1 689.9 664.4 666.7 648.6 642.4 656.6 660.6 652.5 6233 691.7
47  Nontransaction .. ... N 2.1147 2,223.0 22291 2,226.6 2,243.9 22455 2,271.3 2,280.6 2.306.1 2,290.4 2,259.0 2.,260.6
48 Large time ........ . 3638 396.2 390.3 3899 3%90.8 3834 386.4 386.3 337.6 388.8 385.6 3822
49 Other 1,750.9 1,826.8 1,838.8 1,836.7 1.853.1 1.862.1 1,884.9 1.894.3 1.918.5 1.901.6 1.873.5 1.878.4
50 Borrowings 627.7 695.8 704.1 703.9 699.9 691.5 684.7 708.8 694.5 6942 7271 722.0
51 From banks in the U.S. .. 259.3 277.3 2784 261.0 261.0 262.7 265.9 270.0 2734 269.2 271.0 266.9
52 Fromothers .............. .. 368.4 418.5 425.7 443.0 439.0 428.7 418.8 438.8 4211 4250 456.1 455.0
53 Net due to related foreign offices . ... 735 82.1 78.0 809 80.1 849 96.7 106.7 104.3 106.9 110.7 109.1
54 Other liabilities ................ ... 173.8 207.1 210.1 2118 218.1 2249 226.8 230.6 232.3 224.7 231.6 2334
55 Total liabilities . .......... ....... 3,661.0 3,882.1 3.911.1 3,887.6 3,908.7 38954 3,921.8 3,983.4 3,997.8 3,968.7 39517 4,016.7
56 Residual (assets less habilities)? ... .. 384.6 393.6 398.1 400.3 4043 4123 415.2 420.4 419.1 416.2 421.3 425.6
MEMO

57 Revaluation gains on off-balance-sheet

items® ... 375 472 43.9 45.6 50.5 510 519 61.5 61.1 60.3 64.6 617
58 Revaluation losses on oft-balance-

sheet items® ... L L 39.9 49.6 45.3 46.3 50.1 50.4 54.2 65.0 63.3 64.3 69.1 63.2
59 Morigage-backed securities® ... ... 259.0 300.7 295.6 298.0 291.2 254.4 3019 3140 3108 208.2 314.2 323.5

Footnotes appear on p. A21.
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126 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities'—Continued
C. Large domestically chartered commercial banks

Billions of dolars

Monthly averages Wednesday figures
Account 1997 1998 1998
Sept. Mar. Apr. May June July Aug. Sept. Sept. 9 Sept. 16 | Sept. 23 | Sept. 30
Seasonally adjusted
Assets
1 Bank credit ...................... 2,0894 22276 22280 22409 22390 22388 2,269.2 2,300.1 22908 2,291.6 2,307.0 2,3139
2 Securities in bank credit ..... .. 458.5 5239 S1i2 520.1 5121 5139 5247 539.5 5380 536.0 5452 540.3
3 U.S. government securities ... ... 3254 3740 360.9 3644 3504 3478 3538 360.4 3614 354.4 362.0 363.1
4 Trading account  ....... .. 235 275 237 245 24.3 202 211 21.8 215 18.5 235 23.5
5 Investment account . . .. .. 3020 346.6 3372 3399 326.1 3276 3327 338.6 3399 3359 3384 3396
6 Other securities ... ... 133.1 1499 150.3 155.7 161.7 166.1 1709 179.1 176.6 181.5 1832 1772
7 Trading account .. .. 61.7 709 694 744 8.5 81.1 83.1 89.3 870 91.2 942 87.1
8 Investment account .......... 714 790 809 814 83.2 850 81.7 89.8 89.6 90.3 89.0 90.1
9 State and local government . 222 2.8 230 228 222 224 22.6 232 232 23.1 23.1 233
10 Other ................... 49.2 56.2 580 58.6 60.9 62.6 65.1 66.6 66.4 67.2 65.9 66.8
11 Loans and leases in bank cred .| 1,6309 1,703.7 1.716.8 1,7208 1,7269 1,724.8 17445 1,760.7 1,752.8 1,755.7 1,761.9 1,773.5
12 Commercial and industrial . . 4385 467.8 4706 4777 4842 4850 4884 4934 490.8 4934 4949 4955
13 Bankers acceptances . .. 1.5 13 12 13 12 13 1.3 1.3 13 13 13 1.3
14 Other ............ . 4370 466.5 4694 4764 4830 4837 4872 492.1 491.3 4939 4953 496.0
15 Realestate .............. . 660.7 681.7 686.1 685.8 6790 675.1 677.7 6759 679.8 6773 672.8 6730
16 Revolving home equity .. 67.3 69.1 694 68.8 683 678 677 68.0 68.1 68.1 68.5 67.3
17 Other ................. .. 5934 6127 616.7 617.1 6107 6073 6100 6079 611.6 609.1 604.2 605.7
18 Consumer .. 3069 2970 301.2 300.8 2974 2920 292.8 295.8 2944 205.2 2982 2959
19 Security? .. 476 61.7 573 559 613 634 66.9 68.5 63.1 62.1 679 810
20 Federal funds sold to and
repurchase agreements
with broker—dealers ..... 309 438 398 376 428 44.8 479 500 436 436 487 643
21 Other ..................... 167 17.9 17.6 183 18.6 18.6 19.0 185 19.5 18.6 19.2 16.7
22 State and local government . 122 1.2 11.2 113 11.2 111 11.2 1.3 113 114 114 1.2
23 Agricabtural .. ... oL .. 95 9.8 99 99 99 98 98 9.8 9.8 98 99 98
24 Federal funds s to and
repurchase agreements
with others . ........... 76 72 72 56 55 87 9.7 12.1 112 12.0 134 121
25 All other loans .. 70.3 79.8 827 810 84.7 84.8 89.9 94.3 932 95.0 94.1 94.8
26 Lease-financing receivables . 717 874 9.5 9.7 93.6 95.0 979 99.6 99.2 w4 95 1003
27 Interbank loans 126.1 1325 1278 1155 1249 1204 112.5 114.3 1144 109.7 1124 121.6
28  Federal fund
repurchase agreements with
commercial banks ... ... ... 826 82.2 76.1 65.1 74.5 67.7 604 62.0 619 56.2 60.3 70.5
29 Other ............ .. 435 50.3 517 50.3 504 527 521 523 52.5 535 52.1 511
30 Cash assets? .. 150.2 174.9 165.8 148.3 147.0 1416 1489 1489 1629 145.0 139.3 151.1
31 Other assets’ 185.5 1974 209.1 214.1 211.3 208.8 2084 208.1 210.1 208.0 2059 206.5
32 Total assets® ..................... 25142 2695.1 2,693.2 2,681.1 2,684.7 26722 2,702.2 27343 2,741.5 2,717.6 2,727.6 2,755.3
Liabhilities
33 Deposits ...t 1,547.1 1,626.6 1.629.3 1.613.4 1,610.1 1,586.3 1,5939 1.594.1 1,604.3 1.5944 15750 1,601.7
34 Transaction .. .. 3834 3914 390.8 382.8 376.6 361.7 363.2 366.6 366.1 361.8 355.5 3874
35 Nontransaction 11640 1,235.1 1,2385 1,230.6 12335 1,224.6 1,230.7 1,2275 12382 12327 1.219.5 12143
36 Large time 200.6 229.7 2220 2173 2187 2124 2112 206.1 207.1 206.8 2049 203.9
37 Other . 963.5 1,003.5 10165 1,013.3 10148 10122 1,019.5 1021.3 1,031.1 1,025.8 10146 10104
38 Borrowings ............. 474.1 5480 5464 537.6 5283 5220 5272 5400 5419 524.2 540.8 5534
39 From banks in the U.S. .. 186.6 2103 209.6 189.6 187.2 1889 195.9 197.0 204.5 195.6 1935 1945
40  Fromothers ............. .. 2875 3377 336.7 3480 3411 3332 3312 3430 3374 3286 3474 3588
41 Net due to retated foreign offices .. 67.8 78.7 739 69.4 69.5 75.6 89.1 101.3 984 102.7 103.8 104.9
42 Other liabilities ................... 1470 176.7 179.5 1814 187.8 1939 196.0 199.6 2013 194.4 200.6 2019
43 Total Habilities . .. ................ 2,2359 2,430.0 2429.1 24018 2,395.8 23779 2,406.1 2435.1 24459 24157 2420.2 2461.9
44 Residua) (assets less liabilities)” .. .. 2783 265.1 264.1 2793 289.0 2943 296.0 2993 295.6 23020 3074 2933

Footnotes appear on p. A21.
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1.26  COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities'—Continued

C. Large domestically chartered commercial banks—Continued

Monthly averages Wednesday figures
Account 1997 1998 1998
Sept. Mar. Apr. May June July Aug. Sept. Sept. 9 Sept. 16 | Sept. 23 | Sept. 30

Not seasonally adjusted

Assets
45 Bank credit ... ...l 20824 22220 22271 2.227.1 22326 22318 22537 2.290.1 2,279.7 22842 2,289.1 23093
46 Securities in bank credit e 4521 5258 514.9 5167 508.8 5069 5130 5314 5325 526.1 5325 5355
47 U.S. government securities ., , .. 3215 3754 3656 365.1 3501 56 3490 3557 3583 3493 3551 359.3
48 Trading account .. .... .. 234 283 239 23.7 234 19.6 20.9 21.7 223 188 229 23.0
49 Investment account . . . .. 20981 3471 3417 3414 3267 3259 3281 3340 3360 3305 3323 3364
50 Mortgage-backed securities . 1939 2288 2225 2223 2138 2152 2718 2322 2309 2286 2329 2414
51 Other .................. 103.0 1168 117.8 177 1116 1094 1049 1003 105.1 1019 99.3 95.0
52 One year or less ... 288 304 317 302 302 29.1 217 265 273 264 26.8 255
53 One to five years 50.9 522 51.6 50.2 470 49.8 468 423 447 432 414 390
54 More than five years ... 233 342 345 373 343 305 304 315 331 323 311 304
55 Other securities .............. 1306 1504 149.3 1516 1587 161.3 164.0 1757 1742 176.8 1773 1762
56 Trading account .. .. .. 5.4 714 69.0 70.9 75.7 770 76.8 86.3 850 86.7 89.1 86.1
57 Investment account 712 790 80.3 80.7 829 843 872 894 89.2 900 882 90.1
58 State and local government . . 23 227 229 227 24 23 227 232 232 232 232 234
59 Other .................. 490 56.3 573 58.0 60.6 62.1 64.6 66.2 66.0 66.9 65.0 66.7
60  Loans and leases in bank credit? .. | 16303 1,696.2 17122 1,7104 1,7238 17249 1,740.7 1.758.7 1,7472 17582 1,756.6 1.773.8
6t Commercial and industrial .. ... 4359 469.7 475 431.3 485.3 485.1 485.1 490.5 4852 491.1 492.1 4949
62 Bankers acceptances ........ L5 12 12 12 12 12 13 13 13 13 13 13
63 Other ........... .. 4344 468 5 4745 480.1 484.1 4838 483.8 489.2 4839 489.8 490.8 493.6
64 Real estate ... .. 663.6 6775 680.2 6780 676.1 6774 681.0 679.2 684.0 6814 6738 6769
65 Revolving home equity . .. 67.8 68.1 684 68.3 68.0 68.0 68.0 68.6 68.5 68.7 690 68.1
66 Other ................. .. 365.2 3760 3771 3746 3742 3755 3779 3746 382.1 3783 3699 3733
67 Commercial 22715 2302 2315 2319 2307 2307 2313 2326 2334 2344 2349 2352
68 Consumer ... .. R 3087 2925 297.1 296.8 29.2 2917 2944 2977 296.2 2974 2999 297.8
69 Security? ... o0 ol L 45.7 61.8 594 560 614 61.8 63.2 654 585 625 65.3 75.6
70 Federal funds sold to und
repurchase agreements
with broker—dealers . .. 294 4.0 417 376 424 438 450 475 404 438 464 595
71 Other .................... 163 178 177 184 190 181 18.3 180 8.1 187 189 16.1
72 State and local government ... 12.2 11.2 111 1.2 112 111 113 114 113 114 114 113
73 Agricultural .. .. ... ... ... 9.7 94 9.5 9.7 100 10.1 101 10.1 10.1 10.1 10.1 10.1
74 Federal funds sold to and
repurchase agreements
with others 7.6 72 72 56 55 8.7 9.7 12.1 112 120 134 12.1
75 All other loans 69.9 789 81.7 79.8 849 845 89.2 938 925 940 924 954
76 Lease-financing receivables ... 769 88.0 903 920 932 94.5 96.7 985 98.1 98.3 98.1 9.7
77 Interbank loans .................. 1247 1282 128.5 1148 1253 1194 1100 1131 1122 109.2 1099 121.5
78  Federal funds sold to and
repurchase agreements
with commercial banks .. .. 817 78.8 77.3 64.8 749 670 58.6 61.5 599 568 389 70.8
79 Other ................ ... 430 494 512 50.0 50.5 524 514 516 523 524 510 50.7
80 Cash assets* 1488 166.1 1634 1443 1419 1380 1389 1474 164.0 1438 1330 1497
81 Other assets’ 1855 1974 209.1 214.1 2113 208.8 2084 208.1 210.1 2080 2059 206.5

82 Total assets® .................... 2,504.0 2,676.7 2,690.9 2,662.9 2,673.6 2,660.5 26738 2,7213 2,728.8 27079 2,700.8 2,749.0

Liahilities

83 Deposits . ..... . . ... 1.551.8 L614.5 1,622.1 15936 1.586.3 L5915 1,600.2 1,606.7 1,559.2 1,608.8
84  Tramsaction ............... . 380.1 3822 3928 3733 3595 3540 363.5 3619 338.8 3877
85  Nontransaction .............. L1717 12323 12293 1,220.3 12268 12375 1,236.7 12448 12204 12211
86 Large time . 203.3 225.1 2178 2155 2113 213.6 209.6 212, 2116 2074 205.2
87 Other ...... 968.3 1,007.2 10116 1.004.8 : 10155 10239 1027.1 1,042.4 10332 10130 1,015.9
88 Borrowings .......... . . 473.2 5430 5476 5429 5376 526.5 5189 540.1 5286 525.8 554.1 5538
89 From banks inthe US. ....... . 184.4 209.0 209.1 190.1 189.6 1889 191.3 194.8 1982 194.1 195.3 191.8
90  From nonbanks in the US. ..... 288.8 3340 3385 352.7 3480 3376 3276 345.3 3304 3317 3589 362.0
91 Net due to related foreign offices ... 68.6 780 745 77.1 76.2 812 929 103.0 100.7 103.6 106.9 104.8
92 Other liabilities ............... . 147.0 176.7 179.5 1814 187.8 1939 196.0 199.6 201.3 19%4.4 200.6 201.9
93 Total liabilities . ................. 2,240.6 24122 24237 2,395.0 24054 2,388.0 23994 24429 24517 2,4304 2,420.9 2,469.3
94 Residual (assets less liabilities) .. .. 2634 264.5 2672 2679 2682 2726 2744 2784 2771 2715 2799 2798
MEMO
95 Revaluation gains on off-balance-
sheet items® . ... .. ... 373 472 439 45.6 505 510 519 61.5 61.1 60.3 64.6 61.7
96 Revaluation losses on off-balance-
sheetitems® ... ... ... ..., 399 49.6 45.3 46.3 50.1 504 54.2 65.0 63.3 64.3 69.1 65.2
97 Martgage-backed securities® .. 2119 2436 2423 243.0 235.1 2376 2442 2548 2535 250.7 2555 264.3
98  Pass-through securities . . ...... 145.0 169.9 1653 1647 1568 1569 160.2 166.3 1633 161.1 167.1 174.1
99  CMOs, REMICs, and other
mortgage-backed securities . . 66.9 8.8 710 78.3 782 80.7 840 88.5 90.2 89.6 884 90.2
10D Net unrealized gamns (losses) on
available-for-sale securities” ., . 18 29 30 28 32 35 3.1 38 35 34 35 46
101 Offshore credit to U.S. residents'' .. 341 352 355 360 36.1 353 356 368 36,7 369 36.7 373

Footnotes appear on p. A21.
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126 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities'-~Continued
D. Small domestically chartered commercial banks

Billions of dollars

Monthly averages Wednesday figures
Account 1997 1998 1998
Sept. Mar. Apr. May June July Aug. Sept. Sept. 9 Sept. 16 | Sept. 23 | Sept. 30

Seasonally adjusted

Assers
| Bank credit ............... ... . 1,380.5 1429.1 1,4354 14448 1,4549 14673 1479.3 14869 1,484.7 1,485.1 14878 1,490.0
2 Securities in bank credit  ........ 3988 4056 4044 4085 4087 4143 4179 4200 4476 4177 4204 4244
3 U.S. government securities . .. 3163 319.2 316.0 3198 3188 3215 3230 3239 3223 3222 3245 3268
4 Other securities . .......... .. 825 86.4 8R4 88.7 89.9 92.6 549 96.0 95.3 95.5 959 976
5 Loans and leases in bank credit® .. .. 917 1,0235 1,031.0 1,036.3 1,046.2 10532 1,061.5 1,066.9 1,067.1 1.0674 10674 1,065.6
6 Commercial and industrial . .. ... 1772 185.2 186.7 189.1 191.2 1928 196.0 1979 1978 1978 197.8 1984
7 Realestate ............ .. 5259 3569 562.0 564.7 5709 576.5 3836 586.6 586.5 586.3 586.5 587.0
8 Revolving home equity . 28.1 292 290 29.1 294 296 29.7 29.7 29.7 29.7 29.8 296
9 Other .............. . 497.8 5277 5330 5355 5414 546.8 5539 556.9 556.7 5565 556.7 557.5
10 Consumer .. 2086 205.1 2043 205.1 2053 204.7 2015 2015 2009 202.1 2033 199.8
1 Security? ... ... .. 4.7 6.1 6.2 59 6.2 6.2 64 6.6 7.0 6.7 6.3 6.5
12 Other loans and leases .. 653 702 7.7 714 726 729 740 743 750 74.5 34 739
13 Interbank loans .......... . 519 62.6 64.1 649 685 711 731 764 757 785 76.2 754
14 Cash assets? .. 689 66.4 674 67.7 685 66.9 69.0 69.7 708 679 67.8 73.6
15 Other assets® . .................... 59.8 619 63.6 65.1 678 679 679 713 69.7 674 69.1 799
16 Total assets® ..................... 1,541.9 1,600.6 1,610.8 1,622.8 1,640.0 1,6534 1,669.4 1,684.2 1,680.9 1,6789 1,680.8 1,698.9
Liabdities
17 Deposits ............ ... 1,237.7 12810 12885 1,296.8 1,3102 13135 1.328.8 1,340.5 1,337.7 1,338.6 1,3365 13518
{8  Transaction .. .. o 2935 2949 2936 2932 295.1 2919 292.6 2953 2883 2918 2953 309.1
19 Nontransaction . 9442 986.0 995.0 1,003.6 10154 1,021.6 1,036.1 10452 1,0494 1,046.8 1,041.2 1,042.7
20 Large time 160.5 1711 1725 1744 1745 172.4 1728 1767 1754 1772 1782 1770
21 Other 7838 8149 8225 8292 8406 849.5 8633 868.5 8740 869.6 8630 865.8
22 Borrowmngs ...... 1515 156.1 158.3 160.7 1619 164.9 164.5 1653 167.5 166.6 1643 1629
23 From banks in the US. 738 69.5 69.6 702 708 73.6 EX 4.1 76.2 747 724 73.5
24 From others . 717 86.6 88.7 906 91.1 91.3 %0.6 91.2 91.3 918 92.1 894
25 Net due to related foreign offices .. .. 49 41 35 38 39 37 37 37 36 33 37 43
26 Other liabilities ................... 26.8 303 306 304 303 310 307 310 310 303 311 315
27 Total liabilities ................... 14209 14715 1,480.9 14918 1,506.2 1,513.1 1,527.7 1.540.6 1,539.8 1,538.8 15358 1,550.5
28 Residual {assets less liabilities)” . ... 121.1 129.1 1299 1310 1337 140.3 1418 1437 141.1 140.1 145.1 1434

Assets
29 Bank credit ............ .. ... ... 1,383.0 14411 14518 1459.7 14654 1478.8 1,489.0 1,484.6 14882 14932 1,490.8
30 Securities in bank credit .. 3983 4099 4127 4119 4128 416.8 4193 4165 4175 4210 4224
31 U.S. government sccuritie: 316.1 3211 3231 3215 3202 222 3236 3217 3221 3253 3254
2 Other securities ........... 823 88.8 89.6 90.3 906 94.7 95.7 94.9 954 95.8 970
33 Loans and leases in bank credit . 9847 L3101 1,039.2 1,047.8 10526 10620 1,069.8 1.068.1 1.070.8 10721 10684
34 Commercial and industrial ... ... 1759 189.1 191.7 193.0 192.6 194.4 1964 195.8 196.5 196.9 196.6
35 Realestate ........... . . .. 5276 Sel.7 566.3 5715 576.5 584.0 588.3 5873 588.1 5889 5890
36 Revolving home equity ... . 2.3 292 293 294 2935 295 299 298 299 30.1 298
37 Other . ... ... ... ... 4903 5325 5370 5421 5470 554.5 5584 5575 558.2 5588 556.2
38 Consumer e 2095 2034 2039 203.7 203.0 201.6 2024 2014 2032 2047 2004
39 Security? ... ... . 4.7 6.2 59 6.2 6.2 64 6.6 70 6.7 6.3 6.5
40 Other loans and leases . 67.1 70.7 714 73.5 74.2 75.6 76.1 76.6 76.3 753 759
41 Interbank loans ..., ... ... ... 488 66.2 612 64.7 658 68.6 720 78.1 740 66.1 69.2
42 Cashassets?  ........... ... ..., 68.3 66.8 676 676 663 66.7 69.0 730 66.7 643 n9
43 Other assets® ..................... 008 63.9 64.2 67.1 9.5 69.0 725 725 679 68.8 81.3
44 Total assets® .................... 1,541.7 16183 16251 1,6394 1,647.2 1,663.3 1,682.5 1,688.2 1,676.9 1,6723 1.693.3
Liabilities
45 Deposits ............ .. 1,2343 1,282.6 1,296.9 12973 1,306.8 1,307.9 13222 1,337.1 13457 1,336.3 1,323.1 1,343.5
46 Transaction . ... .. 2912 2919 2971 291.4 293.5 289.1 2884 293.1 294.1 290.6 2845 304.1
47  Nontransaction ... 9430 990.7 999.7 1,006.2 10133 10187 1,033.8 1,044.0 1,051.5 1,045.6 10386 1,039.5
48 Large time 160.5 171.1 1725 1744 1745 1721 1728 1767 1754 177.2 1782 1770
49 Other .. ... .. 7826 8196 8272 831.8 838.8 846.6 861.0 8672 876.1 868.4 3604 862.5
50 Borrowings ............. .. 1545 1529 156.5 161.1 162.3 164.9 165.8 168.7 1659 168.4 1730 168.1
S1 From banks in the U.S. . 749 684 69.3 709 714 738 746 752 75.2 75.1 758 75.1
52 Fromothers ................... ™I 84.5 872 90.2 91.0 91.2 9.1 93.5 90.7 933 97.2 93.0
53 Net due to related foreign offices .. 49 4.1 35 38 39 37 37 37 36 33 37 43
54 Other liabalities ... ... ... 268 303 306 304 303 310 307 31.0 310 30.3 EIN 315
55 Total liabilities . .................. 14205 1,469.9 1,4874 14926 1,503.3 1,507.5 1,5224 1.540.5 1,546.1 15382 15309 1,5474
56 Residual (assets less liabilities)” .. .. 121.2 129.1 1309 1325 1361 139.7 1409 142.1 1421 1386 1414 145.8
MEMO
57 Mongape-backed securities” ... .... 47.1 52,1 533 550 56.1 56.8 578 592 573 574 587 59.2

Footnotes appear on p. A21.
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126 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities' —Continued
E. Foreign-related institutions
Billions of dollars
Monthly averages Wednesday figures
Account 1997 1998 1998
Sept. Mar. Apr. May June July Aug. Sept. Sept. 9 Sept. 16 | Sept. 23 | Sept. 30
Seasonally adjusted
Assets
1 Bank credit ................... ... 536.6 566.1 556.9 563.0 566.0 5720 589.8 6074 600.3 610.7 604.5 615.1
2 Securities in bank credit ......... 1789 200.1 194.1 1970 199.0 1999 2107 2143 2129 2135 2107 2194
3 U.S. government securities . . .. .. 827 88.8 892 89.1 874 9.2 929 822 82.8 79.2 79.5 84.2
4 Other securities .. ............. 96.2 1113 105.0 1079 111.7 109.7 1178 1321 130.1 1343 131.2 135.2
S Loans and leases in bank credit? . .. 3577 366.0 362.8 366.0 367.0 3722 379.1 3931 3874 3972 3938 3957
6 Commercial and industrial ... ... 2223 2196 213.1 2118 2130 216.1 2171 25 219.1 2239 2238 2193
7 Realestate ................, 280 259 25.0 244 242 239 237 234 236 236 233 230
8 Security? 436 49.1 522 59.1 60.2 61.5 65.1 692 684 69.6 67.1 725
9 Other loans and leases 638 713 725 708 69.7 70.7 732 79.1 764 800 79.6 808
10 Interbank loans ............ 184 23.1 226 218 239 220 25 314 318 254 322 38.1
11 Cash assers* . 342 345 356 348 353 352 340 343 340 349 354 29
12 Other assets® 43.6 364 36.2 34.1 34.1 342 358 38.1 373 378 387 385
13 Total assets® . .................... 632.6 660.0 651.0 6534 659.2 663.2 681.8 7108 703.1 7085 7105 724.3
Liabilities
14 Deposits ...l 263.2 291.2 29%4.0 295.3 302.6 2972 306.2 3i52 3168 3164 3179 3102
15  Transaction . ... . 110 120 123 115 111 134 11.8 152 149 149 16.1 152
16  Nontransaction 2521 2793 2818 283.7 2916 2839 2944 3000 3018 3015 301.8 2950
17 Borrowings ........... 144.6 1528 166.0 163.4 167.1 1699 1699 1843 1762 1779 178.1 2064
18  From banks in the U.S. .. 349 270 26.6 224 29.6 268 240 326 282 278 259 49.1
19  Fromothers ............ .. 109.7 1258 1394 141.0 137.5 143.1 1459 151.7 148.0 150.1 1522 1573
20 Net due to related foreign offices . 1256 1226 1025 101.2 972 106.8 108.3 95.1 1012 1017 9223 821
21 Other liabilities ................... 94.2 89.1 85.1 873 90.1 93.0 98.7 104.5 100.7 103.5 105.2 1102
22 Total liabilities . .................. 6277 655.7 647.6 647.1 657.1 667.0 6832 699.0 694.9 6994 693.6 7089
23 Residual (assets less liabilities)” ... .. 49 43 34 64 2.1 -38 -13 118 82 9.1 169 154
Not seasonally adjusted
Assets
24 Bank credit ........... 5335 566.3 5572 564.7 569.1 5749 592.3 6022 3930 6032 5993 6129
25 Securities in bank credit .. 1774 198.6 196.1 201.0 2022 202.6 2149 2110 2106 208.6 2074 2151
26 U.S. government securities . 829 89.5 878 89.7 874 89.8 937 82.1 828 79.5 792 834
27 Trading account ....... 17.0 175 185 20.8 189 249 30.7 21.5 220 200 19.6 209
28 Investment account . 659 721 69.3 68.9 68.5 64.9 63.1 60.6 60.8 59.5 59.7 62.5
29 Other securities . ... .. 94.5 109.1 1083 1113 1148 112.8 1212 1289 127.8 1290 1282 1317
30 Trading account 56.6 65.8 64.8 66.6 702 70.1 752 83.1 823 832 82.5 852
31 Investment account ... ... .. 379 433 436 44.7 446 427 46.0 458 45.5 458 457 464
32 Loans and leases in bank credit? ... 356.1 367.7 361.0 363.7 366.9 3723 377.3 391.2 3825 3047 391.9 3978
33 Commercial and industrial ... ... 212 2203 213.1 2112 2129 2158 216.0 2204 2163 2223 2229 2204
34 Real estate  ........ 280 259 247 243 240 236 236 233 235 235 233 23.1
35 Security? .......... 433 499 51.6 586 60.1 60.9 64.3 68.9 66.5 69.6 673 733
36 Other loans and leases 63.6 1.6 71.6 69.7 700 719 3.5 786 76.1 793 784 81.0
37 Interbank loans ..... 184 23.1 226 21.8 239 220 225 314 318 254 322 38.1
38 Cash assets? . 343 334 339 344 363 351 34.1 344 33.6 342 357 341
39 Otherassets’ ..................... 436 364 342 345 334 338 366 381 383 377 381 380
40 Total assets® ... .................. 629.6 659.0 647.6 655.2 6624 665.5 685.2 7058 696.4 700.2 705.1 7228
Liabilities
41 Deposits ........................ 2645 2925 2923 298.0 3044 2954 3049 3168 3156 3159 3212 3155
42 Transaction 11.5 11.9 11.8 11.2 38| 135 118 158 151 15.2 17.0 16.7
43 Nontransaction .. 253.0 280.6 280.5 286.8 293.3 2820 2932 3009 300.6 300.6 304.2 298.8
44 Borrowings ........... . 144.6 1528 166.0 1634 167.1 169.9 169.9 1843 1762 1779 178.1 206.4
45  From banks in the U.S. .. 349 210 26.6 224 296 268 240 326 282 278 259 49.1
46  Fromothers ................... 109.7 125.8 1394 1410 1375 143.1 1459 1517 148.0 150.1 152.2 157.3
47 Net due to related foreign offices ... 124.1 1217 101.0 102.1 96.5 103.3 105.0 935 95.6 97.3 94.1 84.2
48 Other liabilities ................... 94.0 893 843 86.8 89.3 923 98.7 1042 100.8 1029 1046 1102
49 Total liabilities . .. ................ 627.2 656.3 643.7 650.3 6573 660.9 678.5 698.7 688.2 6939 698.0 716.3
50 Residual (assets less liabilities)’ 2.5 27 39 49 5.1 4.6 6.7 70 82 6.3 71 6.5
MEMO
51 Revaluation gains on off-balance-sheet
items® ..o 433 40.6 399 40.2 422 41.7 438 479 469 476 48.6 49.6
52 Revaluation losses on off-balance-
sheetitems® .. .. ... ... .. ... 418 398 390 386 406 402 422 453 442 449 46.0 468

Footnotes appear on p. A21.
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NOTES TO TABLE 1.26

NOTE. Tables 1.26, 1.27. and 1.28 have been revised to reflect changes in the Board’s H.8
statistical release, “*Assets and Liabilities of Commercial Banks in the United States.” Table
1.27, *Assets and Liabilities of Large Weekly Reporting Commercial Banks,” and table 1.28,
“L.arge Weekly Reporting U.S. Branches and Agencies of Foreign Banks.” are no longer
being published in the Bulletin. Instcad, abbreviated balance sheets for both large and small
domestically chartered banks have been included in table 1.26, parts C and D. Data are both
merger-adjusted and break-adjusted. In addition, data from large weekly reporting U.S.
branches and agencies of foreign banks have been replaced by balance sheet estimates of all
foreign-related institutions and are included in table 1.26, part E. These data are break-
adjusted.

The not-seasonally-adjusted data for all tables now contain additional balance sheet items,
which were available as of October 2. 1996.

1. Covers the following types of instituttons n the fifty states and the District of
Columbia: domestically chartered commercial banks that submit a weekly report of condition
(large domestic); other domestically chartered commercial banks (small domestic); branches
and agencies of foreign banks, and Edge Act and agreement corporations (foreign-related
institutions). Excludes International Banking Facilities Data are Wednesday values or pro
rata averages of Wednesday values. Large domestic banks constitute a universe; data for
small domestic banks and foreign-related institutions are estimates based on weekly samples
and on guarter-end condition reports. Data are adjusted for breaks caused by reclassifications
of assets and liabilities.

The data for large and small domestic banks presented on pp. A17-19 are adjusted to
remove the estimated cffects of mergers between these two groups. The adjustment for
mergers changes past levels to make them comparable with current levels. Estimated
quantities of balance sheet items acquired 1n mergers are removed from past data for the bank

group that contaned the acquired bank and put into past data for the group containing the
acquiring bank. Balance sheet data for acquired banks are obtained from Call Reports, and a
ratio procedure is used to adjust past levels.

2. Excludes federal funds sold to, reverse RPs with, and loans made to commercial banks
m the United States, all of which are included in “Interbank loans.”

3. Consists of reverse RPs with brokers and dealers and loans to purchase and carry
securities.

4. Includes vault cash, cash items in process of collection, balances due from depository
institutions, and balances due from Federal Reserve Banks.

5. Excludes the due-from position with related foreign offices, which 1s included in “Net
due to related foreign offices

6. Excludes unearned income, reserves for losses on loans and leases. and reserves for
transfer risk. Loans are reported gross of these items.

7. This balancing item 1s not intended as a measure of equity capital for use in capttal
adequacy analysis. On a seasonally adjusted basis this item reflects any differences n the
seasonal patierns estimated for total assets and total hiabilities

8. Fair value of derivative contracts (interest rate, foreign exchange rate. other commodity and
equity contracts) in a gain/loss position, as determined under FASB Interpretation No. 39.

9 Includes mortgage-backed securities issued by U.S. government agencies, U.S.
government-sponsored enterprises, and private entities.

10. Difference between fair value and historical cost for securities classified as available-
for-sale under FASB Statement No. 115. Data are reported net of tax effects Data shown are
restated to include an estimate of these tax effects.

11. Mainly commercial and industrial foans but also includes an unknown amount of credit
extended to other than nonfinancial businesses.
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1.32 COMMERCIAL PAPER AND BANKERS DOLLAR ACCEPTANCES OUTSTANDING

Millions of dollars, end of period

Year ending December 1998
Item
1993 1994 1995 1996 1997 ’
Dec. Dec. Dec. Dec. Dec. Mar. Apr. May June July Aug.
Commercial paper (seasonally adjusted unless noted otherwise)
1 Allissuers..................... .. 555,075 595,382 674,904 775,371 966,699 | 1,049,222 | 1,041,681 | 1,053,995 | 1,091,554 | 1,102,307 | 1,119,816
Financial companies'
2 Dealer-placed paperz, total ............. 218,947 223,038 275,815 361,147 513,307 550,670 558,817 569.065 597,193 616,382 606,355
3 Directly placed paper>. total. .. ......... 180,389 | 207,701 210,829 | 229,662 | 252,536 282,083 | 275415 | 274469 | 276476 | 266022 | 281927
4 Nonfinancial companies" AAAAAAAAAAAAAAAAA 155,739 164,643 188,260 184,563 200,857 216,469 207,449 210,460 217,885 219,904 231,534
Bankers dollar acceptances (not seasonally adjustsd)5
STotal. .. ..o 32,348 29,835 29,242 25,832" 25,774 r r T
By holder
6 Accepting banks ......... ... ... .. 12,421 11,783
7 Owabills................ . 10,707 10,462
8  Bills bought from other banks .......... 1,714 1,321
Federal Reserve Banks®
9 Foreign correspondents .. .............. 725 410 na. n.a. na. n.a. n.a. n.a. n.a. na. na.
10 Others.........oooovivienn i, 19,202 17,642
By basis
11 Imports into United States 10217 10,062
{2 Exports from United States. .. . e 7.293 6,355 i
13 AlLother. .. vvvve i 14,838 13,417 9 Y
1. Institutions engaged primarily in commercial, savings, and mortgage banking; sales, 5. Data on bankers dollar acceptances are gathered from approximately 100 institutions.
personal, and mortgage financing; factoring, finance leasing, and other business lending; The reporting group is revised every January. Beginning January 1995, data for Bankers
insurance underwriting; and other investment activities. dollar acceptances are reported annually in September.
2. Includes all financial-company paper sold by dealers in the open market. 6. In 1977 the Federal Reserve discontinued operations in bankers dollar acceptances for
3. As reported by financial companies that place their paper directly with investors. its own account,

4. Includes public utilities and firms engaged primarily in such activities as communica-
tions, construction, manufacturing, mining. wholesale and retail trade. transportation, and
services.

1.33 PRIME RATE CHARGED BY BANKS Short-Term Business Loans'

Percent per year

. . : Average Average . Average
Date of change Rate Period rate Period rate Period rate
1995—Jan. 1. 8.50 1995 .. 8.83 8.50 1997—Jan. 8.25
Feb. 1. 9.00 1996 8.27 8.25 Feb. 8.25
July 7. 8.75 1997 .. 8.44 825 Mar. 8.30
Dec. 20 . 8.50 8.25 Apr. 8.50
1995—1Jan. ... 8.50 8.25 May 8.50
1996—Feb. 1 oo 8.25 9.00 8.25 June 8.50
9.00 8.25 July 8.50
1997—Mar 26 ..o 8.50 9.00 8.25 Aug. 8.50
9.00 8.25 Sept . 8.50
1998—Sept. 3 8.25 9.00 8.25 Oct. 8.50
QOct. 8.00 8.80 8.25 Nov. 8.50
8.75 8.25 Dec. .. 8.50
8.75
8.75 1998—Jan. ... 8.50
8.75 Feb. 8.50
8.65 Mar. 8.50
Apr. 8.50
May 8.50
June 8.50
8.50
8.50
8§49
8.12
1. The prime rate is one of several base rates that banks use to price short-term business Report. Data in this table also appear in the Board’s H.15 (519) weekly and G.13 (415)
loans. The table shows the date on which a new rate came to be the predominant one quoted monthly statistical releases. For ordering address. see inside front cover.

by a majority of the twenty-five largest banks by asset size, based on the most recent Call
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1.35 INTEREST RATES Money and Capital Markets
Percent per year; figures are averages of business day data unless otherwise noted
1998 1998, week ending
Item 1995 1996 1997
June July Aug. Sept. Aug. 28 | Sept. 4 | Sept. I1 | Sept. 18 | Sept. 25
MONEY MARKET INSTRUMENTS
| Federal funds'?? . ... .. g 5.83 5.30 5.46 5.56 5.54 555 551 5.48 5.61 547 5.54 542
2 Discount window borrowing™" _........ ... 5.21 5.02 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00
Commercial paper3‘4'5 6
Nonfinancial
3 l-month n.a. n.a. 5.57 5.51 551 5.50 544 5.50 5.50 549 549 545
4 2-month n.a. n.a. 5.57 5.50 5.50 5.50 537 549 548 5.44 5.40 534
5 3-month n.a. n.a. 5.56 5.48 548 5.48 5.31 5.47 542 5.39 5.32 527
Financial
6 l-month ............ ... ... n.a. n.a. 559 5.53 552 5.51 545 550 5.50 5.50 5.50 5.44
7 2-month ... . n.a. n.a. 559 5.52 5.51 5.51 538 5.50 5.48 5.44 543 5.35
8 3month ........... ... il na. n.a. 5.60 5.50 5.50 5.50 532 5.49 542 5.40 5.34 528
Commercial paper (historical} 3567
9 lemonth .............. ..ol 593 543 5.54 n.a. na n.a n.a n.a. n.a. n.a na n.a
10 3-month . .| 593 541 5.58 na. na na na na na na na n.a
11 6month ...... ... .................. 593 542 5.62 n.a. na na. na na na na na na
Finance paper, directly placed (historical) 3578
12 l-month 5.81 5.31 5.44 n.a. n.a n.a n.a n.a. na n.a n.a n.a
13 3-month . 578 529 5.48 na. n.a n.a n.a n.a. na na na n.a
14 6-month 5.68 521 5.48 na. n.a. n.a. n.a. na. na n.a. na n.a,
Bankers ac‘L'eptanL'es3'5'9
15 3-month ....... ... ... . ... 5.81 531 5.54 5.50 5.50 549 5.38 5.49 547 5.47 5.38 5.34
16 5.80 531 557 547 5.46 546 527 5.45 5.41 5.40 5.24 520
Certificates of deposit, secondary market™'°
17 5.87 535 5.54 5.57 5.57 5.56 5.49 5.56 5.55 553 553 5.48
18 592 539 5.62 5.60 5.59 5.58 541 5.57 5.52 5.46 542 537
19 598 547 573 5.65 5.65 5.61 533 5.58 5.50 5.41 5.33 5.27
20 Eurodollar deposits, 3-month™!! ... ... .. 5.93 538 5.61 5.57 557 5.56 539 5.55 5.50 5.48 538 533
US. Treasury bills.
Secondary market>
21 3-month ... ... 5.49 5.01 5.06 4.98 496 4.90 461 4.89 4.76 4.73 4.62 4.53
22 6-month . e 5.56 5.08 5.18 5.12 5.03 495 4.63 491 479 471 4.69 4.52
23 l-year..... R R EEETERERETERRS 5.60 522 5.32 5.13 5.08 4.94 4.50 4.85 4.68 4.55 4.54 4.40
Auction average>>!
24 3-month ... 5.51 5.02 5.07 4.99 4.96 4.94 4.74 4.92 4.80 479 4.74 4.64
25  6-month . e 5.59 5.09 5.18 5.12 5.03 497 4.75 494 4.83 479 4.76 4.62
26 l-year ...l 5.69 523 5.36 5.13 5.10 5.00 4.51 na. n.a. na. 451 na.
U.S. TREASURY NOTES AND BONDS
Constant maturities™
27 l-year ... 594 5.52 5.63 5.41 536 521 4.71 5.10 491 4.76 4.76 4.61
28  2-year .. . 6.15 5.84 599 5.52 5.46 5.27 4.67 5.09 491 4.74 4.70 453
29 3-year 6.25 5.99 6.10 5.52 547 5.24 4.62 5.05 4.84 4.67 4.65 451
30 5-year .. 6.38 6.18 6.22 5.52 5.46 527 4.62 5.07 4.92 4.72 4.62 4.48
31 7-year.. 6.50 6.34 6.33 5.56 552 5.36 476 5.19 5.04 4.87 477 4.61
32 10-year . 6.57 6.44 6.35 5.50 546 5.34 4.81 520 5.05 4.90 4.83 4.67
33 20-year .. e 6.95 6.83 6.69 5.80 578 5.66 5.38 5.57 547 541 5.38 5.34
34 30-year ...l 6.88 6.71 6.61 570 5.68 554 5.20 542 532 526 5.21 514
Composite
35 More than 10 years (long-term) ............ 6.93 6.80 6.67 5.78 5.76 5.64 5.34 5.54 5.44 5.37 5.34 5.29
STATE AND LOCAL NOTES AND BONDS
Moody’s series'
36 Aaa ... 5.80 552 532 497 5.01 5.01 4.84 4.92 4.92 4.84 4.85 415
37 Baa........... e 6.10 5.79 5.50 5.08" 5.12" 5.15 511 5.13 5.15 5.08 5.10 5.10
38 Bond Buyer series 5.95 5.76 552 5.12 5.14 5.10 4.99 5.03 5.03 5.00 4.97 4.94
CORPORATE BONDS
39 Seasoned issues, all industries'® .. .. ... ... 7.83 7.66 7.54 6.83 6.84 6.83 6.75 6.84 6.80 6.76 6.76 6.72
Rating group
T 7.59 7.37 7.27 653 6.55 6.52 6.40 6.52 6.47 6.43 6.42 6.37
41 Aa .. cen 772 7.55 7.48 6.78 6.78 6.77 6.68 6.78 6.74 6.70 6.70 6.66
42 A ... 7.83 7.69 7.54 6.88 6.89 6.89 6.82 6.91 6.87 6.84 6.83 6.79
43 Baa.........,...............17 8.20 8.05 7.87 7.13 7.15 7.14 7.09 7.15 7.12 7.08 7.10 7.07
44 A-rated, recently offered utility bonds™ . ..... ... 7.86 7.77 77 6.98 6.93 7.02 6.93 7.08 7.00 6.93 6.90 6.89
MEMO
Dividend—price ratio 18
45 Common stocks . ............. ... ... 2.56 2.19 1.77 1.45 1.39 1.48 1.59 1.48 1.64 1.61 1.56 1.53

1. The daily effective federal funds rate is a 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 for bank interest.
4. Rate for the Federal Reserve Bank of New York.
5. Quoted on a discount basis.
6. An average of offering rates on commercial paper for firms whose bond rating is AA or
the equivalent.
7. Series ended August 29, 1997,
8. An average of offering rates on paper directly placed by finance companies.
9. Representative closing yields for acceptances of the highest-rated money center banks.
10. An average of dealer offering rates on nationally traded certificates of deposit.
11. Bid rates for Eurodollar deposits collected around 9:30 a.m. Eastern time. Data are for
indication purposes only.
12. Auction date for daily data; weekly and monthly averages computed on an issue-date
basis.

13. Yields on actively traded issues adjusted to constant maturities. Source: U.S. Depart-
ment of the Treasury.

14. General obligation bonds based on Thursday figures; Moody’s Investors Service.

15. State and local government general obligation bonds maturing in twenty years are used
in compiling this index. The twenty-bond index has a rating roughly equivalent to Moodys’
Al rating. Based on Thursday figures.

16. Daily figures from Moody’s Investors Service. Based on yields to maturity on selected
long-term bonds.

17. Compilation of the Federal Reserve. This series is an estimate of the yield on recently
offered, A-rated utility bonds with a thirty-year maturity and five years of call protection.
Weekly data are based on Friday quotations.

18. Standard & Poor’s corporate series. Common stock ratio is based on the 500 stocks in
the price index.

NOTE. Some of the data in this table also appear in the Board’s H.15 (519) weekly and
G.13 (415) monthly statistical releases. For ordering address. see inside front cover.
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1.36  STOCK MARKET Selected Statistics

1998
Indicator 1995 1996 1997
Jan, Feb. Mar. Apr. May June July Aug. Sept.
Prices and trading volume (averages of daily ﬁgures)1
Common stock prices (indexes)
1 New York Stock Exchange
(Dec. 31, 1965 = 50) ................ 291.18 357.98 456.99 504.13 53215 560.70 578.05 574.46 569.76 586.39 539.16 506.56
2 Industrial ...... e 367.40 453.57 574.97 624.61 660.91 693.13 711.89 712.39 731.01 718.54 665.66 629.51
3 Transportation .. 270.14 327.30 415.08 458.49 485.73 508.06 523.73 505.02 492.98 503.89 441.36 408.75
4 Utility....... <o | 110.64 126.36 143.87 146.25 170.96 191.67 207.32 198.25 188.26 189.95 186.24 186.17
5 Fmance......................... 238.48 303.94 424.84 479.81 508.97 539.47 563.07 551.28 548.57 579.67 511.22 454.28
6 Standard & Poor’s Corporation
A941-43 =100 ........ ..o 541.72 670.49 873.43 96336 |1,023.74 |1,076.83 |1,11220 |1,108.42 | 1,108.39 | 1.156.58 | 1.074.62 | 1,020.64
7 American Stock Exchange
(Aug. 31,1973 = 50> .............. 498.13 570.86 628.34 665.72 685.73 722.37 742.33 735.02 704.59 724.83 655.67 621.48
Volume of trading (thousands of shares)
8 New York Stock Exchange ............... 345,729 | 409,740 |523,254 [632,895 | 610,958 | 619,366 | 647,110 | 569.239 | 605,576 | 639,744 | 712,710 | 790,238
9 American Stock Exchange ................ 20,387 22,567 n.a. 28.199 26,808 28.943 29,544 27.004 25.447 26,473 32,721 33,331
Customer financing (millions of dollars, end-of-period balances)
10 Margin credit at broker—dealers® ........ 76,680 97,400 126,090 | 127,790 | 135,590 | 140,340 | 140,240 | 143,600 | 147,700 | 154370 | 147,800 | 137,540
Free credit balances at brokers®
[1 Margin accounts” ....................... 16,250 22,540 31410 29,480 27450 27430 28,160 26,200 29,840 31,820 38,460° 41,970
12 Cash accounts .................coovvnne. 34,340 40,430 52,160 48,620 48,640 51,340 51,050 47,770 51,205 53,780 53.850° 54,240
Margin requirements (percent of market value and effective date)’
Mar. 11, 1968 June 8, 1968 May 6, 1970 Dec. 6, 1971 Nov. 24, 1972 Jan. 3, 1974
3 Margin Stocks ... 70 80 65 55 65 50
4 Convertible bonds R 50 60 50 50 50 50
15 Shortsales ................cooiiiia 70 80 65 55 65 50

1. Daily data on prices are available upon request to the Board of Governors. For ordering
address, see inside front cover.

2. In July 1976 a financial group, composed of banks and insurance companies, was added
to the group of stocks on which the index is based. The index is now based on 400 industrial
stocks (formerly 425), 20 transportation (formerly 15 rail). 40 public utility (formerly 60), and
40 financial.

3. On July 5, 1983, the American Stock Exchange rebased its index, effectively cutting
previous readings in half.

4. Since July 1983, under the revised Regulation T, margin credit at broker—dealers has
included credit extended against stocks, convertible bonds, stocks acquired through the
exercise of subscription rights. corporate bonds, and government securities. Separate report-
ing of data for margin stocks, convertible bonds, and subscription issues was discontinued in
April 1984.

5. Free credit balances are amounts in accounts with no unfulfilled commitments to
brokers and are subject to withdrawal by custorers on demand.

6. Series initiated in June 1984.

7. Margin requirements. stated in regulations adopted by the Board of Governors 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 are the difference between the
market value (100 percent) and the maximum loan value of collateral as prescribed by the
Board. Regulation T was adopted effective Oct. 15, 1934; Regulation U, effective May 1,
1936; Regulation G, effective Mar. 11, 1968; and Regulation X, effective Nov. [, 1971.

On Jan. 1, 1977, the Board of Governors for the first time established in Regulation T the
initial margin required for writing options on securities, setting it at 30 percent of the current
market value of the stock underlying the option. On Sept. 30. 1985, the Board changed the
required initial margin, allowing it to be the same as the option maintenance margin required
by the appropriate exchange or self-regulatory organization; such maintenance margin rules
must be approved by the Securities and Exchange Commission.
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1.38 FEDERAL FISCAL AND FINANCING OPERATIONS

Milkons of dollars

Fiscal year Calendar year
Type of account or operation 1998
1995 1996 1997
Apr. May June July Aug. Sept.
us. budgell
| Receipts, total  .............. ... .. ... 1,351,830 1,453,062 1,579,292 261,002 95,278 187,860 119,723 111,741 180,947
2 On-budget. .. 1,000,751 1,085,570 1,187,302 216,988 61,790 144,973 87,820 79,135 149,737
3 Off-budget. . P 351,079 367,492 391,990 44,014 33,488 42,887 31,903 32,606 31,210
4 OQutlays, total. .. .. . 1,515,729 1,560,512 1,601,235 136,400 134,057 136,754 143,807 122,907 142,725
5  On-budget ..... .. 1,227,065 1,259,608 1,290,609 108,569 102,331 125,606 115,714 92,555 107,911
6 Off-budget ............ B 288,664 300,904 310,626 27,830 31.676 11,148 28,094 30,352 34814
7 Surplus or deficit (—). total . - 163,899 —107.450 —21.943 124,603 ~38.779 51,106 —24.084 —11,166 38,222
8 On-budget -226.314 —174,038 —103.307 108,419 —40,591 19,367 —27,894 —13.420 41,826
9 Off-budget 62,415 66,588 81,364 16,184 1,812 31,739 3.809 2,254 —3,604
Source of financing (total)
10 Borrowing from the public.................. 171,288 129,712 38,171 -60.587 —8,597 —12,618 —16,370 33,989 —46,413
11 Operating cash (decrease, or increase (—)) . -2,007 —6,276 604 —60.398 51,899 —36,144 36,210 —362 -2451
12 Other?. . oo —5.382 —15,986 —16,832 —3,618 -4,523 —2.344 4,244 —22,461 10,642
MEMO
13 Treasury operating batance (level, end of
period). .......... ...l 37,949 44,225 43,621 88,030 36,131 72,275 36,065 36,427 38,878
14 Federal Reserve Banks. . 8,620 7,700 7,692 28,014 5,693 18,140 4,648 6,704 4,952
15 Tax and loan accounts ................... 29,329 36,525 35,930 60,016 30,438 54,135 31,417 29,722 33,926
1. Since 1990, off-budget items have been the social security trust funds (federal old-age net gain or loss for U.S. currency valuation adjustment; net gain or loss for IMF loan-
survivors insurance and federal disability insurance) and the U.S. Postal Service. valuation adjustment; and profit on sale of gold.
2. Includes special drawing rights (SDRs); reserve position on the US. quota in the SOURCE. Monthly totals: U.S. Department of the Treasury, Monthly Treasury Statement of
International Monetary Fund (IMF); loans to the IME; other cash and monetary assets; Receipts and Outlavs of the US. Government; fiscal year totals: U.S. Office of Management
accrued interest payable to the public; allocattons of SDRs; deposit funds; miscellaneous and Budget, Budger of the US Government.

liability (including checks outstanding) and asset accounts, seigniorage; increment on gold;
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139 U.S. BUDGET RECEIPTS AND OUTLAYS!

Millions of dollars

Fiscal year Calendar year
Source or type 1996 1997 1998 1998
1996 1997
H2 H1 H2 H1 July Aug. Sept.
RECEIPTS
T Allsources ...... ......... .. ... ... 1,453,062 1,579,292 707,552 845,527 773,812 922,632 119,723 111,741 180,947
2 Individual income taxes, net. .. . . ......... 656,417 737,466 323,884 400,436 354,072 447,514 58,969 55,300 90,479
3 Withheld ............... e 533,080 580,207 279.988 292,252 306,865 316,309 57,486 51,881 53,353
4 Nonwithheld . AN 212,168 250,753 53,491 191,050 58,069 219,136 4,001 4,944 39,853
5 Refunds...................... ...l 88.897 93,560 9,604 82,926 10.869 87,989 2,520 1,525 2.729
Corporation income taxes
6 Gross receipts . . .. 189,055 204,493 95,364 106,451 104,659 109,353 5.808 2,952 38,928
7 Refunds.................oi 17,231 22,198 10,053 9,635 10,135 14,220 1.736 1,484 2,128
8 Social insurance taxes and conlhbuli0n§, net ... 509,414 539,371 240,326 288,251 260.795 312,713 43 817 45,806 43,079
9 Employment taxes and contnbutions®. ... ... 476,361 506,751 227,777 268,357 247,794 293,520 41,130 41,973 42,540
10 Unemployment insurance . ........ ....... 28,584 28,202 10,302 17,709 10,724 17.080 2,301 3,502 206
11 Other net receipts® . ..........cooeeernns 4,469 4418 2,345 2.184 2,280 2,112 385 331 333
12 Excise taxes...... 54,014 56,924 27016 28,084 31,133 29,922 6,127 3,181 2,961
13 Customs deposits . 18,670 17,928 9,294 8,619 9,679 8,546 1,777 1,732 1,701
14 Estate and gift taxes . . . e 17,189 19,845 8,835 10,477 10,262 12,971 1,825 1,718 2,356
15 Miscellaneous receipts® ... ............. 25,534 25,465 12,889 12,866 13,348 15.837 3,135 2.535 3,572
OUTLAYS
16 Alltypes . ...l 1,560,512 1,601,235 800,177 797,418 824,370 815,886 143.807 122,907 142,725
17 National defense . ......................... 265,748 270,473 139.402 132,698 140,873 129,351 25,865 18,502 24,748
I8 International affairs................ 13,496 15,228 8,532 5,740 9,420 4,610 815 443 1,123
19 General science, space, and technology 16,709 17,174 8,260 8,938 10,040 9.426 1,711 1.581 1.824
20 Energy....oviiiiiii e o e .. 2,844 1,483 695 803 41t 957 122 ~113 892
21 Natural resources and environment . .......... 21,614 21,369 10,307 9,628 11,106 10,051 2,217 1,855 2,115
22 Agriculture ... 9,159 9,032 11,037 1,465 10.590 2,387 176 1,656 2,780
23 Commerce and housing credit ... ............ —-10,472 —14,624 -5,899 —7,575 -3,526 —2,483 -1,223 —1,423 8,147
24 Transportation........... ........ .. 39,565 40,767 21,512 16,847 20414 16,196 3327 3,218 3.997
25 Community and regional development 10,685 11,005 5.498 5.678 5.749 4.863 917 770 1.115
26 Education, training, employment, and
SOCIAl SEIVICES. ..o iei i 52,001 53,008 27,524 25.080 26.851 25,928 3.645 4.708 4455
27 Health ... ... i 119,378 123,843 61,595 61,809 63,552 65,053 11,033 10,704 11,293
28 Social security and Medicare . ca. 523,901 555,273 269.412 278,863 283,109 286,305 51,109 44,240 47,555
29 INCOME SECUMILY. . . oo vvvn i iieeineereans 225,989 230,886 107.631 124,034 106,353 125.196 21,198 14,281 17,309
30 Veterans benefits and services ............... 36,985 39,313 21,109 17,697 22,077 19,615 4,958 1,749 3,432
31 Administration of justice . . 17,548 20,197 9,583 10,670 10,212 11,287 2,256 2,012 1,675
32 General government . .. . .. 11,892 12,768 6,546 6,623 7.302 6,139 308 579 2,199
33 Netinterest® .......... . .. e .. 241,090 244,013 122,573 122,655 122.620 122,345 20,791 21,366 15,976
34 Undistributed offsetting recerpts®. . .. ...... 37,620 —49,973 —25,142 —24,235 —22,795 —21,340 ~-5416 —3,221 —7.909
1. Functional details do not sum to total outlays for calendar year data becaunse revisions to 4. Deposits of earnings by Federal Reserve Banks and other miscellaneous receipts.
monthly totals have not been distributed among functions. Fiscal year total for receipts and 5. Includes interest received by trust funds.
outlays do not correspond to calendar year data because revisions from the Budger have not 6. Rents and royalties for the outer continental shelf. U.S. government contributions for
been fully distributed across months. employee retirement, and certain asset sales.
2. Oid-age, disability, and hospital insurance, and railroad retirement accounts. SOURCE. Fiscal year totals: U.S. Office of Management and Budget, Budger of the US.
3. Federal employee retirement contributions and civil service retirement and Government, Fiscal Year 1999; monthly and half-year totals: U.S. Department of the Trea-

disability fund. sury, Monthly Treasury Statement of Receipts and Outlays of the U.S. Government.



1.40 FEDERAL DEBT SUBIJECT TO STATUTORY LIMITATION

Billions of dollars. end of month

Federal Finance A27

1996 1997 1998
Item
Sept. 30 Dec. 31 Mar. 31 June 30 Sept. 30 Dec. 31 Mar. 31 June 30 Sept. 30
| Federal debt outstanding . ......................... 5,260 5,357 5,415 5,410 5,446 5,536 5,573 5,578 5,556
2 Public debt securities ... 5,225 5,323 5,381 5,376 5413 5,502 5,542 5,548 5.526
3 Held by public .... 3,778 3,826 3,874 3,805 3,815 3,847 3,872 3,790 n.a.
4 Held by agencies 1,447 1.497 1.507 1,572 1.599 1,656 1,670 1,758 n.a.
5 Agency Securities ... 35 34 34 34 33 34 31 30 29
6  Held by public .... 27 27 26 26 26 27 26 26 n.a
7  Held by agencies 8 8 8 7 7 7 5 4 n.a.
8 Debt subject to statutory limit .................... 5,137 5,237 5,294 5,290 5,328 5,417 5,457 5,460 5,440
9 Public deblI securities 5,137 5,237 5.294 5,290 5,328 5416 5,456 5,460 5439
10 Otherdebt’ ... ... ... ... i 0 0 0 0 0 0 0 0
MEMO

11 Statutory debt limit ............. ... ... .. ... ... 5,500 5,500 5,500 5,500 5,950 5.950 5,950 5,950 5,950

I. Consists of guaranteed debt of US. Treasury and other federal agencies, specified
participation certificates, notes to international lending organizations, and District of Colum-
bia stadium bonds.

1.41

Billions of dollars, end of period

SOURCE. U.S. Department of the Treasury, Monthly Statement of the Public Debt of the
United States and Treasury Bulletin,

GROSS PUBLIC DEBT OF U.S. TREASURY Types and Ownership

1997 1998
Type and holder 1994 1995 1996 1997
Q4 Q1 Q2 Q3
1 Total gross publicdebt .............................. ... ... 4,800.2 4,988.7 5,323.2 5,502.4 5,502.4 5,542.4 5,547.9 5,526.2
By type
2 Interest-bearing ........ ... . 4,769.2 4,964.4 53172 5,494.9 5,494.9 5,535.3 5.540.2 5,518.7
3 Marketable .. 3,126.0 3,307.2 3,459.7 3,456.8 3,456.8 3,467.1 3.369.5 3,331.0
4 Bills .. .. 733.8 760.7 777.4 7154 7154 720.1 641.1 637.7
5 Notes . .. 1,867.0 2,010.3 2,112.3 2,106.1 2,106.1 2,091.9 2,064.6 2.009.1
6 Bonds ............ ...l 5103 521.2 555.0 587.3 587.3 598.7 598.7 6104
7 Inflation-indexed notes and bonds' n.a. n.a. n.a. 33.0 33.0 41.5 50.1 419
8  Nonmarketable® ................... 1,643.1 1,657.2 1,857.5 2,038.1 2.038.1 2,068.2 2.170.7 2,187.7
9 State and local government series . 132.6 104.5 101.3 1241 124.1 139.1 155.0 164.4
10 Foreign issues” ............... 425 408 374 36.2 36.2 354 36.0 35.1
11 Government .. 42.5 40.8 474 362 362 36.4 36.0 35.1
12 Public ............. 0 0 0 0 0 0 0 .0
13 Savings bonds and notes . 177.8 181.9 182.4 181.2 181.2 181.2 180.7 180.8
14 Government account series® . .................... 1,259.8 1,299.6 1,505.9 1.666.7 1,666.7 1.681.5 1,769.1 1,7717.3
15 Non-interest-bearing ............ ... i 31.0 243 6.0 75 7.5 72 1.7 715
By holder®
16 U.S. Treasury and other federal agencies and trust funds .............. 1,257.1 1,304.5 1,4972 1,655.7 1,655.7 1,670.4 1,757.6 A
17 Federal Reserve Banks .............................. 374.1 391.0 410.9 451.9 4519 400.0 458.4
18 Private investors . . 3,168.0 3.294.9 34112 3,3934 33934 3,430.7 3,330.6
19 Commercial banks . 290.4 278.7 261.8 269.8 269.8 279.2 275.0
20 Money market funds . 67.6 71.5 91.6 889 88.9 84.8 82.9
21  Insurance companies . 240.1 2415 214.1 2249 2249 225.5 228.0
22 Other companies ....... .. 2245 228.8 2585 265.0 265.0 268.1 267.2 n.a.
23 State and local treasuries®™ ... ... .. o e 541.0 469.6 4825 493.0 493.0 4424 441.0
Individuals
24 Savingsbonds . ... .o 180.5 185.0 187.0 186.5 186.5 186.3 186.0
25 Other securities . . ... - 150.7 162.7 169.6 168.4 168.4 165.8 165.0
26  Foreign and international” .., 688.7 862.2 1,135.6 1,278.0 1,278.0 1,240.2 1,247.4
27 Other miscellaneous Investors™™ ... ... vttt 784.6 794.9 610.5 418.8 418.8 538.4 438.0 4

1. The US. Treasury first issued inflation-indexed securities during the first quarter of
1997.

2. Includes (not shown separately) securities issued to the Rurat Electrification Administra-
tion, depository bonds, retirement plan bonds, and individual retirement bonds.

3. Nonmarketable series denominated in dollars, and series denominated in foreign cur-
rency held by foreigners.

4. Held almost entirely by U.S. Treasury and other federal agencies and trust funds.

5. Data for Federal Reserve Banks and U.S. government agencies and trust funds are actual
holdings; data for other groups are Treasury estimates.

6. Includes state and local pension funds.

7. In March 1996, in a redefinition of series, fully defeased debt backed by nonmarketable
federal securities was removed from *“Other miscellaneous investors™ and added to “State and
local treasuries.” The data shown here have been revised accordingly.

8. Consists of investments of foreign balances and international accounts in the United
States.

9. Includes savings and loan associations, nonprofit institutions, credit unions, mutual
savings banks, corporate pension trust funds, dealers and brokers, certain U.S. Treasury
deposit accounts, and federally sponsored agencies.

SOURCE. U.S. Treasury Department, data by type of security, Monthly Statement of the
Public Debt of the United States; data by holder, Treasury Bulletin.
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1.42 U.S. GOVERNMENT SECURITIES DEALERS Transactions'
Millions of dollars, daily averages
1998 1998, week ending
Item
June July Aug. Aug. 5 Aug. 12 | Aug. 19 | Aug. 26 Sept. 2 Sept. 9 Sept. 16 | Sept. 23 | Sept. 30
OUTRIGHT TRANSACTIONS?
By type of security
1 US. Treasury bills ................ 30,868 25,889 32,286 26,401 26,841 28,263 33,499 51,929 35,909 40,148 31,762 28,504
Coupon securities, by maturity
2 Five years or less 111,622 82,094 137,256 | 115476 | 120,628 | 116,569 | 157,479 | 187,693 | 120,894 | 151,592 | 141,650 | 130,825
3 More than five years .. 78,005 59,741 77,455 64,454 72,437 58,072 93,119 | 105,015 74,135 85,936 84,597 85,452
4 Inflation-indexed ................. 651 1,205 717 301 761 585 968 862 1212 1,657 817 1,140
Federal agency
5 Discount notes . ................... 37,154 35439 37,530 37,020 37479 37,638 34,649 42,747 39,628 45,984 48,277 50,771
Coupon securities, by maturity
6 Oneyearorless ................ 1,746 1,325 1,095 777 1,302 1,195 1,093 905 517 1,544 1,378 1,036
7  More than one year, but less than
or equal to five years .. 3,196 2,892 4,118 4,748 4,505 2,948 4,049 4,908 6,093 5,078 4,466 4,003
8  More than five years ..... 3,330 2,700 3,583 2,455 2,468 3,046 5,026 5,058 2,561 2,569 2,817 2,769
9 Mortgage-backed .................. 71,310 61,434 72,609 67,380 95,734 63,047 59,351 77,327 111,619 103,767 83,919 71,093
By type of counterparty
With interdealer broker
10 US. Treasury ................... 122,408 92,782 135,577 113,694 121,193 112,826 155,714 185,792 130,450 156,360 143,203 135,153
11 Federal agency .. 2,250 1,904 3,012 2,511 2,752 2,377 3,559 4,094 2,696 2,768 3,556 3,264
12 Mortgage-backed 20,149 19,316 22,350 20,538 26,766 19,705 20,044 25,054 31,866 37,391 29,255 26,631
With other
13 US Treasury ................... 98,737 76,148 112,136 92,938 99,474 90,663 129,351 159,536 101,700 122,973 115,623 110,769
14 Federal agency .. 43,176 40,451 43,314 42,489 43,003 42,450 41,257 49,524 46,102 52,406 53,382 55,315
15 Mortgage-backed 51,161 42,118 50,258 46,843 68,967 43,342 39,307 52,272 79,753 66,375 53,271 44,462
FUTURES TRANSACTIONS®
By type of deliverable security
16 US. Treasury bills ................ 170 65 95 0 139 0 50 0 47 413 54 0
Coupon securities, by maturity
17 Fiveyearsorless ............... 2,666 1,764 5,907 3,023 5,031 3,780 7,777 10,680 3,498 5,087 3,506 2,724
18 More than five years .. . 16,057 11,813 18,177 15,079 12,194 13,845 23,221 30,063 16,714 22,287 20.808 15,948
19 Inflation-indexed .................. 0 0 0 1} 4] 0 0 0 0 0 0
Federal agency
20 Discountnotes .................... 0 0 0 0 0 ] 0 0 4] 0 0 I}
Coupon securities, by maturity
21 Oneyearorless ............... 0 0 0 0 0 0 0 0 0 0 0 0
22 More than one year, but less than
or equal to five years 0 0 0 0 0 o 0 0 0 [} 0 0
23 More than five years .. ... 0 0 0 0 0 0 0 0 0 0 0 0
24 Mortgage-backed . .............. ... 0 0 0 0 0 [ 0 0 0 0 ] 0
OPTIONS TRANSACTIONS*
By type of underlying security
25 US. Treasury bills ................ 0 0 ) 0 0 0 0 Q 0 0 0 4]
Coupon securities, by maturity
26 Fiveyearsorless ............... 1,627 1,856 1,790 1,272 1,230 1,701 2,468 2,263 1,723 2,691 1,407 1,950
27  More than five years . . 4,943 5,124 6,496 4,488 5,613 6,005 9,382 5,986 6,421 6,440 5,485 6,383
28 Inflation-indexed .................. 0 0 0 0 0 0 1} 0 0 0 0 0
Federal agency
29 Discount notes . ., .. .vvuiiiin .. 0 0 0 0 0 0 0 0 0 0 0 0
Coupon securities, by maturity
30 Oneyearorless ............... 0 0 0 0 0 0 o] 0 0 0 0 0
31 More than one year, but less than
or equal to five years [} 0 0 [} 0 ] 0 0 0 0 0 0
32  More than five years .. ... o] 0 0 0 0 o} 0 0 0 0 0 0
33 Mortgage-backed ............ ... .. 768 623 793 697 1,110 541 633 1,050 815 786 348 975

1. Transactions are market purchases and sales of securities as reported to the Federal
Reserve Bank of New York by the U.S. government securities dealers on its published list of
primary dealers. Monthly averages are based on the number of trading days in the month.
Transactions are assumed to be evenly distributed among the trading days of the report week.
Immediate, forward, and futures transactions are reported at principal value, which does not
include accrued interest; options transactions are reported at the face value of the underlying
securities.

Dealers report cumulative transactions for each week ending Wednesday.

2. Outright transactions include immediate and forward transactions. Immediate delivery
refers to purchases or sales of securities (other than mortgage-backed federal agency secur-
ties) for which delivery is scheduled in five business days or less and “when-issued”
securities that settle on the issue date of offering, Transactions for immediate delivery of mortgage-
backed agency securities include purchases and sales for which delivery is scheduled in thirty business
days or less. Stripped securities are reported at market value by maturity of coupon or corpus.

Forward transactions are agreements made in the over-the-counter market that specify
delayed delivery. Forward contracts for U.S. Treasury securities and federal agency debt
securities are included when the time to delivery is more than five business days. Forward
contracts for mortgage-backed agency securities are included when the time to delivery is
more than thirty business days.

3. Futures transactions are standardized agreements arranged on an exchange. All futures
transactions are included regardless of time to delivery.

4. 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. “n.a.” indicates that data are not published because of insufficient activity.

Major changes in the report form filed by primary dealers induced a break in the dealer data
series as of the week ending January 28, 1998.
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143 U.S. GOVERNMENT SECURITIES DEALERS Positions and Financing'
Millions of dollars
1998 1998, week ending
Item
June July Aug. Aug. 5 Aug. 12 Aug. 19 Aug. 26 Sept. 2 Sept. 9 Sept. 16 Sept. 23
Positions’
NET QUTRIGHT POSITIONS?
By tvpe of security
I US Treasury bills ................ . 2.012 1.766 3,981 4,030 2,786 6,322 2,185 4,845 6,948 —896 —1,168
Coupon securities, by maturity
2 Fiveyearsorless ........... .. ... —22,489 — 16,440 —18,708 ~21,834 —26,511 -29451 —7,988 —4,625 —7.456 —6,121 —-7.093
3 More than five years .. .. —11,405 — 17,653 = 11.060 -15,890 - 13915 -12.806 —-10,324 —820 597 —3,598 -2,644
4 Inflation-indexed 1,306 2,671 2,305 2,725 2,603 2,187 2,196 1.786 1.883 1,536 1,327
Federal agency
5 DisCOUNI NOIES . .. v v v veeeneeenn .t 16,758 19,296 16,408 18,105 18,803 14,783 13,975 17,042 19,191 20,889 17,117
Coupon securities, by maturity
6 Oneyearorless .................. 2,098 2,782 2.756 2,809 2,692 2,278 2,833 3,355 3,211 2.961 2,653
7 More than one year, but less than
or equal to five years .......... 7.043 7,435 5,821 6,793 7,717 6,232 4,565 3,378 5,033 5,992 4,906
8  More than five years 10,934 10,759 8,784 9,054 8,831 10,414 7,990 7,280 6,512 6,371 7,344
9 Mortgage-backed .................... 69,961 64,705 61,657 61,216 71.517 63,422 52,505 58,637 62,539 66,404 55,797
NET FUTURES POSITIONS*
By type of deliverable security
10 US. Treasury bills .................. 139 596 1,144 809 878 1,172 1,385 1,474 1,617 287 151
Coupon securities, by maturity
Il Fiveyearsorless ................. -1,530 —4,346 —4,879 —2,889 ~4,360 —-4,629 —6,374 —5,851 -6,506 -10,554 —9,681
12 More than five years —32,350 —26.100 -32,741 —31,268 —33,884 | —33.411 —33,309 -30,879 —29,025 —26815 —23,089
13 Inflation-indexed . .... 0 0 0 0 0
Federal agency
14 Discount notes ................... ... 0 0 0 0 0 0 0 0 0 ] 0
Coupon securities, by maturity
15 Oneyearorless .................. 0 Q 0 0 0 0 Q 0 0 [ 0
16  More than one year, but less than
or equal to five years .......... 0 0 0 0 0 0 0 0 0 0 0
17 More than five years 0 0 0 0 0 0 0 0 0 ] 0
18 Mortgage-backed .................... 0 0 0 0 0 0 0 0 0 0 0
NET OPTIONS POSITIONS
By rype of deliverable security
19 US. Treasury bills .................. 0 0 0 0 0 0 0 0 0 0 0
Coupon securities, by maturity
20 Fiveyearsorless ................. ~-2,063 —1,050 —827 -577 645 —627 —1,294 —957 —1,878 -911 267
21 More than five years —343 —3,065 ~2,842 -3,397 —3,409 —3,859 —880 -2,815 —3,497 —1,015 —2,398
22 Inflation-indexed .................... 0 0 0 0 0 0 0 0 0 na n.a.
Federal agency
23 Discountnotes ...................... 0 0 0 0 0 0 0 0 0 0 0
Coupon securities, by maturity
24 Oneyearorless .................. 0 0 0 0 0 0 0 0 0 0 0
25  More than one year, but less than
or equal to five years .......... na. n.a na. na. na na. n.a. n.a. na. n.a. n.a.
26  More than five years ... .. B n.a. n.a na. n.a. na. na. n.a. n.a. na. na. na.
27 Mortgage-backed ....... ... .. ... .. . 1,750 2332 1,954 3,092 1,696 2229 1,649 1,222 1.692 1,706 2,517
Finz\nc‘mg5
Reverse repurchase agreements
28 Overmght and continuing ............. 341,684 320,143 333,413 323,805 327,992 337,894 332,826 345,156 305,452 309.408 336,627
29 Term ... 824,391 895,133 829,365 959,264 | 1,002,726 702,978 734,912 765,937 7178.038 798,530 820,842
Securities borrowed
30 Overnight and continuing 221,331 218,172 221,150 212,332 218,696 221,834 225,402 226,495 223,820 231,670 232,824
3P Term ... 98.054 95,894 95,383 97,037 95,627 95,116 94,232 95,375 99,144 103,598 101,204
Securities received as pledge
32 Overnight and continuing ............. 3,043 3,140 2,770 2,748 2,617 2,983 2,820 2,641 3,120 3413 3,470
33 Term ... n.a. na. na. na. n.a. n.a. n.a. n.a. na. na na.
Repurchase agreements
34 Qvernight and continuing 740,876 720,678 735,478 711,604 729,503 747,609 729,867 758,591 726,556 747,092 735,625
35 Term ... 744,206 799,633 728,531 856,968 886,939 606,000 646,966 664,056 675,410 718,248 746,038
Securities loaned
36 Overnight and continuing ............. 11,164 10,999 12,518 12,389 12,904 13,197 12,992 10,495 10,932 10,016 10,007
37 Term ... 3,625 3,623 3,830 3,497 4,100 3773 3.876 3,803 3,808 3,936 3897
Securities pledged
38 Overnight and conunuing . . 56,175 54,477 49,094 49,034 47.835 49,230 51,485 47,376 46,482 52,344 55,635
390 Term oo 5471 6,425 5,612 5.851 5.853 4,867 5,861 5,732 5,794 5.560 5,878
Collateralized loans
40 TOtal ..o 11177 16,787 21,580 21,562 24,137 21,570 21,434 18,238 13.879 14.678 16,520

1. Data for positions and financing are obtained from reports submitted to the Federal
Reserve Bank of New York by the U.S. government securities dealers on its published list of
primary dealers. Weekly figures are close-of-business Wednesday data. Positions for calendar
days of the report week are assumed to be constant. Monthly averages are based on the
number of calendar days in the month.

2. Securities positions are reported at market value.

3. Net outright positions include immediate and forward positions. Net immediate posi-
tions include securities purchased or sold (other than mortgage-backed agency securities) that
have been delivered or are scheduled to be delivered in five business days or less and
“‘when-issued” securities that settle on the issue date of offering. Net immediate positions for
mortgage-backed agency securities include securities purchased or sold that have been
delivered or are scheduled to be delivered in thirty business days or less.

Forward positions reflect agreements made in the over-the-counter market that specify
delayed detivery. Forward contracts for U.S. Treasury securities and federal agency debt

securities are included when the time to delivery is more than five business days. Forward
contracts for mortgage-backed agency securities are included when the time to delivery is
more than thirty business days.

4. Futures positions reflect standardized agreements arranged on an exchange. All futures
positions are included regardiess of time to delivery.

5. Overnight financing refers to agreements made on one business day that mature on the
next business day: continuing contracts are agreements that remain in effect for more than one
business day but have no specific maturity and can be terminated without advance notice by
either party; term agreements have a fixed maturity of more than one business day. Financing
data are reported in terms of actual funds paid or received, including accrued interest.

NOTE. “n.a.” indicates that data are not published because of insufficient actvity.

Major changes in the report form filed by primary dealers induced a break in the dealer data
series as of the week ending January 28, 1998.
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1.44 FEDERAL AND FEDERALLY SPONSORED CREDIT AGENCIES Debt Outstanding

Millions of dollars, end of period

1998
Agency 1994 1995 1996 1997
Mar. Apr. May June July
1 Federal and federally sponsored agencies. .................... 738,928 844,611 925,823 | 1,022,609 | 1,059,043 | 1,048,661 | 1,044,575 | 1,061,253 na.
2 Federal agencies. . 39.186 37,347 29,380 27,792 27,227 27,104 26,995 26,817 26,990
3 Defense Depanmen 6 6 6 6 6 6 6 6 6
4 Export-Import Bank®' .. ..., 3,455 2.050 1,447 552 549 542 542 1,295 0
5  Federal Housing Administration” . . 116 97 84 102 97 102 108 144 156
6  Government National Mortgage Assocnauon certificates of
pamc1patmn ....................................... n.a. n.a. na. na. na. na. na. na. n.a.
7 Postal Service®.......... 8,073 5,765 n.a. n.a. n.a. n.a. n.a. na. n.a.
8  Tennessee Valley Authority....... 27,536 29,429 27,853 27,786 27,221 27,098 26,989 26,811 26,984
9 United States Railway Association® .. ... n.a. na. na. na. n.a. n.a. n.a. na. na.
10 Federally sponsored agencies ................................ 699,742 807,264 896,443 994,817 | 1,031,816 | 1,021,557 | 1,017,580 | 1,034,436 n.a.
11 Federal Home Loan Banks .............. 205,817 243,194 263,404 313,919 317,967 323,208 322,155 328,514 328,009
12 Federal Home Loan Mortgage Corporation . 93,279 119,961 156,980 169,200 163,300 200,800 204,751 200,314 [ 208,800
13 Federal National Mortgage Association ................. 257,230 299,174 331,270 369,774 381,093 395,977 399,489 406,162 415,229
14 Farm Credit Banks 53,175 57,379 60,053 63,517 62,327 62,799 63,744 64,717 64,528
15 Student Loan Marke%:ong Association” . 50,335 47,529 44,763 37,7117 36,310 36,256 35,952 33,231 n.a.
16  Financing Corporation™ ..................... 8,170 8,170 8,170 8,170 8,170 8,170 8,170 8,170 8,170
17  Farm Credit Financial Assistance Corporallon 1,261 1.261 1,261 1,261 1,261 1.261 1,261 1,261 1,261
18  Resolution Funding Corporamon12 AAAAAAAAAAAAAAAAAAAAAAAAAAA 29,996 29,996 29,996 29,996 29,996 29,996 29,996 29,996 29,996
19 F ederal Financing Bank debt'> ............................. 103,817 78,681 58,172 49,090 45,487 44,893 44,223 136,892 42,610
Lending 1o federal and federally sponsored agencies
20 Export-Import Bank” ............. ... .. 3,449 2,044 1,431 552 549 542 542 1,295 ?
21 Postal Service® . .................. 8,073 5,765 n.a. n.a. n.a. n.a. n.a. n.a.
22 Student Loan Marketing Association . na. n.a. n.a. n.a. n.a. n.a. n.a. na. n.a.
23 Tennessee Valley Authority...... ... 3,200 3,200 na n.a. na na. n.a. na
24 United States Railway Association® n.a. na. na na na na na na ‘
Other lending . .
25 Farmers Home Administration................................ 33,719 21,015 18,325 13,530 13,030 12,380 11,955 13,530 | 10,900
26 Rural Electrification Administration . s | 17,392 17,144 16,702 14,898 14,315 14,203 14,207 14,819 14,126
27 Other. .. ... 37,984 29,513 21,714 20,110 17,593 17,768 17,519 107,248 17,584

1. Consists of mortgages assumed by the Defense Department between 1957 and 1963

under family housing and homeowners assistance programs.

2. Includes participation certificates reclassified as debt beginning Oct. 1, 1976.

3. On-budget since Sept. 30, 1976.

4. Consists of debentures issued in payment of Federal Housing Administration insurance
claims. Once issued, these securities may be sold privately on the securities market.

5. Certificates of participation issued before fiscal year 1969 by the Government National
Mortgage Association acting as trustee for the Farmers Home Administration, the Department
of Health, Education, and Welfare, the Department of Housing and Urban Development, the
Small Business Administration. and the Veterans Administration.

6. Off-budget.

7. Includes outstanding noncontingent liabilities: notes, bonds, and debentures. Includes
Federal Agricultural Mortgage Corporation, therefore details do not sum to total. Some data
are estimated.

8. Excludes borrowing by the Farm Credit Financial Assistance Corporation, which is
shown on line 17

9. Before late 1982, the association obtained financing through the Federal Financing Bank
(FFB). Borrowing excludes that obtained from the FFB, which is shown on line 22,

10. The Financing Corporation, established in August 1987 to recapitalize the Federal
Savings and Loan Insurance Corporation, undertook its first borrowing in October 1987.

11. The Farm Credit Financial Assistance Corporation, established in January 1988 to
provide assistance to the Farm Credit System, undertook its first borrowing in July 1988.

12. The Resolution Funding Corporation, established by the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989, undertook its first borrowing in October 1989.

13. The FFB, which began operations in 1974, is authorized to purchase or sell obligations
issued. sold, or guaranteed by other federal agencies. Because FFB incurs debt solely for the
purpose of lending to other agencies, its debt is not included in the main portion of the table to
avoid double counting.

14. Includes FFB purchases of agency assets and guaranteed loans; the latter are loans
guaranteed by numerous agencies, with the amounts guaranteed by any one agency generally
being small. The Farmers Home Administration entry consists exclusively of agency assets,
whereas the Rural Electrification Administration entry consists of both agency assets and
guaranteed loans.
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1.45 NEW SECURITY ISSUES Tax-Exempt State and Local Governments

Millions of dollars

1998
Type of issue or issuer,
or use 1995 1996 1997

Feb. Mar. Apr. May June July Aug. Sept.

1 All issues, new and refunding' ...................... 145,657 | 171,222 | 214,694 | 21,306 27,859 20,271 22,862 29,665 22,599 20,344 17,526
By type of issue

2 General obligation ... 56,980 | 60,409 | 69,934 9,893 9,597 8,154 4,827 10,135 6,515 5,812 5,619
3 REVENUE ..\ttt 88,677 | 110,813 | 134,989 11,413 18,261 12,117 18,035 19,530 16,084 14,532 11,907

By type of issuer

4 State . e 14,665 13,651 18,237 2,420 2,375 3,548 1,146 2,809 1,972 1,483 1,280
5 Special district or statutory authority .. 93,500 | 113,228 | 134919 14,228 19,629 12,504 16,865 18,099 16,244 14,233 12,490
6 Municipality, county, or township 37,492 44,343 70,558 4,658 5,859 4219 4,851 7,220 5,673 4,628 3,756
7 ¥ssues for new capital ............. ... .. ... .. ..... 102,390 | 112,298 | 135,519 12,538 15,134 12,616 15,281 19,341 15,895 11,258 9,106

By use of proceeds

8 Education .......... . . e 23,964 26,851 31,860 3,525 4,297 4,080 2,819 4,911 2,733 2,435 2,041

9 Transportation ......... .- 11,890 12,324 13,951 1,760 771 1.089 1,043 2,962 3,677 1,982 918

10 Utilities and conservation . o 9,618 9,791 12,219 687 1,866 749 5,971 2,368 795 1,179 831

11 Social welfare ........ . .. 19,566 24,583 27,794 2,903 3,104 n.a. n.a. n.a. n.a. n.a. n.a.

12 Industrial aid . ... . 6,581 6,287 6,667 581 1,236 678 576 563 1,002 709 315

13 Other purposes ............ooiviiiiiieinieininnns 30.771 32,462 35,095 3,082 3.860 3,255 2,482 5,279 4.674 2,764 2,726
1. Par amounts of long-term issues based on date of sale. SOURCE. Securities Data Company beginning January 1990; Investment Dealer’s
2. Includes school districts. Digest before then.

1.46 NEW SECURITY ISSUES U.S. Corporations

Millions of dollars

1998°
Type of issue, offering, 1995 1996 1997
or issuer
Jan. Feb. Mar. Apr. May June July Aug.
1 AIissues' ... ... 673,779" | 668,687 771,135 81,465 76,178 116,594 84,399 85,013 36,944 70,306 53,628
2Bonds®. .. 572,998 548,922 641,069 73,798 64,996 97.323 71,929 70,313 19,833 60,534 49,903
By type of offering
3 Public, domestic 408,707 465,489 537,880 55,647 50,453 81,778 55452 56,965 78,280" 54,266 46,184
4 Private placement, domesti . 87,492 n.a. n.a. n.a. n.a. n.a. n.a. na. n.a. n.a. n.a.
5 Soldabroad............... .. ... . 76,799 83,433 103.188 10,551 6,943 7,946 8,878 5,748 7.363" 6,267 3,719
By industry group
6 Nonfinancial ........................... 156,763 119,765 130.116 21,039 12,133 17,301 16,985 12,856 16,844 17,221 12,799
7 Fimancial .......... ... ... ... 416,235 429,157 510,953 45,159 45,263 72,422 47,345 49,857 10,344 43,313 37,104
8 Stocks? ... ... 105,323 122,006 117,880 7,667 11,182 19,271 12470 14,700 17,111 9,772 3,725
By type of offering
9 Public.............. 73,223 122.006 117,880 7,667 11,182 19,271 12,470 14,700 17,111 9,772 3,725
10 Private placcmf:m3 ...................... 32,100 n.a. na. n.a. na. na. na. n.a. na. n.a. na.
By industry group
11 Nonfinanctal .......................o00s 52,707 80,460 60,386 1,761 5,737 10,756 5,551 9,271 10,248 6,390 2,560
12 Financial ................. o o 20,516 41.546 57.494 5,906 5.445 8.515 6,919 5429 6,863 3,382 1,165
1. Figures represent gross proceeds of issues maturing in more than one year; they are the 2. Monthly data cover only public offerings.
principal amount or number of units calculated by multiplying by the offering price. Figures 3. Monthly data are not available.
exclude secondary offerings, employee stock plans, investment companies other than closed- SOURCE. Beginning July 1993, Securities Data Company and the Board of Governors of
end, intracorporate transactions, and Yankee bonds. Stock data include ownership securities the Federal Reserve System.

issued by limited partnerships.
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1.47 OPEN-END INVESTMENT COMPANIES Net Sales and Assets'

Millions of dollars

1998
Ttem 1996 1997
Feb. Mar. Apr. May June July Aug” Sept.
1 Sales of own shares® ........................ 934,595 1,190,900 114,219 128,348 128,828 113,593 122,288 134,801 111,587 118,640
2 Redemptions of own shares ................... 702,711 918,728 81,688 97,248 97,087 84,421 97,899 107,368 118,812 106,942
3 Netsales™. ...t 231,885 272,172 32,532 31,100 31,741 29,172 24,389 27,433 -7,225 11,697
4 OASSets’ . 2,624,463 | 3,409,315 | 3,675,392 | 3,843,971 | 3,909,932 | 3,882,061 | 3,986,952 | 3,957,093 | 3,479,401 | 3,628,812
5 Cash® ... 138,559 174,154 180,415 174,058 170,045 171,425 199,135 195,966 194,435 210,226
6 Other ... i e 2,485,904 | 3.235,161 | 3,494.977 | 3,669,913 | 3,739,887 | 3,710,636 | 3,787,817 | 3,761,127 | 3.284,967 | 3,418,586

1. Data include stock, hybrid, and bond mutual funds and exclude money market mutual

funds.

2. Excludes reinvestment of net income dividends and capital gains distributions and share
issue of conversions from one fund to another in the same group.
3. Excludes sales and redemptions resulting from transfers of shares into or out of money

market mutual funds within the same fund family.

1.48 CORPORATE PROFITS AND THEIR DISTRIBUTION

Billions of dollars; quarterly data at seasonally adjusted annual rates

4. Market value at end of period, less current liabilities.

5. Includes all U.S. Treasury securities and other short-term debt securities.

SOURCE. Investment Company Institute. Data based on reports of membership, which
comprises substantially all open—end investment companies registered with the Securities and
Exchange Commission, Data reflect underwritings of newly formed companies after their
initial offering of securities.

1996 1997 1998
Account 1995 1996 1997
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
1 Profits with inventory valuation and
capital consumption adjustment ................. 6724 750.4 817.9 7554 762.0 794.3 815.5 840.9 820.8 829.2 820.6
2 Profits before taxes. ............... 635.6 680.2 7344 681.9 685.7 7124 729.8 7589 736.4 719.1 723.5
3 Profits-tax liability . . 211.0 226.1 246.1 227.7 2242 238.8 2419 254.2 249.3 239.9 241.6
4 Profits after taxes . 424.6 454.1 488.3 454.2 461.5 473.6 487.8 504.7 487.1 479.2 481.8
5 Dividends......... . 205.3 261.9 275.1 269.1 273.6 274.1 274.7 275.1 2764 2713 278.1
6 Undistributed profits . ............................ 219.3 192.3 2132 185.1 187.9 199.5 2132 229.5 210.6 201.8 203.7
7 Inventory valuation ............. ... ... .. .. ... ... —-226 -12 6.9 12 3.0 8.1 103 4.8 43 253 78
8 Capital consumption adjustment . .................... 59.4 71.4 76.6 723 733 73.8 75.5 712 80.1 84.9 89.4
SOURCE. U.S. Department of Commerce, Survey of Current Business.
1.51 DOMESTIC FINANCE COMPANIES Assets and Liabilities’
Billions of dollars, end of period; not seasonally adjusted
1996 1997 1998
Account 1995 1996 1997
Q4 Ql Q2 Q3 Q4 Qi Q
ASSETS
1 Accounts receivable, gmss2 ........................ 607.0 637.1 663.3 637.1 648.0 651.6 660.5 663.3 667.2 676.0
2 Consumer............. 233.0 2449 256.8 2449 2494 255.1 254.5 256.8 251.7 2513
3 Business. ... 301.6 309.5 318.5 309.5 3152 311.7 319.5 3185 3259 3349
4 Realestate ..........oviiiiniiinnninieein, 724 82.7 879 82.7 834 84.8 86.4 879 89.6 89.9
5 LESS: Reserves for unearned income. ................ 60.7 55.6 52.7 55.6 51.3 57.2 54.6 52.7 52.1 532
6 Reserves forlosses. ......................... 12.8 13.1 13.0 13.] 12.8 133 12.7 13.0 13.1 132
7 Accounts receivable, net. ... ... ... ... L 5335 568.3 597.6 568.3 583.9 581.2 593.1 597.6 601.9 609.6
8 Allother. ............ ... ... il 250.9 290.0 3124 290.0 289.6 306.8 289.1 3124 329.7 340.1
9 Totalassets . .................................... 784.4 858.3 910.0 858.3 8734 887.9 882.3 910.0 931.6 949.7
LIABILITIES AND CAPITAL
10 Bank oans....... ... ... . i, 153 19.7 24.1 19.7 18.4 18.8 204 24.1 22. 22.3
11 Commercial paper..............c.coiieeininn. . 168.6 177.6 201.5 177.6 185.3 193.7 189.6 201.5 211.7 2259
Debt
12 Owedtoparent ........ ... ... ... . ... .......... 51.1 60.3 647 60.3 61.0 60.0 61.6 64.7 64.6 60.0
13 Not elsewhere classified . 300.0 3325 3288 3325 324.6 3453 3228 328.8 338.2 348.7
14 All other liabilities. ................ 163.6 1747 189.6 174.7 189.2 1714 190.1 189.6 193.1 188.9
15 Capital, surplus, and undivided profits................ 85.9 935 101.3 93.5 949 98.7 97.9 101.3 102.1 103.9
16 Total liabilities and capital . ....................... 784.4 858.3 910.0 858.3 8734 887.9 882.3 910.0 931.6 949.7
L. Includes finance company subsidiaries of bank holding companies but not of retailers 2. Before deduction for unearned income and losses.

and banks. Data are amounts carried on the balance sheets of finance companies; securitized
pools are not shown, as they are not on the books.



Securities Market and Corporate Finance A33

1.52 DOMESTIC FINANCE COMPANIES Owned and Managed Receivables'

Billions of dollars, amounts outstanding

1998
Type of credit 1995 1996 1997
Mar. Apr. May June July Aug.
Seasonally adjusted
682.4 761.9 809.8 819.0 8253 833.0 831.3 840.6" 845.3
283.1 307.7 327.7 3287 3289 330.2 3325 336.6 339.1
72.4 111.9 121.1 1216 121.9 1242 120.9 125.2 127.1
326.8 3424 361.0 368.7 3745 378.6 3779 378.7 379.2
Not seasonally adjusted
STotal. . oot e 689.5 769.7 818.1 819.7 825.3 832.2 836.0 835.2° 841.6
6 CONSUIMIEr. . ..o\ttt e i 285.8 3106 3309 3254 326.7 329.4 3354 3385 340.5
7 Motor vehicles loans . . S 81.1 86.7 87.0 86.8 90.6 89.6 89.9 91.7 95.3
8 Motor vehicle leases . . 80.8 92.5 96.8 95.2 95.9 95.9 97.0 97.3 96.9
9 Revolving2 ....... . .. .. 28.5 325 38.6 36.6 304 30.5 299 29.6 30.2
10 Other’ ... .. i i 426 332 344 330 334 335 344 350 347
Securitized assets®
11 Motor vehicle loans. . .. 34.8 36.8 443 45.0 42.8 45.7 49.3 50.2 49.2
12 Motor vehicle leases . 35 8.7 10.8 10.5 10.4 10.8 10.9 10.8 107
13 Revolving ........... S . n.a. 0.0 0.0 0.0 5.3 53 53 53 53
14 Other ..... e .. 14.7 20.1 19.0 18.2 18.1 18.1 18.6 185 18.2
1S Realestate ....... 724 111.9 1211 121.6 121.9 124.2 120.9 1252 127.4
16 One- to four-family S . n.a. 52.1 59.0 61.5 62.4 65.2 62.3 65.9 68.6
17 Other .. ... na. 30.5 28.9 28.1 28.1 28.1 275 28.5 28.7
Securitized real estate assets*
18 One- to four-family ............... . ... . . ..., n.a. 289 330 318 31.2 30.7 309 30.6 29.7
19 Other ........... e n.a. 04 0.2 02 0.2 02 0.1 0.1 0.1
2 Business.. ....... . R 331.2 347.2 366.1 3727 376.7 378.6 3797 3715 374.0
21 Motor vehicles .. .. S 66.5 67.1 63.5 67.8 68.2 69.1 68.4 61.1 62.5
22 Retail {oans . .. . . . 218 251 25.6 273 28.3 29.3 29.2 292 29.6
23 Wholesale loa 36.6 33.0 217 302 29.5 295 28.2 21.0 220
24 Leases. .. ... 8.0 9.0 10.2 10.2 104 104 11.0 10.9 10.9
25 Equipment 8.0 9.0 10.2 206.5 207.8 209.3 212.8 2128 212.0
26 Loans 8.0 9.0 10.2 508 51.2 51.3 52.7 516 51.8
27 Leases............... .. 8.0 9.0 10.2 155.7 156.7 158.0 160.2 161.2 160.2
28 Other business receivables®. .. ........................ 8.0 9.0 10.2 516 54.0 54.3 53.7 54.5 57.0
Securitized assets*
29 Motor vehicles. . ............ ...l 8.0 9.0 10.2 321 316 31.0 29.1 26.3 25.9
30 Retail loans . . . 8.0 9.0 10.2 2.0 19 19 2.3 22 2.1
31 ‘Wholesale loans 8.0 9.0 102 300 29.6 292 26.7 24.1 23.8
32 Leases ...... 8.0 9.0 10.2 0.0 0.0 0.0 0.0 0.0 0.0
33 Equipment 8.0 9.0 10.2 10.5 10.3 10.2 10.5 115 11.4
34 Loans 8.0 9.0 10.2 4.2 4.1 4.0 4.1 5.1 49
35 Leases............... R .. 8.0 9.0 10.2 6.3 6.2 6.2 6.4 6.4 6.4
36 Other business receivables®......... . . . ......... 8.0 9.0 10.2 42 47 4.7 5.3 54 52

NOTE. This table has been revised to incorporate several changes resulting from the
benchmarking of finance company receivables to the June 1996 Survey of Finance Compa-
nies. In that benchmark survey, and in the monthly surveys that have followed, more detailed
breakdowns have been obtained for some components. In addition, previously unavailable
data on securitized real estate loans are now included in this table. The new mformation has
resulted in some reclassification of receivables among the three major categories (consumer,
real estate, and business) and in discontinuities in some component series between May and
June 1996.

Includes finance company subsidiaries of bank holding compantes but not of retailers and
banks. Data in this table also appear in the Board’s G.20 (422) monthly statistical release. For
ordering address, see inside front cover.

1. Owned receivables are those carried on the balance sheet of the institution. Managed
receivables are outstanding balances of pools upon which securities have been issued; these
balances are no longer carried on the balance sheets of the loan originator, Data are shown

before deductions for unearned income and losses. Components may not sum to totals
because of rounding.

2. Excludes revolving credn reported as held by depository institutions that are subsidiar-
1es of finance companies.

3. Includes personal cash loans, mobile home loans, and loans to purchase other types of
consumer goods such as appliances, apparel, boats, and recreation vehicles.

4. Outstanding balances of pools upon which securities have been issued; these balances
are no longer carried on the balance sheets of the loan originator.

5. Credit arising from transactions between manufacturers and dealers, that is, fioor plan
financing.

6. Includes loans on commercial accounts receivable, factored commercial accounts, and
receivable dealer capital; small loans used primarily for business or farm purposes; and
wholesale and lease paper for mobile homes, campers, and travel trailers.
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1.53 MORTGAGE MARKETS Mortgages on New Homes

Millions of dollars except as noted

1998
Item 1995 1996 1997

Mar. Apr. May June July Aug, Sept.

Terms and yields in primary and secondary markets

PRIMARY MARKETS

Terms!
1 Purchase price (thousands of dollars). ......... ...... 175.8 182.4 180.1 191.7 189.5 195.6 193.7 208.7 191.5 192.7
2 Amount of loan (thousands of dollars). e e e 1345 139.2 140.3 1495 147.1 150.2 151.0 160.1 1504 150.8
3 Loan-to-price ratio (percent)......... el 78.6 78.2 804 §1.0 804 79.1 81.0 78.7 81.3 80.9
4 Maturity (years)........ . L. 277 272 28.2 283 284 283 28.3 285 28.6 28.7
5 Fees and charges (percent of loan amounti? . . ... 1.21 1.21 1.02 0.95 0.87 085 0.85 0.90 087 085
Yield (percenr per year}
6 Contractrate ... . ... ... . . 7.65 7.56 7.57 7.03 7.05 7.05 7.03 6.99 6.95 6.85
7 Effective rate! .. AU 7.85 7.7 7.73 7.17 7.19 7.18 7.16 7.13 7.09 6.98
8 Contract rate (HUD serles) _________________ L. 8.05 8.03 7.76 7.16 7.20 7.11 7.08 7.05 6.86 6.64
SECONDARY MARKETS
Yield (percent per year)
9 FHA mortgages (Section 203)° 8.18 8.19 7.89 7.09 7.37 7.07 7.07 7.05 7.03 6.53
10 GNMA securities” . .......... e . 7.57 748 726 6.66 6.63 6.63 6.54 6.48 6.42 6.05

Activity in secondary markets

FEDERAL NATIONAL MORTGAGE ASSOCIATION

Mortgage holdings (end afpermd)
l.

11 Total. . ... ... i o ..o..| 253511 287,052 316,678 327,025 333,571 343,922 349,249 359,827 366,890 375,665
12 FHA/VA insured . 28,762 30,592 31,925 31,965 32,734 32,771 32,896 33,036 32,929 32,903
13 Conventional ................ . ... oL 224.749 256,460 284,753 295,060 300,837 311,151 316,353 326,791 333961 342,762
14 Mortgage transactions purchased (during period) . .. ... 56,598 68,618 70.465 12.095 14,668 17,423 11916 17.326 14,316 15,681
Morigage commitments (during period)
15 ISSUEAT Lo o 56,092 65,859 69,965 14057 17,556 10,612 16,921 13.217 17.016 16,282
16 Tosell®. . ... oo 360 130 1.298 92 0 0 0 419 233 249
FEDERAL HOME LOAN MORTGAGE CORPORATION
Mortgage holdings (end ofperiaa’)8
17 Total ............ 107,424 137,755 164,421 185,928 189,471 192,603 196,634 202,582 206,856 216,522
18  FHA/VA insured 267 220 177 166 162 158 422 456 489 490
19 Conventional .. .......o.ouviriiiiiii it 107.157 137.535 164,244 185,762 189,309 192,445 196,212 202,126 206,367 216,032
Mortgage transactions {during period)
20 Purchases . . ... oovvviniiiii e o e 98,470 125,103 117,401 21,011 25,132 23,743 22,394 22,605 21,507 25,365
20 8ales. .. 85,877 119,702 114,258 19,085 24,479 23,338 21,133 22,263 20,634 24,294
22 Mortgage commitments contracted (during pedod)°. .. 118,659 128,995 120,089 23,060 24,468 26,100 20,008 23,528 24,694 23,375

1. Weighted averages based on sample surveys of mortgages onginated by major institu-
tional lender groups for purchase of newly built homes; compiled by the Federal Housing
Finance Board in cooperation with the Federal Deposit Insurance Corporation

2 Includes all fees, commussions. discounts. and “pomnts’* paid (by the borrower or the
seller) to obtain a loan.

3 Average effective interest rate on loans closed for purchase of newly built homes,
assuming prepayment at the end of ten years.

4. Average contract rate on new commitments for conventional first mortgages; from U.S.
Department of Housing and Urban Development (HUD). Based on transactions on the first
day of the subsequent month.

5. Average gross yield on thirty-year, minimum-downpayment first mortgages insured
by the Federal Housing Administration (FHA) for immediate delivery in the private
secondary market. Based on transactions on first day of subsequent month.

6. Average net yields to investors on fully modified pass-through securities backed by
mortgages and guaranteed by the Government National Mortgage Association (GNMA),
assuming prepayment in twelve years on pools of thirty-year mortgages insured by the
Federal Housing Administration or guaranteed by the Department of Veterans Affairs.

7. Does not include standby commitments issued, but includes standby commitments
converted.

8. Includes participation loans as well as whole loans.

9. Includes conventional and government-underwritten loans. The Federal Home Loan
Mortgage Corporation’s mortgage commitments and mortgage transactions include activity
under morigage securities swap programs. whereas the corresponding data for FNMA
exclude swap activity.



1.54 MORTGAGE DEBT OUTSTANDING'

Millions of dollars, end of period

Real Estate  A35

1997 1998
Type of holder and property 1994 1995 1996
Q2 Q3 Q4 Ql Q2P
TAIDOers ..............oooiiiiiiiiiiii et .| 4,393,545 | 4,604,609 | 4,930,487 | 5,062,766 | 5180917 | 5279333 | 5,380,907 | 5,505,783
By type of property

2 One- to four-family residences ... 3.355,868 | 3530400 | 3,761,560 | 3,860,763 | 3,956,815 | 4,029,268 | 4,102,830 | 4,195,738

3 Multifamily residences . ...... . . 271,823 281,788 300,665 305,963 308,418 314,590 320,237 326,527

4 Nonfarm, nonresidential . . 682,883 707,861 781,129 807,361 825,923 845,058 866,414 850,538

S FAfMl oo 82.971 84,561 87,134 88,680 89,760 90,417 91,425 92,980

By type of holder

6 Major financial institytions ......... .. ... .o 1,819,806 1,894,420 1,979,114 2,033,599 2,068,002 | 2,086,72) 2,119,279 2,124,259

7  Commercial banks? . | rorz7in | 1,090,189 | 1,145,380 | 1,196461 | 1,227,131 | 1,244,108 | 1,270,032 | 1,280,732

8 One- to four-family . 615,861 669,434 698,508 733,694 752,323 762,531 779,927 784,929

9 Multifamily .......... . . . 39,346 43,837 46,675 49,116 49,166 50,642 51,790 52,175
10 Nonfarm, nonresidential ................ . 334,953 353,088 375,322 387,588 398,841 403,957 410,859 415311
11 FAfM . . ey - 22,551 23,830 24,883 26,063 26,801 26,978 27,456 28,316
12 Savings institutions s . 596,191 596,763 628,335 629,062 631,444 631,822 637,012 629,882
13 One- to four-family ... S . 477,626 482,353 513,712 516,521 519,564 520,672 527,036 520,276
14 Multifamily .. ... ... . . 64,343 61,987 61,570 60.070 60,348 59,543 59,074 58,704
15 Nonfarm, nonresidential . 53,933 52,135 52,723 52,132 51,187 51,252 50,532 50,519
16 Farm ... .. ... 28 288 331 338 346 354 369 383
17 Life insurance companies . 210,904 207,468 205,390 208,077 209,426 210,792 212,235 213,645
18 One- to four-family . 7.018 7316 6,772 6,842 7,080 7,186 7,321 7,488
19 Multifamily ...... 23,902 23435 23.197 23,499 23,615 23,755 23,902 24,038
20 Nonfarm, nonresxdemlal .. 170,421 167,095 165,399 167,548 168,374 169,377 170,423 171,393
21 Farm ..o 9,563 9,622 10,022 10,188 10,358 10,473 10,589 10,726
22 Federal and related agencies ......................0 ool 315,580 306,774 300,935 292,966 291,410 292,581 293,499 294,547
23 Government National Mortgage Associalion . .. 6 2 2 7 7 8 8 8
24 One- to four-family . .............. .. .. 6 2 2 7 7 3 8 8
25 Multifamily .............. N . 0 4] 0 0 0 ] 0 Q
26 Farmers Home Administration® ... .. .. . 41,781 41,791 41,596 41,400 41,332 41,193 40,972 40,921
27 One- to four-family ........ . 18,098 17,705 17,303 17.239 17,458 17,253 17,160 17,059
28 Multfamily ........... . 11,319 11,617 11,685 11,706 11,713 11,720 11,714 11,722
29 Nonfarm, nonresidential . 5,670 6,248 6,841 7,135 7,246 7,370 7,369 7,497
30 FAMM 0o ete e . 6,694 6,221 5,768 5321 4916 4,852 4,729 4,644
31  Federal Housing and Veterans' Administrations . N 10,964 9,809 6,244 4,200 3,462 3,821 3,694 3,631
32 One- to four-family .......... C e PN 4,753 5,180 3,524 2,299 1.437 1,767 1,641 1,610
33 Multifamily ........... P . 6,211 4,629 2719 1,900 2,025 2,054 2,053 2,021
34  Resolution Trust Corporation . - 10,428 1,864 0 0 0 0 0 0
35 One- to four-family . ...... e .. 5,200 691 0 0 0 0 0 0
36 Multifamuly ............ .- 2,859 647 0 0 0 0 0 0
37 Nonfarm, nonresidential ... .. P 2,369 525 0 0 0 0 0 0
38 22 T 0 0 0 0 0 0 0
39 Federal Deposit Insurance Corporation . .. 7,821 4,303 2,431 1816 1,476 724 786 564
40 One- to four-family .......... .... . 1,049 492 365 272 221 109 1i8 85
41 Muhifamily ........ I . 1,595 428 413 309 251 123 134 96
42 Nonfanm. nonresidential 5,177 3,383 1,653 1,235 1,004 492 534 384
43 FatD .o L 0 0 0 0 0 0 0 0
44 Federal National Mortgage AssoCiation ...................... 174312 176,824 174,556 170,386 168,458 167,722 166,670 167.202
45 One- to four-family e 158,766 161,665 160,751 157,729 156,363 156,245 155,876 156,769
46 Multifamily ..... ... S 15.546 15,159 13,805 12,657 12,095 11477 10,794 10.433
47 Federal Land Banks .. R PP 28,555 28,438 29,602 29,963 30,346 30,657 31,005 31,352
48 One- to four-family . o S 1,671 1,673 1,742 1,763 1,786 1,804 1,824 1,845
49 FAM oot e 26,885 26,755 27,860 28,200 28,560 28,853 29,181 29,507
50  Federal Home Loan Mortgage Corporation o 41,712 43,753 46,504 45,194 46,329 48,454 50,364 50,869
51 One- to four-family . 38,882 39,901 41,758 40,092 40,953 42,629 44,440 44,597
52 MUIGEAMILY e 2,830 3.852 4,746 5,102 5376 5,825 5924 6,272
53 Mortgage pools or trusts® ... .| 1,730,004 1,863,210 | 2,064,882 | 2,145995 | 2,202,549 | 2,272,999 | 2,330,674 | 2.442,603
54  Government National Mortgage ASSOCIation .................. 450,934 472,283 506,340 520,938 529,867 536,810 533,011 537,586
55 One- to four-family . ... ............. 441,198 461,438 494,158 507,618 516,217 523,156 519,152 523,243
56 Multifamily ... ... L 9.736 10,845 12,182 13,320 13,650 13,654 13,859 14,343
57  Federal Home Loan Mortgage Corporation 490,851 515,051 554,260 567,187 569,920 579,385 583,144 609,791
58 One- to four-family . . . 487,725 512,238 551,513 564,445 567,340 576,846 580,715 607,469
59 Multifamily ... . .. e 3,126 2813 2,747 2,742 2,580 2,539 2,429 2,322
60  Federal National Mortgage Association . . 530,343 582,959 650,780 673,931 690,919 709,582 730,832 761,359
61 One- to four-family 520,763 569,724 633,210 654.826 670,677 687,981 708,125 737,631
62 Multfamily .......... 9,580 13,235 17.570 19,105 20,242 21,601 22,707 23,728
63  Farmers Home Administration® .. 19 11 3 2 2 2 2 2
64 One- to four-family ........ e 3 2 0 0 0 0 0] 0
65 Multifamily ... RN 0 0 0 0 0 0 0 0
66 Nonfarm. nonresidential . ... NN 9 5 0 0 0 0 0 0
67 Farm ... . 7 4 3 2 2 2 2 2
68  Private mortgage conduits .. 257.857 292,906 353,499 383,937 411.841 447,219 483,685 533,865
69 One- to four-family® P . 208,500 227.800 261,900 279,450 299,400 318,000 336,824 364,316
70 Multifamily ... 11,744 15,584 21,967 24,355 25,655 29,264 33,477 38,144
71 Nonfarm, nonresidential e PP 37,613 49,522 69,633 80,132 86,786 99,955 113.384 131,405
72 Farm o 0 0 0 0 0 4] 0 0
73 Individuals and Others’ ................ooeeeiiinieieiiioo.. 528,155 540,206 585,556 590,206 618,955 627,033 637,455 644,375
74 One- to four-family . .. o . 368,749 372,786 376,341 377,966 405,990 413,082 422,663 428,413
75 Mulufamily ......... 69,686 73,719 81,389 82,081 81,702 82,392 82,379 82,529
76  Nonfarm. nonresidential . . .. .. 72,738 75,859 109,558 111,591 112,486 112,655 113,312 114,031
I S N 16,982 17,841 18,268 18,567 18,777 18,904 19,100 19.402

1. Multifamily debt refers to loans on structures of five or more units

2. Includes loans held by nondeposit trust companies but not loans held by bank trust
departments.

3. Includes savings banks and savings and loan associations.

4, FmHA-guaranteed securities sold to the Federal Financing Bank were reallocated from
FmHA mortgage pools to FmHA mortgage holdings in 1986:Q4 because of accounting
changes by the Farmers Home Administration.

5. Outstanding principal balances of mortgage-backed securities msured or guaranteed by
the agency indicated.

6. Includes securitized home equity loans.

7. Other holders include mortgage companies, real estate investment trusts, state and local
credit agencies, state and local retirement funds, noninsured pension funds, credit unions, and
finance companies.

SOURCE. Based on data from various institutional and government sources. Separation of
nonfarm mortgage debt by type of property, if not reported directly, and interpolations and
extrapolations, when required for some quarters, are estimated in part by the Federal Reserve.
Line 69 from Inside Mortgage Securities and other sources.
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1.55 CONSUMER CREDIT!

Millions of dollars, amounts outstanding, end of period

1998

Holder and type of credit 1995 1996 1997

Mar. Apr. May June July* Aug.

Seasonally adjusted

T Total.... ..................... ..... 1,095,711 1,181,913 1,233,099 1,246,616 1,249,950 1,251,874 1,260,676 1,266,189 1,270,809

2 Automobile 364,209 392,321 413,369 419,811 421,378 422,806 425,736 427,949 431,789

3 Revolying. . . .. 443,183 499,486 531,140 539,674 542,213 541,656 545,920 543,723 545,918

40ther?. .. 288,319 290,105 288,590 286,530 286,359 287.412 289,020 294,517 293,102
Not seasonally adjusted

STotal ... . Ll 1,122,828 1,211,590 1,264,103 1,234,714 1,239,310 1,240,755 1,253,893 1,259,328—' 1,271,013

By major holder

6 Commercial banks. .. ................... 501,963 526,769 512,563 492,213 500,207 497,389 491,509 491,777 498,775

7 Finance companies .. 152,123 152,391 160,022 156,480 154,328 153,556 154,275 156,366 160,151

8 Credit unions . .. .. 131,939 144,148 152,362 149,334 149,119 149,784 149,383 150,667 151,203

9 Savings institutions 40,106 44,711 47,172 47,087 47,500 47915 48,329 48,744 49,158
10 Nonfinancial business™ . . 85,061 77,745 78,927 72,754 65,102 65.238 65,278 65,495 66,026
11 Pools of securitized assets™............... 211,636 265,826 313,057 316,846 323,054 326,873 345,119 346,279 345,700

By major type of credit®

12 Automobile .......... ... . ool 367.069 395.609 416,962 415,524 416,138 418,425 425,453 429,551 434,470
13 Commercial banks. . . RN 151,437 157,047 155,254 153,926 151.278 151,677 150,877 153,203 155,508
14 Finance companies ........ 81,073 86,690 87,015 86,834 90,564 89,569 89,948 91,741 95,257
15 Pools of securitized assets? 44,635 51719 64,950 65,057 63,737 65,988 71,615 72,470 70,766
16 Revolving. ............ .. ..... .. ... ... 464,134 522,860 555,858 534,420 535,976 536,043 540,147 537,458 542,751
17 Commercial banks. . . 210,298 228,615 219,826 201,316 209,171 207,318 200,901 197,646 200,424
18  Finance companies . 28,460 32,493 38,608 36,613 30,398 30,495 29,893 29,605 30,155
19 Nonfinancial business® R 53,525 44,901 44,966 41,246 33,487 33412 33,544 33,807 34,009
20 Pools of securitized assets®. ...... . ..... 147,934 188,712 221,465 226.226 233,668 235,347 245,635 246,031 247,422
21 Other ...... .......... ... .. L. 291,625 293,121 291,283 284,770 287.196 286,287 288,293 292,319 293,792
22 Commercial banks. PETINN 140,228 141,107 137,483 136,971 139.758 138,394 139,731 140,928 142,843
23 Finance companies . . e 42,590 33,208 34,399 33,033 33,366 33,492 34,434 35,020 34,739
24  Nonfinancial business® . - 31,536 32,844 33,961 31,508 31,615 31,826 31,734 31,688 32,017
25  Pools of securitized assets*............. 19,067 25,395 26,642 25,563 25,649 25,538 27.869 27,778 27,512

1. The Board's series on amounts of credit covers most short- and intermediate-term credit 3. Includes retailers and gasoline compames.
extended to individuals. Data in this table also appear in the Board’s G.19 (421) monthly 4. Outstanding balances of pools upon which securities have been issued; these balances
statistical release. For ordering address, see inside front cover. are no longer carried on the balance sheets of the loan originator.
2. Comprises mobile home loans and all other loans that are not included in automobile or 5. Totals include estimates for certain holders for which only consumer credit totals are

revolving credit, such as loans for education, boats, trailers, or vacations. These loans may be available.

secured or unsecured.

1.56 TERMS OF CONSUMER CREDIT"

Percent per year except as noted

1998
Item 1995 1996 1997
Feb. Mar. Apr. May June July Aug.
INTEREST RATES
Commercial banks®
1 48-monthnewcar.... .......... .... 9.57 9.05 9.02 8.87 na. n.a. 8.69 n.a. n.a. 8.71
2 24-month personal . ..................... 13.94 13.54 13.90 14.01 na. n.a. 13.76 n.a. n.a. 1345
Credit card plan
3 Allaccounts. . ......... ....... . ... 15.90 15.63 15.77 15.65 n.a. na. 15.67 n.a. n.a. 15.83
4 Accounts assessed interest 15.64 15.50 15.57 15.33 na. n.a. 15.62 na. n.a. 15.85
Auto finance companies
SNewear......ooooviiiiiiiniiiiii 11.19 9.84 7.12 6.98 5.94 6.20 6.07 6.02 6.25 6.00
6 Usedcar................ ... .o 14.48 13.53 13.27 12.87 12.79 12.76 1273 12.63 1251 12.68
OTHER TERMS"
Maturity (months)
TNewear. .............. ... . 54.1 5L.6 54.1 52.6 515 50.7 50.8 50.9 517 53.0
& Usedcar. . ..... . . ... ... 522 51.4 S0 52.5 526 529 529 540 54.1 54.1
92 91 92 92 92 91 93 91 92 93
99 100 99 97 97 98 99 100 100 101
Amount financed (dollars)
11 Newear.. ... .. ... .. .. ......o.. 16,210 16,987 18,077 18.825 18,932 18,922 18,793 18,878 19,084 15,068
12 Usedear............ . ..o 11.590 12,182 12,281 12,356 12,431 12,716 12,607 12,698 12,733 12,407
L. The Board's series on amounts of credit covers most short- and intermediate-term credit 2. Data are available for only the second month of each quarter.
extended to individuals. Data in this table also appear 1n the Board's G.19 (421) monthly 3. Atauto finance companies.

statistical release. For ordening address, see inside front cover.
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1.57 FUNDS RAISED IN U.S. CREDIT MARKETS!
Billions of dollars; quarterly data at seasonally adjusted annual rates
1996 1997 1998
Transaction category or sector 1993 1994 1995 1996 1997
Q4 Ql ’ Q2 ’ Q3 Q4 Qi ’ Q2
Nonfinancial sectors
1 Total net horrowing by domestic nonfinancial sectors....| 588.0 572.2 701.6 725.8 768.4 642.2 674.5 614.4 829.6 954.9 919.1 935.0
By sector and instrument
2 Federal government 256.1 155.9 144 4 145.0 23.1 1123 649 —43.5 303 40.8 =313 —69.6
3 Treasury securities . . .| 2483 155.7 1429 146.6 232 115.6 66.3 —43.8 312 39.0 —289 —68.1
4 Budget agency securities and mortgages .............. 7.8 2 15 -16 —.1 -33 -1.4 2 -9 17 —24 —~14
5 Nonfederal .......... ... ... ... ... i 3319 416.4 557.1 580.8 745.3 530.0 609.6 658.0 799.3 9142 9504 | 1,004.5
By instrument
6 Commercial paper ................. i, 10.0 21.4 18.1 -9 13.7 —24.1 72 20.3 14.5 12.8 539 6.6
7 Municipal securities and loans . . 748 | —359 | —482 2.6 714 54.8 34.1 59.6 88.9 103.2 116.7 86.1
8 Comporate bonds ........ . .... .. 75.2 23.3 73.3 72.5 90.7 89.9 794 86.1 1229 74.4 1572 160.8
9 Bank loans nec. .......iiiiiis e 6.4 752 102.3 66.2 107.6 278 140.7 1181 316 140.0 56.0 170.1
10 Other loans and advances . .| —189 340 67.2 138 68.2 32 342 19.3 792 140.1 80.7 345
11 1237 173.4 205.5 318.0 341.1 331.5 251.5 295.1 411.9 405.8 4343 487.8
12 156.2 178.5 174.5 2649 267.7 248.4 2175 210.5 3336 309.3 330.3 3679
13 —6.8 -12 8.1 12.6 11.4 15.3 39 12.7 6.5 22.3 19.9 225
14 -26.7 -6.1 212 319 58.7 66.1 28.0 67.7 67.5 71.6 80.1 9t.1
15 .. 1.0 22 1.6 2.6 33 1.6 2.1 4.1 43 2.6 4.0 6.2
16 Consumercredit ...t 60.7 124.9 1389 88.8 52.5 46.8 62.5 59.5 50.3 37.8 51.7 58.6
By borrowing sector
17 Household .................... ...t 207.8 3114 349.0 3728 351.6 306.6 3247 317.3 368.3 396.2 4359 476.7
IR Nonfinancial business . .. 579 151.3 259.6 214.8 337.6 177.7 268.0 298.2 3584 4257 420.2 463.0
19 Corporate .. ........ 52.1 1436 2327 165.5 267.8 108.6 215.2 223.6 287.1 345.1 3349 3634
20 Nonfarm noncorporate . 32 33 239 4.5 63.5 61.4 478 68.6 658 71.6 774 92.2
21 Farm . ... .. ... ..l 26 4.4 2.9 4.8 6.4 7.6 49 6.0 55 9.0 79 7.4
22 State and local govemnment 662 | —462 | —51.5 —638 56.1 45.7 16.9 425 726 92.3 94.3 64.9
23 Foreign net borrowing in United States ................ 69.8 ~14.0 711 76.9 56.9 93.6 312 61.7 925 423 68.8 68.5
24 Commercial paper ................ -9.6 —26.1 135 11.3 37 44 155 10.4 -11.6 N 56.0 —-24.8
25 Bonds............ 829 122 497 558 46.7 845 155 387 | 1003 24 143 89.8
26 Bank loansnec. .......... N 14 85 9.1 8.5 7.8 -7 115 73 159 5.5 7.9
27 Other loans and advances ... .. —42 -L5 -5 8 -2.0 -31 .9 12 -3.5 —-65 ~7.0 ~4.4
28 Total domestic plus foreign ............ . ......... 657.8 558.2 772.7 802.7 825.3 735.8 705.7 676.1 922.2 997.2 987.9 | 1,003.5
Financial sectors
29 Total net borrowing by financial sectors ............. 2944 468.4 456.4 556.2 644.4 674.1 336.5 659.0 | 594.0 987.9 840.3 | 1,016.2
By instrument
30 Federal government-related .......... ........ .. ... 165.3 2875 204.1 2315 212.8 2528 105.7 286.2 161.0 298.1 227.3 4134
31  Government-sponsored enterprise securities . 80.6 176.9 105.9 90.4 98.4 1233 -89 198.1 46.4 157.9 142.5 166.4
32 Morngage pool securities . . .. 847 115.4 98.2 141.1 114.4 129.6 114.6 83.1 114.6 140.3 84.8 2470
33 Loans from US. government ..... ... .....c...o.... 0 -4.8 0 . 0 0 0 0 0 0 0 0
FAPOVAE ... . oo e 129.1 180.9 252.3 3247 4316 421.3 2309 372.9 433.0 689.8 613.0 602.8
35  Open market paper . .. —5.5 40.5 42.7 922 166.7 162.1 176.6 77.0 168.8 244.2 2374 134.8
36  Corporate bonds .. .. 123.1 121.8 196.7 179.7 208.1 199.0 61.7 2314 193.4 345.8 316.0 376.8
37 Bankloansnec. ....... —-144 —13.7 39 16.9 i3.6 24.0 6.5 -6.0 23.2 30.7 18.9 7.2
38  Other loans and advances . R .. 224 226 34 279 356 312 —20.1 63.0 37.5 61.7 32.7 76.0
39 MOMEAZES ..o ettt o e 3.6 9.8 5.6 7.9 7.8 49 6.2 7.5 101 7.3 8.0 8.0
By borrowing sector
40 Commercial banking ............c.... o 134 20.1 22.5 13.0 46.1 26.9 144 764 325 61.0 835 959
41 Savings nstitutions . . . 1.3 12.8 2.6 255 19.7 23.0 -16.8 319 23 41.7 10.6 312
42 Credit unions 2 2 —.1 N 1 3 -2 2 2 3 5 2
43 Life insurance companies 2 3 —.1 Ll 2 2.0 .8 1 2 -3 0 -6
44 Government-sponsored enterprises . . 80.6 172.1 105.9 904 98.4 1233 -89 198.1 46.4 157.9 1425 166.4
45 Federally related mortgage pools ..... ... 84.7 115.4 98.2 141.1 114.4 129.6 114.6 88.1 114.6 140.3 84.8 247.0
46 Issuers of asset-backed securities (ABSs) 83.6 72.9 1411 153.6 204.6 1573 85.8 122.7 224.7 385.0 255.0 363.5
47 Finance compamies .. .................. -1.4 48.7 50.2 459 487 38.1 5.6 120.5 8.9 59.6 80.1 101.8
48 Mortgage companies .. ............ 0 —-115 4 12.4 -13 12.1 -7 ~12.2 36 42 52 ~55
49 Real estate investment trusts (REITs) 34 13.7 5.7 11.0 24.8 152 15.1 19.8 320 32.1 36.3 339
50 Brokers and dealers ......... . .. .. 120 .5 -5.0 -20 8.1 49 —2.9 34.9 -6.9 7.0 -1.0 20.0
51 Funding corporations  ...... . . ......oo..iaiiian 6.3 23.1 345 64.1 80.7 1416 129.7 ~21.5 1154 99.2 142.8 —37.6
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1.57 FUNDS RAISED IN U.S. CREDIT MARKETS'—Continued

1996 1997 1998
Transaction category or sector 1993 1994 1995 1996 1997
Q4 Qt Q2 Q3 Q4 Q1 Q2
All sectors
52 Total net borrowing, all sectors ......... .......... 9522 | 1,026.6 | 1,229.0 | 1,358.9 | 1,469.7 | 1,409.9 | 1,042.2 | 1,335.1 | 1,516.2 | 1,985.1 | 1.828.2 | 2,019.6
53 Open market Paper ..............ooiiit et -5.1 357 74.3 102.6 184.1 142.4 199.3 107.7 1717 | 2577 | 3473 116.6
54 U.S. government securities . | 4214 448.1 3485 376.5 235.9 365.1 170.6 242.6 191.3 3389 196.0 3438
55 Municipal securities ......... 74.8 -359 | -482 26 714 54.8 34.1 59.6 88.9 103.2 116.7 86.1
56 Corporate and foreign bonds 281.2 157.3 319.6 308.0 345.5 3734 156.6 356.1 416.6 452.6 487.5 627.4
57 Bank loans ne.c. ........... ~7.2 62.9 114.7 92.1 129.7 59.7 146.5 123.6 62.2 186.4 80.4 1853
58 Other loans and advances -8 50.3 702 62.5 101.8 31.3 15.0 83.4 1133 1953 106.4 106.1
59 Mortgages ................ . S 1273 1832 2111 3259 348.8 336.4 2577 302.6 422.0 413.1 4423 495.8
60 Consumercredit .............. ... ... . 60.7 1249 1389 38.8 528 468 62.5 59.5 50.3 378 517 58.6
Funds raised through mutual funds and corporate equities
61 Total metissues ................................. 125.2 143.9 231.8 1919 162.3 181.9 1839 248.6 153.0 218.0 194.2
62 Corporate eqUIties ..............cc.oovoriranenan.. 24.6 -35 —58 ~-733 | -204 —67.7 —66.2 —51.3 | —108.0 | —1034 | ~118.2
63 Nonfinancial corporations ................ —44.9 ~583 —-642 | -1146 | -560 —%0.4 | —100.0 | —124.0 | —144.1 [ —138.0 | —125.2
64  Foreign shares purchased by U.S. residents 48.1 50.4 60.0 41.3 422 46.6 544 64.3 -3 13.6 4.0
65  Financial corporations .................... . 214 44 -1.6 .1 —6.7 —-239 —20.6 8.4 36.5 21.0 7.1
66 Mutual fund shares .................. ... ..o 100.6 147.4 237.6 265.1 182.8 249.6 250.1 299.9 261.0 3214 3124

1. Data in this table also appear 1n the Board's Z.1 (780} quarterly statistical release, tables

F.2 through F.4. For ordering address, see instde 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
1996 1997 1998
Transaction category oOr sector 1993 1994 1995 1996 1997
Q4 Ql Q2 Q3 Q4 Ql Q2
NET LENDING IN CREDIT MARKETS?
1 Total net lending in credit markets ................. 9522 [ 1,026.6 | 1,229.0 [ 1,358.9 | 1,469.7 | 1.409.9 | 1,042.2 | 1,335.1 | 1,516.2 | 1,985.1 | 1,828.2 | 2,019.6
2 Domestic nonfederal nonfinancial sectors .............. 41.6 2387 -93.8 9.5 —88.8 | —1412 | -221.7 —505 | —1380 55.0 | —206.4 3789
3 Household .. 1.0 275.5 1.6 13.8 [ —106.1 —46.6 | —273.5 —48.3 | —131.5 286 | —196.5 2974
4 Nonfinancial corporate business ................... 9.1 17.7 -8.8 15.0 149 -169 787 | -—46.7 317 —-4.1 =55 19.8
5 Nonfarm noncorporate business ................... —L1 .6 4.7 4.4 2.7 4.4 2.5 2.7 2.8 29 3.0 32
6 State and local governments .. .. 326 ~55.0 -914 | -237 -3 —82.1 -29.5 41.8 —41.0 27.5 -7.4 585
7 Federal government ........ —184 =275 —.2 —=7.7 49 —4.3 1.7 57 33 9.0 15.5 12.8
8 Rest of the world 129.3 132.3 2739 414.7 312.1 586.6 330.6 307.0 404.1 206.5 2349 309.2
9 Financial sectors .. ... 799.7 683.0 [ 1,049.1 9424 | 1.241.5 968.8 9317 | 1.072.9 | 1,246.8 | 1,714.7 | 1.7842 | 1,318.8
10 Monetary authority . .. 36.2 31.5 12.7 12.3 383 6.9 344 42.9 229 529 274 7.7
11 Commercial banking .................... 142.2 163.4 265.9 187.5 3248 2454 316.0 290.0 226.2 467.1 293.7 147.8
12 U.S.-chartered banks ................... 149.6 148.1 186.5 119.6 274.9 1524 206.1 286.7 220.7 386.2 260.8 143.1
13 Foreign banking offices in United States —-9.8 11.2 754 63.3 40.2 84.1 101.7 —3.6 4.6 58.2 12.0 17.2
14 Bank holdmg companies ............. .0 9 -.3 3.9 5.4 10.5 22 5.1 -5.0 19.4 15.3 —17.6
15 Banks in U.S -affiliated areas 24 33 42 N 42 -16 6.1 1.8 5.8 32 5.6 5.1
16  Savings institutions ........ —233 6.7 -7.6 19.9 -4.7 —479 ~53 238 ~353 —-2.0 10.1 -11.9
17 Creditunions ............... 217 28.1 16.2 25.5 16.8 25.8 20.5 25.2 136 7.7 19.6 249
18  Bank personal trusts and estates . 9.5 7.1 —83 —-7.7 7.6 -2.5 34 10.7 73 8.8 2.4 3.1
19 Life insurance companies ...... 100.9 66.7 99.2 72.5 101.0 124.5 88.3 174.4 106.0 35.3 108.9 116.2
20  Other insurance companies 277 249 215 225 252 27.7 6.0 28.0 320 347 234 28.1
21  Private pension funds ................. 495 455 613 483 67.6 34.1 55.0 58.5 66.2 90.7 72.6 105.5
22 State and local government retirement funds . 227 223 275 459 36.6 38.1 232 34.6 79.1 9.5 81.7 72.7
23 Money market mutual funds .......... 204 30.0 86.5 88.8 87.5 81.1 582 26.1 121.5 1442 1720 200.1
24 Mutual funds .............. 159.5 ~17.1 525 48.9 80.9 25.7 63.9 90.0 108.0 61.8 143.6 1159
25 Closed-end funds ............... 20.0 —3.7 10.5 22 1.2 2.2 27 1.3 3 4 .6 2
26  Government-sponsored enterprises 87.8 117.8 84.7 92.0 95.0 137.1 449 1199 55.8 159.2 166.0 143.4
27  Federally related mortgage pools ..... 847 1154 98.2 141.1 114.4 129.6 114.6 88.1 114.6 140.3 84.8 247.0
28  Asset-backed securities issuers (ABSs) . 81.0 65.8 1193 123.4 166.1 108.2 62.3 107.8 162.2 332.2 195.8 3324
29  Finance companies ................ —20.9 483 499 18.4 219 -36 39.8 9 68.3 -214 28.6 271
30 Mortgage companies ............ .0 -24.0 -34 8.2 164 4.1 -1.3 —24.4 829 8.3 10.4 -11.0
31 Real estate investment trusts (REITSs) .. 6 4.7 2.2 2.0 -2.0 =21 —2.1 —-2.1 =21 -1.7 -2.0 -2.0
32 Brokers and dealers ............. o 148 —442 90.1 —15.7 137 827 —-145 —-11.7 15.8 65.3 2504 | —-188.6
33 Funding cOTporations ...............oeeeveieonon. —353 -16.2 ~29.7 6.5 33.4 —484 21.5 -10.9 1.7 121.2 94.1 —40.1
RELATION OF LIABILITIES
TO FINANCIAL ASSETS
34 Net flows through credit markets ................... 952.2 | 1,026.6 | 1,229.0 | 1,358.9 | 1,469.7 | 1,409.9 | 1,042.2 | 1,335.1 | 1.516.2 | 1,985.1 | 1,828.2 | 2,019.6
Other financial sources
35 Official foreign exchange ................. ..o ont 8 —-58 8.8 -63 N 7 -17.6 4 24 17.5 1.0 8.1
36 Special drawing rights certificates 0 0 22 -3 -5 0 =21 0 0 0 0 0
37 Treasury currency ............. 4 7 6 1 0 -24 4 2 1.3 -1.9 3 2
38 Foreign deposits  ........ —18.5 52.9 353 85.9 107.4 120.1 186.7 23.9 116.1 103.0 —45.3 44.2
39 Net interbank transactions ....... 505 89.8 9.9 —51.6 —45.8 10.2 —-784 —57.0 -31.5 —16.2 212 -22.7
40 Checkable deposits and currency . 117.3 -9.7 —12.7 15.8 415 —47.3 81.8 50.6 —384 71.9 65.9 110.6
41 Small time and savings deposits ... -70.3 -39.9 96.6 97.2 97.1 91.1 151.5 340 47.0 156.0 152.0 46.6
42 Large time deposits ........... -235 19.6 65.6 114.0 1225 136.5 56.3 174.7 188.4 70.8 118.5 -30.9
43 Money market fund shares .. 20.2 433 142.3 145.8 157.6 188.2 157.6 98.9 226.2 147.8 248.0 186.4
44 Security repurchase agreements 713 782 1104 40.0 115.2 7.9 327 2189 111.2 98.1 250.5 -59.6
45 Corporate equities OO 137.7 24.6 —35 —5.8 —733 —20.4 -67.7 —66.2 —513 | -1080 | —1034 | —-118.2
46 Mutual fund shares ..................... 292.0 100.6 147.4 237.6 265.1 182.8 249.6 250.1 299.9 261.0 3214 3124
47 Trade payables ..... 522 94.0 100.7 72.3 94.5 1104 63.4 56.0 121.0 1377 79.6 63.0
48 Security credit  .......... 61.4 —.1 26.7 52.4 110.1 131.1 1104 127.5 90.6 119 168.8 | —110.3
49 Life insurance reserves 36.0 34.5 449 43.6 529 66.7 49.8 625 62.8 36.6 47.8 385
50 Pension fund reserves 255.6 246.2 2332 230.8 296.8 281.1 256.6 3189 3269 284.8 259.9 2654
51 Taxes payable .................. 114 2.6 6.2 162 15.1 22.1 21.7 12.4 29.6 ~-34 44.1 =71
52 Investment in bank personal trusts 9 17.8 4.0 -8.6 750 —4.2 68.8 71.8 80.8 78.4 50.3 575
53 Noncorporate proprietors’ equity . . - .. 255 55.6 71.5 47.1 41.2 294 50.1 48.0 49.7 16.8 41.0 12.5
54 Miscellaneous . ... ... .o i 340.0 252.0 449.4 415.8 586.7 465.4 668.2 527.8 621.6 5294 868.6 399.6
55 Total financial sources ............... ...l 2,312.9 | 2,083.6 | 2,768.5 | 2,900.8 | 3,529.6 | 3,244.3 | 3,082.2 | 3,288.5 | 3,770.5 | 3,9774 | 4,418.4 | 3,2153
Liabilities not zdennﬂed as assets (—)
56 Treasury currency .. -2 -2 -5 -9 -6 -3.1 -3 -5 N —24 -2 -3
57 Foreign deposits =57 43.0 25.1 59.4 107.4 51.7 176.9 10.6 939 148.3 -94.6 60.3
58 Net interbank liabilities ... .. 42 -2.7 -3.1 -33 —19.8 15 303 -26.7 -50.0 —32.6 107.2 219
59 Security repurchase agreements 46.4 69.4 229 —.7 72.6 1104 | —107.3 185.3 234 188.9 187.6 —56.3
60 Taxes payable ...... ........ - 15.8 16.6 21.1 20.4 177 24.8 19.3 27.6 14.7 94 41.2 15
61 Miscellaneous ...... ... ... ... .ot —-1708 | -1504 | —221.3 | —122.6 | —303.3 | —1404 25.1 | —485.0 | —137.8 | —6155 | —207.6 | —256.6
Floats not included in assets (—)
62 Federal government checkable deposits -1.5 -4.8 —6.0 5 —-2.7 —-12.4 —4.6 -83 10.0 -7.9 75 —41.8
63 Other checkable deposits . . . . -1.3 —-2.8 -3.8 —4.0 -39 —338 -33 —4.3 —3.0 -5.0 -4.0 -3.0
64 Trade credit ............ ... il -4.0 1.5 -125| -315 9.7 -9.8 -52 —53.8 39.4 58.5 5.9 =34
65 Total identified to sectors as assets ................. 2,429.9 | 2,114.0 | 2,946.7 | 2,983.7 | 3,652.5 | 3,225.3 | 2,951.3 | 3,643.7 | 3,779.1 | 4,235.7 | 4,3755 | 3,493.0

1. Data in this table also appear in the Board’s Z.1 (780) quarterly statistical release, tables

F.1 and F.5. For ordering address, see inside front cover.

2. Excludes corporate equities and mutual fund shares.



A40 Domestic Financial Statistics (0 December 1998

1.59 SUMMARY OF CREDIT MARKET DERT OUTSTANDING'

Billions of dollars, end of period

1996 1997 1998
Transaction category or sector 1994 1995 1996 1997
Q4 Ql \ QL[ Q3 \ Q4 Ql Q2
Nonfinancial sectors
1 Total credit market debt owed by
domestic nonfinancial sectors .......... 13,014.5 | 13,716.0 14,441.8 | 15,208.7 14,441.8 14,6089 | 14,727.4 14,9314 | 15,208.7 15439.6 | 15,634.4
By sector and instrument
2 Federal government ..................... 34922 3,636.7 3,781.8 3,8049 3,781.8 3,8298 3,760.6 37712 38049 3.8304 3749.0
3 Treasury securities . .................. . 3465.6 3,608.5 3,755.1 3.7783 3,755.1 3.8035 3.7343 37451 37783 38045 37234
4 Budget agency securities and mortgages . .. 26.7 282 26.6 26.5 26.6 26.3 26.3 26.1 26.5 259 25.6
5 Nonfederal .................. ............ 9,522.2 10,079.3 10,660.1 11.403.8 10,660.1 10,779.1 10,966.8 11.160.2 11,4038 11,609.2 11,885.5
By instrument
6 Commercial paper ....................... 139.2 1574 156.4 168.6 156.4 168.7 179.3 176.6 168.6 193.1 202.5
7 Municipal securities and loans R 1,341.7 1,293.5 1,296.0 1,367.5 1.296.0 1,305.1 1,326.8 1.340.2 1.367.5 1,397.1 14258
8 Corporate bonds ............... .. 1,253.0 1,326.3 1,398.8 1,489.5 1.398.8 1,418.7 1,440.2 1,470.9 1.489.5 1,528.8 1.569.0
9 Bankloansnec......................... 759.9 862.1 928.3 1,035.9 928.3 964.5 1,000.2 1,000.1 1,0359 1,052.0 1,100.6
10 Other loans and advances . P 669.6 736.9 770.6 838.8 770.6 784.4 788.2 802.8 838.8 864.6 871.9
Il Mortgages .............. ... .ol 4,374.8 4,580.3 4,898.3 5,239.3 4.898.3 4,951.3 5,027.1 5,142.7 5,239.3 5.338.9 5,461.8
12 Home ............... | 33559 3,530.4 3,761.6 4,029.3 3.761.6 3.806.1 3.860.8 3,956.8 4,029.3 4.102.8 4,195.7
13 Multifamily residential . 265.6 273.8 290.0 301.4 290.0 291.0 294.2 295.8 301.4 306.4 312.0
14 Commercial .......... . 670.3 691.6 759.5 818.3 759.5 766.5 783.5 800.4 818.3 838.3 861.1
15 Farm ...... o 83.0 84.6 87.1 90.4 87.1 87.7 88.7 89.8 90.4 91.4 93.0
16  Consumer credit ........................ 983.9 1,122.8 1,211.6 1,264.1 1,211.6 1,186.4 1,205.0 1.226.7 1,264.1 1,234.7 1,2539
By borrowing sector
17 Household ...................... ... ... 4.452.8 4,806.8 5,150.9 5,505.2 5,150.9 5,182.8 5271.2 5,383.0 5,505.2 5,562.4 5,689.3
18  Nonfinancial business . ... 3.947.6 4,202.3 4,4458 4,779.2 44458 4,527.4 4,609.6 4,681.7 4,779.2 4,902.4 5,028.8
19 Corporate ............ et 2,683.6 2911.4 3,105.7 3,369.2 3,105.7 3,176.8 3,236.8 3,291.1 3,369.2 34739 3,571.8
20 Nonfarm nencorporate e 1.121.8 1.145.8 1,190.2 1,253.7 1,190.2 1.202.2 1,219.3 1,235.2 1,253.7 1.273.1 1,296.1
21 Farm ... .. ... 1422 145.1 149.9 156.3 149.9 148.3 1534 1554 156.3 1554 160.9
22 State and local government ... ........... 1,121.7 1,070.2 1.063.4 1,1195 1.063.4 1,069.0 1.086.1 1,095.5 1,119.5 1,144.3 1.167.3
23 Foreign credit market debt heid in
United States  ....................... 370.8 441.9 518.8 569.6 518.8 524.3 539.2 557.7 569.6 584.1 602.1
24 Commercial paper 42.7 56.2 67.5 65.1 675 69.3 71.3 64.3 65.1 76.7 714
25 Bonds .......... 2423 291.9 347.7 3944 3477 351.6 361.2 386.3 394.4 398.0 420.5
26 Bank loans n.ec. ..... BN 26.1 34.6 43.7 521 43.7 43.5 46.4 48.2 52.1 53.5 55.5
27 Other loans and advances ............... . . 59.8 59.3 60.0 58.0 60.0 59.9 60.3 58.9 58.0 55.9 54.8
28 Total credit market debt owed by nonfinancial
sectors, domestic and foreign . ............ 13,3853 | 14,158.0 | 14,960.7 | 15,778.3 | 14,960.7 | 15133.2 | 15,266.6 | 15489.1 | 15778.3 | 16,023.7 | 16,236.5
Financial sectors
29 Total credit market debt owed by
financial sectors .. ......... ... ... ... 3,822.2 4,281.2 4,837.3 5,448.7 4,837.3 4,916.5 5,085.3 52054 5,448.7 5,651.7 5,912.5
By instrument
30 Federal government-related . .......... ........ 21727 2,376.8 2,608.3 2.821.0 2,608.3 26347 2,706.2 2,746.5 2,821.0 2,877.9 2.981.2
31  Government-sponsored enterprise securities . 700.6 806.5 896.9 995.3 896.9 894.7 944.2 955.8 995.3 1,030.9 1.072.5
32 Mongage pool securities . .... ........ 14721 1,570.3 17114 1,825.8 1.711.4 1,740.0 1.762.1 1,790.7 1,825.8 1.847.0 1,908.7
33 Loans from US. government e 0 .0 .0 0 0 0 .0 .0 0 0 .0
34 Pvate ... B .. 1,649.5 1,904.4 22291 2.627.6 2.229.1 22818 2,379.1 24589 2,627.6 27758 29313
35  Open market paper . . .- 441.6 486.9 579.1 745.7 579.1 623.0 642.5 684.7 745.7 804.9 838.9
36 Corporate bonds . . . 1,008.8 1.205.4 1,385.1 1,560.1 1.385.1 1,396.5 1,458.1 1,478.2 1.560.1 16349 1,733.5
37  Bank loans nec. 48.9 52.8 69.7 83.3 69.7 70.6 69.2 74.8 83.3 87.3 89.3
38  Other loans and advances e 131.6 135.0 162.9 198.5 162.9 157.9 173.7 183.0 198.5 206.6 225.6
390 Mortgages ... 18.7 24.3 322 40.0 322 338 35.6 38.2 40.0 42.0 44.0
By borrowing sector
40 Commercial banks .......................... 94.5 102.6 113.6 140.6 113.6 115.3 125.7 130.0 140.6 148.7 159.7
4] Barnk holding companies .. 133.6 148.0 150.0 168.6 150.0 151.6 160.5 164.0 168.6 181.2 194.5
42 Savings institutions . . ... .. .. 1124 115.0 140.5 160.3 140.5 136.3 144.3 149.8 160.3 162.9 170.7
43 Credit unions ......... . 5 4 4 6 4 4 4 5 6 N 8
44 Life insurance companies . . ... .. . .6 5 1.6 1.8 1.6 18 18 1.9 1.8 1.8 1.6
45 Government-sponsored enterprises s 700.6 806.5 896.9 995.3 896.9 894.7 944.2 955.8 995.3 1,030.9 1,072.5
46 Federally related mortgage pools .. .. ... L] 14721 1,570.3 1.711.4 1,825.8 1,711.4 1,740.0 1,762.1 1,790.7 1,825.8 1.847.0 1.908.7
47 Issuers of asset-backed securities (ABSs) . ... ...... 579.0 720.1 873.8 1,089.4 871.8 880.9 918.4 989.2 1,089.4 1.147.4 1,236.1
48 Brokersand dealers  ............... . 343 29.3 273 353 27.3 26.6 353 336 353 35.1 40.1
49 Finance companies . . . . 433.7 4839 529.8 554.5 529.8 5284 557.8 532.7 554.5 5719 596.9
50 Mortgage companies . ............. . 18.7 19.1 315 303 35 34 28.3 292 303 316 30.2
51 Real estate investment trusts (REITs) e 3Ll 36.8 47.8 726 47.8 51.6 56.6 64.6 726 81.7 90.1
52 Funding corporations .. ...................... 211.0 2486 3127 3738 3127 348.6 350.0 3634 3738 4129 410.7
All sectors
53 Total credit market debt, domestic and foreign ... | 17,207.5 | 18,439.2 | 19,798.0 | 21,227.0 | 19.798.0 | 20,049.7 | 20,3519 | 20.,694.5 | 21.227.0 | 21,6774 | 22,149.1
54 Openmarketpaper .. .................... ... 623.5 700.4 803.0 979.4 803.0 861.1 893.1 925.7 979.4 1.074.8 1,112.7
55 U.S. government securities .| 5,665.0 6,013.6 6,390.0 6,625.9 6.390.0 6,464.5 6,466.8 6,517.7 6,625.9 6,708.3 6,730.2
56 Municipal securities .. ... .. .. 1,341.7 1,293.5 1,296.0 1,367.5 1,296.0 1,305.1 1,326.8 1,340.2 1,367.5 1,397.1 1,425.8
57 Corporate and foreign bonds .. 2,504.0 2,823.6 3,131.7 3,444.1 3,131.7 3,166.8 3.259.5 33354 3,444.1 3,561.8 3,723.0
58 Bank loans ne.c. .. 834.9 949.6 1,041.7 1,171.3 1.041.7 1,078.6 1,115.8 1,123.1 1,171.3 1,192.8 1,2454
59 Other loans and advances 860.9 931.1 993.6 1,095.3 993.6 1,002.3 1,022.1 1,044.8 1,095.3 1,127.1 1,1524
60 Mortgages . ... . 4,393.5 4,604.6 4,930.5 52793 49305 4,985.0 5,062.8 5,180.9 5,279.3 5,380.9 5,505.8
61 Consumercredit ......................... .. 983.9 1,122.8 1,211.6 1,264.1 f,211.6 1,186.4 1,205.0 1,226.7 1.264.1 1,234.7 1,253.9

| Data in this table also appear in the Board’s Z.1 (780) quarterly statistical release, tables
L.2 through L.4. For ordering address, see inside front cover.



Flow of Funds A41
1.60 SUMMARY OF FINANCIAL ASSETS AND LIABILITIES'
Billions of dollars except as noted, end of period
1996 1997 1998
Transaction category or sector 1994 1995 1996 1997
Q4 Ql Q2 Q3 Q4 Ql Q2
CREDIT MARKET DEBT OUTSTANDING?
1 Total credit market assets .......... ........... 17.207.5| 18,439.2| 19,798.0| 21,227.0| 19,798.0| 20,049.7| 20,351.9 | 20,694.5 | 21,227.0 | 21,677.4 | 22,149.1
2 Domesnhe nonfederal nonfinancial sectors ............ 3.0389 2,903.8 2,9534 2,8146 29534 2,89}1.2 2,842.4 2,789.4 2,8146 2,750.7 28128
3 Household .................... .. . . 1,982.2 1.942.6 2,005.9 1,849.7 2,0059 1.951.7 1.898.6 1.848.1 1,849.7 1,819.1 1,846.8
4 Nonfinancial corporate business .. ................ 289.2 280.4 286.0 300.9 286.0 286.8 276.9 2859 300.9 280.0 286.9
5 Nonfarm noncorporate business ... ... 316 42.3 46.7 49.4 46.7 47.4 48.0 48.7 49.4 50.2 51.0
6 State and local governments . . . 7299 638.6 614.8 614.5 614.8 605.4 618.9 606.6 614.5 610.5 628.2
7 Federal government ........ 2034 203.2 195.5 200.4 195.5 195.9 197.3 198.2 200.4 204.3 207.5
8 Rest of the world . 1,216.0 1,530.3 1,931.2 2,258.4 1.931.2 2,019.4 2,094.6 2,196.3 22584 2,322.5 2.398.5
9 Financial sectors ..... e 12,749.2 | 13,801.8| 14,7179 15953.6| 14,7179 14943.2| 152176 | 155107 | 15,953.6 | 16391.0 | 16.730.3
10 Monetary authority ... 368.2 380.8 393 1 4314 393.1 397.1 412.4 412.7 431.4 4338 440.3
11 Commercial banking . . o 3,254.3 3,520.1 3,707.7 40325 3,707.7 3.775.7 3,856.8 3.912.9 4.032.5 4,094.1 4,140.1
12 U.S.-chartered banks .. ....... ... .. ... 2,869.6 3.056.1 3,175.8 3.450.7 3,175.8 3.218.1 3,295.2 3.351.9 3.450.7 3,505.1 3.546.8
13 Foreign banking offices m United States . 337.1 412.6 475.8 516.1 475.8 499.5 501.8 501.0 516.1 518.0 525.5
14 Bank holding companies ... ....... 184 18.0 220 274 220 225 238 25 274 31.2 26.8
15 Banks in U.S.-affiiated areas 292 334 341 383 34.1 356 36.1 3718 383 39.7 410
16 Savings institutions ........... . . 920.8 913.3 933.2 928.5 933.2 9319 937.8 929.0 928.5 931.0 928.1
17 Creditunions .................. 246.8 263.0 288.5 305.3 288.5 291.2 299.9 3039 305.3 307.5 3164
18  Bank personal trusts and estates 248.0 239.7 232.0 239.5 232.0 232.8 235.5 237.3 239.5 240.1 240.9
19 Life insurance companies . ...... 1.482.6 1,581.8 1,654.3 1,755.2 1.654.3 1.680.2 1,724.1 1.750.4 1,755.2 1,786.3 1,815.6
20  Other msurance companies 446.4 468.7 491.2 515.3 491.2 491.6 498.6 506.6 515.3 S21.1 528.2
21 Private pension funds ............ .. 656.9 7182 766.5 8342 766.5 780.3 794.9 811.5 8342 852.3 878.7
22 State and local government retirement funds . . 455.8 483.3 529.2 565.8 5292 531.6 542.7 562.0 565.8 5825 603.2
23 Money market mutual funds ... .. . . 459.0 545.5 634.3 7219 634.3 659.0 656.5 678.7 721.9 775.0 815.9
24 Mutal funds ... 718.8 771.3 820.2 901.1 820.2 8385 861.3 890.4 901.1 939.3 968.5
25 Closed-end funds . B 86.0 96.4 98.7 99.8 98.7 99.3 99.7 99.7 99.8 100.0 100.0
26 Government-sponsored emerpm S 663.3 748.0 813.6 908.6 813.6 8243 854.8 868.7 908.6 949.5 9859
27  Federally related mortgage pools . ... ... 1472.1 1,570.3 1,711.4 18258 1.711.4 1,740.0 1,762.1 1,790.7 18258 1,847.0 1,908.7
28  Asset-backed securities issuers (ABSs) .. 541.7 661.0 784.4 950.5 784.4 794.6 819.4 863.4 950.5 9937 1,074.6
29  Finance companies ................ 476.2 526.2 5445 566.4 5445 5524 553.1 564.4 566.4 572.0 579.0
30  Mortgage companies ........... .... 365 330 41.2 57.6 41.2 40.9 348 3535 576 60.2 574
31  Real estate investment trusts (REITs) 133 155 17.5 155 17.5 17.0 16.5 15.9 155 15.0 145
32 Brokers and dealers - 93.3 1834 167.7 181.4 167.7 164.1 161.2 165.1 181.4 244.0 196.9
33 Funding corporations ............ ... ......... 109.3 82.2 88.7 117.4 88.7 100.6 95.6 91.8 117.4 146.5 1374
RELATION OF LIABILITIES
TO FINANCIAL ASSETS
34 Total credit marketdebt ......... . ............ 17,207.5| 18,439.2| 19,798.0( 21,227.0| 19,798.0 | 20,049.7 | 20,351.9 | 20,694.5 | 21,227.0 | 21,677.4 [ 22,149.1
Other liabilities
35 Official foreign exchange ......... ............... 532 63.7 537 48.9 537 46.3 46.7 46.1 489 482 50.1
36 Special drawing rights certificates .. . 8.0 10.2 9.7 9.2 9.7 92 9.2 9.2 9.2 9.2 9.2
37 Treasury currency ............. 17.6 182 18.3 18.3 183 184 18.4 8.7 18.3 18.4 18.4
38 Foreign deposits ..................... - 3739 418.8 516.1 619.4 516.1 562.8 568.8 597.8 619.4 608.1 619.2
39 Net interbank liabilities ........ e 280.1 290.7 240.8 1933 240.8 210.9 197.1 186.9 1933 188.4 186.4
40 Checkable deposits and currency ........ .. ......... 1,242.0 1,229.3 1,245.1 1,286.6 1,245.1 1,220.0 1,265.3 1,2342 1,286.6 1,259.5 1,321.4
41 Small time and savings deposits 2,183.2 22797 2.377.0 2.474.1 2,377.0 2,427.1 24323 2,438.8 24741 2,524.5 25327
42 Large time deposits .. ............. . . 411.2 476.9 590.9 7134 590.9 606.0 646.7 696.1 7134 744.0 7335
43 Money market fund shares .. ... ..... 602.9 745.3 891.1 1,048.7 891.1 950.8 9524 1.005.1 1.048.7 1,130.7 1,153.7
44 Security repurchase agreements ... . . . 5495 659.9 699.9 815.1 699.9 7138 766.7 7954 815.1 8814 8654
45 Mutual fund shares ............ .... 14773 1,852.8 23424 29894 2,342.4 24106 2,717.5 2973.6 29894 3,340.2 3.456.0
46 Security credit . ... 2790 305.7 358.1 468.2 358.1 380.0 414.8 432.2 468.2 505.3 481.0
47 Life insurance reserves . 505.3 550.2 593.8 646.7 593.8 606.2 621.9 637.6 646.7 658.7 668.3
48 Pension fund reserves . .. 4,870.5 5,588.7 6,314.7 7.398.2 6,314.7 6,401.5 6,906.7 7,289.8 7,398.2 7,955.8 8,093.9
49 Trade payables .... e 1,140.6 1,241.4 1.313.6 1,408.2 1.313.6 1,297.3 1,317.1 1.347.0 1,408.2 1,395.4 1,416.9
50 Taxes payable .............. . . . 101.4 107.6 123.8 138.8 123.8 137.3 1335 142.6 138.8 158.6 149.2
51 Investment m bank personal trusts .. 699.4 803.0 8717 1.082.8 871.7 888.7 982.9 1,058.9 1.082.8 1,179.3 1.207.2
52 Miscellaneous  ........... .0 L L L 5,331.3 5.697.7 5,982.5 6.452.7 5,982.5 6,227.1 6,199.9 6,409.2 6.452.7 6,650.9 6.720.1
53 Total liabilities ................................ 37,334.1| 40,778.7 | 44,341.1 | 49,039.1 | 44,34L.1 | 45,163.9 | 46,549.8 | 48,013.6 | 49,039.1 | 50,934.0 | 51,8315
Financial assets not included in liabilities (+)
54 Gold and special drawing rights . . ............ .. 211 22.1 214 21.1 214 20.9 211 21.0 21.1 21.2 21.0
55 Corporate equities .............. ....... 6,237.9 8,331.3| 10,0624 | 12,776.0| 10,0624 | 10,063.5| 11,627.0| 12,6494 | 12,776.0 | 14,397.6 | 14,556.1
56 Household equity in noncorporate business 34224 3,649.7 3,868.8 4,188.6 3,868.8 3,963.3 4,053.9 4,1195 4,188.6 4,188.6 4,165.5
Liabilities not identified as assets (*)
57 Treasury currency . -5.8 —6.7 -7.3 -6.7 -6.8 —6.9 -6.7 -73 -74 ~-74
58 Foreign deposits 360.2 431.2 5345 4312 475.4 478.0 501.5 534.5 510.8 5259
59 Net interbank transactions . -9.0 —10.6 ~32.1 -10.6 ~-1.6 —8.1 =221 -321 -2.0 4.7
60 Security repurchase agreements 90.7 90.0 162.6 90.0 68.1 108.6 1249 162.6 213.0 193.7
61 Taxes payable ... .......... .. 62.4 769 92.0 76.9 74.8 77.1 874 92.0 96.5 100.5
62 Miscellaneous ........... ... 0 oo —1,3325| —1,749.4 | 22048 | -1,7494 | —1,6284 | —1,7439 | —1.735.8 | -2,204.8 | —2,190.0 | —2,189.2
Floats not included in assets (=)
63 Federal government checkable deposits . ............. 34 3.1 —1.6 —8.1 -16 -9.7 -6.8 -7.8 -8.1 -104 —16.1
64 Other checkable deposits - 38.0 342 30.1 26.2 30.1 25.6 279 19.5 26.2 214 242
65 Trade credit . ...t ~2456| —2584| -289.9| -—291.2| -—289.9| -—3440| -—369.8| —3778 —291.2| —3424 | -3549
66 Total identified to sectors as assets ................ 47,829.3| 53,836.9| 59,723.7| 67.753.1| 59,723.7| 60,558.2| 63,695.6 | 66,220.5 | 67.753.1| 71,251.9 | 72,2928

1. Data in this table also appear in the Board’s Z.1 (780) quarterly statistical release, tables

L.l and L.5. For ordering address, see inside front cover.

2. Excludes corporate equities and mutua{ fund shares.
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2.10 NONFINANCIAL BUSINESS ACTIVITY Selected Measures

Monthly data seasonally adjusted, and indexes 1992=100, except as noted

—
1998
Measure 1995 1996 1997
Jan. Feb. Mar. Apr. May June July” Aug’ Sept.
1 Industrial production'.................... 1145 1185 1245 127.8 1273 128.0 1284 128.8 127.5 127.0 129.0 128.7
Market groupings
2 Products, total ........... ... ..o L. 110.6 113.7 118.5 1213 120.6 121.3 121.8 1222 121.2 120.5 1226 122.0
3  Final, total ... ... S o3 114.6 1196 1226 1215 1226 1232 1233 1223 1212 1240 1234
4 Consumer goods 109.9 1118 1144 116.6 115.1 116.0 116.5 116.7 115.3" 114.4 116.6 116.1
5 Equipment ............... .. 113.8 119.6 128.8 133.1 133.1 134.3 135.0 1352 134.7" 1334 137.2 136.3
6  Intermediate . . .| 108.3 110.8 115.1 1174 117.6 117.3 175 118.6 117.9° 118.1 118.3 118.0
7 Materals ... ... i 120.8 126.2 134.1 138.2 138.2 138.7 139.1 139.6 137.5 137.5 139.4 139.3
Industry groupings
8 Manufacturing ................0 oL 116.0 120.2 127.0 1311 130.6 130.8 1316 131.7 130.0° 129.5 1319 131.3
9 Capacity utilization, manufacturing (percent)?. . 82.8 81.4 81.7 82.1 81.4 81.2 L4 81.1 79.7 791 80.3 796
10 Construction contracts® . ................. 122.1° 130.8 141.9" 146.0° 147.0° 142.0 148.0° 148.0° 145.0° 147.0 1400 136.0
11 Nonagricultural employment. total* ... 1149 117.2 119.9 1223 1224 1225 122.8 123.2 123.3 1235 123.8 123.8
12 Goods-producing, total 98.3 99.0 100.3 102.5 102.6 1024 102.7 102.5 102.6 101.9 1024 102.2
13 Manufacturing, total . ... 97.5 972 97.6 99.1 99.1 99.1 96.1 99.0 98.9 97.9 984 98.3
14 Manufacturing, production workers . ... .. 99.0 98.4 98.9 100.5 100.6 100.5 100.4 100.1 99.9 98.4 99.1 99.3
15 Service-producing ............... 120.2 123.0 126.2 128.6 128.8 128.9 129.3 129.7 130.0 130.4 130.6 130.7
16 Personal income, total........... 156.1 165.2 174.5 179.2 180.2 180.9 181.4 1822 182.7 183.5 1844 n.a.
17 Wages and salgry disbursements. 150.9 159.8 171.2 1778 178.9 179.5 180.3 181.5 181.8 182.8 184.2 na.
18 Manufacturing 5 130.3 135.7 1447 150.6 1510 151.2 151.0 151.5 150.5 149.5 151.3 na,
19 Disposable personal income 156.4 164.0 171.7 175.2 176.0 176.7 177.0 177.5 177.9 178.6 179.5 n.a.
20 Retail sales™. . ......... . 1515 159.6 166.9 170.8 172.2 1724 173.7 175.8 176.0 1748 174.9 175.4
Prices®
21 Consumer (1982-84=100) ................. 1524 156.9 160.5 161.6 161.9 162.2 162.5 162.8 163.0 163.2 1634 163.6
22 Producer finished goods (1982=100) ........ 1279 131.3 131.8 130.3 1302 130.1 130.4 130.6" 130.6 1309 130.6 130.6

1. Data in this table also appear in the Board’s G.17 (419) monthly statistical release. For
the ordering address, see the inside front cover. The latest historical revision of the industrial
production index and the capacity utilization rates was released in December 1997. The recent
annual revision is described in an article in the February 1998 issue of the Bulletin. For a
description of the aggregation methods for industrial production and capacity utilization, see
“Industrial Production and Capacity Utilization: Historical Revision and Recent Develop-
ments,” Federal Reserve Bulletin, vol. 83 (February 1997). pp. 67-92. For details about the
construction of individual industrial production series, see “‘Industrial Production: 1989
Developments and Historical Revision.” Federal Reserve Bulletin, vol 76 (April 1990), pp.
187-204.

2. Ratio of index of production to index of capacity. Based on data from the Federal
Reserve, DRI McGraw-Hill, U.S. Department of Commerce, and other sources.

3. Index of dollar value of total construction contracts, including residential, nonresiden-
tial, and heavy engineering, from McGraw-Hill Information Systems Company, FW. Dodge
Division.

4. Based on data from U.S. Department of Labor, Employment and Earnings. Series covers
employees only, excluding personnel in the armed forces.

5. Based on data from U.S. Department of Commerce, Survey of Current Business.

6. Based on data not seasonally adjusted. Seasonally adjusted data for changes in the price
indexes can be obtained from the U.S. Department of Labor, Bureau of Labor Statistics,
Monthly Labor Review.

NOTE. Basic data (not indexes) for series mentioned in notes 4 and 5, and indexes for series
mentioned in notes 3 and 6, can also be found in the Survey of Current Business

Figures for industrial production for the latest month are preliminary, and many figures for
the three months preceding the latest month have been revised. See “Recent Developments in
Industrial Capacity and Utilization.” Federal Reserve Bulletin, vol. 76 (June 1990), pp.
411-35. See also “Industrial Production Capacity and Capacity Utilization since 1987,"
Federal Reserve Bulletin, vol. 79 (June 1993), pp. 590-605.

2.11 LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT
Thousands of persons; monthly data seasonally adjusted
1998
Category 1995 1996 1997
Feb. Mar Apr. May June July® Augf Sept.
HOUSEHOLD SURVEY DATA!
1 Civilian labor force? ........................ 132,304 133,943 126,297 137,557 137,523 137,242 137.364 137,447 137,296 137,415 138,075
Employment

2 Nonagricultural industries® .. ............... 121,460 123,264 126,159 127,829 127,862 128,033 128,118 127,867 127,626 127,640 128,247

3 Agriculture.............. .. il 3,440 3,443 3,399 3.335 3,132 3,350 3,335 3,343 3,441 3,529 3.518
Unemployment
4 Number ........... ... ... ...l 7404 7.236 6,739 6,393 6,529 5.859 5910 6,237 6.230 6,247 6,310
5 Rate (percent of civilian labor force)......... 56 54 49 4.6 4.7 4.3 43 45 4.5 45 4.6
ESTABLISHMENT SURVEY DATA

6 Nonagricultural payroll employmem4 ......... 117,191 119,523 122,257 124,832 124,914 125,234 125,562 125,751 125,869 126,178 126,247

7 Manufacturing . ......... ... i 18,524 18,457 18,538 18,822 18,829 18,827 18,805 18,780 18.594 18.693 18,677

8 Mining .......... 581 574 573 590 587 582 579 578 571 571 571

9 Contract construction. . . . .. 5,160 5,400 5.627 5902 5,860 5930 5917 5,946 5,970 5,991 5,971
10 Transportation and public utilities .. . 6,132 6,261 6,426 6,494 6,504 6,513 6,534 6,538 6,550 6,572 6,578
11 Trade ...l 27,565 28,108 28,788 29,052 29,042 29,133 29,238 29.269 29374 29,371 29,422
12 Finance........ . 6,806 6,899 7.053 7232 7,258 7.289 7311 7333 7370 7372 7.395
13 Service ....... 33117 34,377 35,597 37,020 37,106 37,196 37,350 37,494 37,614 37,693 37,717
14 Government .......... . ..... ... ...l 19.305 19,447 19,655 19,720 19,728 19,764 19,828 19.813 16,826 19.915 19,916

1. Beginning January 1994, refiects redesign of current population survey and population
controls from the 1990 census.

2. Persons sixteen years of age and older, including Resident Armed Forces. Monthly
figures are based on sample data collected during the calendar week that contains the twelfth
day; annual data are averages of monthly figures. By definition, seasonality does not exist in
population figures.

3. Includes self-employed, unpaid family, and domestic service workers

4. Includes all full- and part-time employees who worked during. or received pay for, the
pay period that includes the twelfth day of the month: excludes proprietors, self-employed
persons, household and unpaid family workers, and members of the armed forces. Data are
adjusted to the March 1992 benchmark, and only seasonaily adjusted data are available at this
time.

SOURCE. Based on data from U.S. Department of Labor. Employment and Earnings



2.12 OUTPUT, CAPACITY, AND CAPACITY UTILIZATION'

Seasonally adjusted

Selected Measures A43

1997 1998 1997 1998 1997 1998
Series
Q4 Ql Qf \ Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3
Output (1992=100) Capacity (percent of 1992 output) Capacity utilization rate (percenl)z
1 Totalindustry ............................ 127.3 1277 1282 128.2 153.0 154.8 156.5 158.1 83.2 82.5 82.0 81.1
2 Manufacturing. . ... 130.1 130.8 131.1 130.9 1583 160.4 162.4 164.2 822 81.6 80.7 79.7
3 Primary pro(:essing3 T R TR RERREE 119.8 120.2 119.9 119.5 139.2 140.4 1414 142.5 86.0 856 84.8 839
4 Advanced processing” ...........aeaiannn 1353 136.2 136.7 136.6 168.1 170.7 173.1 175.5 80.4 79.8 79.0 779
5 Durablegoods... ........... ...l 1472 148.2 149.1 149.8 180.6 184.1 187.6 190.9 81.5 80.5 79.5 785
6 Lumber and products <1147 115.7 117.3 118.0 141.3 1422 142.6 143.1 81.2 813 82.2 825
7 Primary metals . .. ... 127.8 128.2 1254 1227 138.5 140.1 141.8 1435 92.3 91.5 88.5 85.5
8 Iron and steel . ... 126.5 1272 1234 118.5 137.9 139.4 1413 143.1 91.8 91.3 874 82.8
9 Nonferrous ............ S 1294 129.3 127.8 127.7 1389 140.6 142.1 143.6 93.2 92.0 89.9 88.9
10 Industrial machinery and equipment 177.6 181.2 188.3 192.5 210.0 215.8 2214 2267 84.6 84.0 85.1 84.9
11 Electrical machinery............. .| 2460 254.0 2575 260.0 3019 3154 328.6 341.8 81.5 80.5 784 76.1
12 Motor vehicles and parts . ............... 144.0 1372 1329 1335 186.7 188.8 190.8 192.8 77.1 727 69.7 69.2
13 Aerospace and miscellaneous
transportation equipment ............ 98.6 101.3 101.1 102.3 124.8 125.5 126.3 127.2 79.0 80.7 80.0 804
14 Nondurable goods........................ 112.6 113.1 112.7 1117 1357 136.4 137.0 137.6 829 829 822 81.2
15 Textile mill products .| 1S 110.1 109.6 109.6 1323 132.8 1332 1334 843 829 823 82.1
16 Paper and products. . . .. 11335 113.1 112.7 113.9 126.7 127.4 128.1 128.7 89.6 88.8 88.0 88.5
17 Chemicals and products . 117.1 118.0 118.1 116.8 147.5 148.6 149.4 150.2 794 794 79.1 77.8
18 Plastics materials . . .. .o 1314 130.8 131.0 1322 141.9 143.6 145.0 146.3 92.6 91.1 90.4 90.4
19 Petroleum products. .. ... 109.8 113.0 113.5 113.7 115.7 116.2 117.2 1182 94.9 972 96.8 96.2
20 Mining ..o 105.9 108.4 107.3 105.6 118.2 1184 118.6 119.0 89.6 91.6 90.5 88.8
21 Utilities.. . . .| 1155 1104 115.3 118.7 127.1 1274 127.7 128.0 90.9 86.6 90.3 92.7
22 Electric 115.7 112.1 117.8 120.9 1254 125.7 126.1 126.4 92.3 89.2 93.5 95.7
1973 1975 Previous cyc]e5 Latest cycle:6 1997 1998
High Low High Low High Low Sept. Apr. May June' July" Aug. Sept.?
Capacity utilization rate (percenl)z
1 Totalindustry................... 89.2 72.6 87.3 711 85.4 78.1 82.7 824 824 81.2 80.6 81.6 81.1
2 Manufacturing ................... 88.5 70.5 86.9 69.0 85.7 76.6 81.6 81.4 81.1 797 79.1 80.3 79.6
3 Primary processing®. . ........... 91.2 68.2 88.1 66.2 88.9 71.7 85.7 854 84.9 84.0 84.3 84.1 833
4 Advanced processing 872 71.8 86.7 70.4 84.2 76.1 79.7 79.6 794 718 76.9 78.7 78.0
5 Durable goods ................. 89.2 68.9 87.7 639 84.6 73.1 81.0 80.3 80.1 782 77.1 79.7 78.7
6 Lumber and products . 88.7 61.2 879 60.8 93.6 75.5 80.7 81.9 82.3 825 824 834 81.6
7 Primary metals. . ... 100.2 659 94.2 45.1 92.7 737 915 90.8 88.6 86.0 85.7 86.7 84.2
8 Iren and steel ... 1058 66.6 95.8 37.0 952 71.8 90.8 89.9 87.8 84.5 84.0 842 80.2
9 Nonferrous. ............... 90.8 59.8 91.1 60.1 89.3 742 92.5 92.1 89.7 87.9 819 89.7 89.0
10 Industrial machinery and
equipment . . .............. 96.0 743 932 64.0 854 72.3 84.2 849 85.0 85.3 855 85.1 842
11 Electrical machinery . . .. . 89.2 64.7 89.4 716 84.0 75.0 81.0 79.4 78.4 713 76.9 76.0 75.3
12 Motor vehicles and parts......... 934 513 95.0 45.5 89.1 559 76.2 72.7 735 62.8 54.5 779 75.2
13 Aerospace and miscellaneous
transportation equipment . . .. . 784 67.6 81.9 66.6 87.3 792 719 799 80.3 799 80.4 80.7 80.2
14 Nondurable goods. ............... 87.8 7T 87.5 76.4 87.3 80.7 82.3 827 824 81.6 81.7 81.1 80.8
15 Textile mill products . . . 91.4 60.0 91.2 72.3 90.4 77.7 84.5 82.1 83.5 81.3 81.7 81.9 82.7
16 Paper and products . . . 97.1 692 96.1 80.6 935 850 90.1 88.5 88.0 87.4 89.4 87.8 88.1
17 Chemicals and products 87.6 69.7 84.6 69.9 86.2 79.3 78.8 79.5 78.9 78.7 78.5 77.9 769
18 Plastics materials. . . . . 102.0 50.6 90.9 63.4 97.0 74.8 93.6 91.8 90.2 89.1 923 90.7 88.3
19 Petroleum products . .. .. ....... 96.7 81.1 90.0 66.8 88.5 85.1 95.4 97.9 96.3 96.3 975 96.8 94.3
94.3 88.2 96.0 80.3 88.0 87.0 90.1 90.6 91.4 89.4 89.5 88.7 882
96.2 82.9 89.1 75.9 92.6 83.4 90.8 87.6 90.4 92.8 92.0 92.4 938
99.0 82.7 88.2 78.9 95.0 87.1 92.5 90.7 94.3 95.5 94.7 952 97.2

1. Data in this table also appear in the Board’s G.17 (419) monthly statistical release. For
the ordering address, see the inside front cover. The latest historical revision of the industrial
production index and the capacity utilization rates was released in December 1997. The recent
annual revision is described in an article in the February 1998 issue of the Bulletin. For a
description of the aggregation methods for industrial production and capacity utilization, see
“Industrial Production and Capacity Utilization: Historical Revision and Recent Develop-
ments,” Federal Reserve Bulletin, vol. 83 (February 1997), pp. 67-92. For details about the
construction of individual industrial production series, see “Industrial Production: 1989
Developments and Historical Revision,” Federal Reserve Bulletin, vol. 76 (April 1990}, pp.
187-204.

2. Capacity utilization is calculated as the ratio of the Federal Reserve’s seasonally adjusted
index of industrial production to the corresponding index of capacity.

3. Primary processing includes textiles; lumber; paper; industrial chemicals: synthetic
materials; fertilizer materials; petroleum products; rubber and plastics; stone. clay, and glass:
primary metals; and fabricated metals.

4. Advanced processing includes foods; tobacco; apparel; furniture and fixtures; printing
and publishing; chemical products such as drugs and toiletries; agricultural chemicals; leather
and products; machinery; transportation equipment; instruments: and miscellaneous manufac-
tures.

5. Monthly highs, 1978-80: monthly lows, 1982.

6. Monthly highs, 1988-89: monthly lows, [990-91.
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2.13 INDUSTRIAL PRODUCTION Indexes and Gross Value'
Monthly data seasonally adjusted

1992 1997 1998
pro- 1997
Group por- avg.
tion Sept. | Oct. Nov. | Dec. Jan. Feb. Mar. Apr. May | June" | July’ | Aug. | SeptP
Index (1992 = 100}
MAJOR MARKETS
1 Total index............................ 1000 | 124.5 | 125.6 | 126.5 | 127.5 | 1279 | 127.8 | 127.3 | 128.0 | 1284 | 128.8 | 127.5 127.0 | 129.0 | 128.7
2Products. .. ..o 60.5 118.5 119.1 1202 | 1212 121.0 1213 1206 | 121.3 121.8 122.2 1212 120.5 1226 122.0
3 Final products .. ....... . . 46.3 119.6 1203 1215 122.5 122.2 122.6 1215 1226 | 1232 | 1233 1223 121.2 1240 123.4
4 Consumer goods, total . . 29.1 114.4 114.5 1159 1167 1159 116.6 115.1 116.0 | 116.5 116.7 1s.3 1144 6.6 116.1
5 Durable consumer g00d< 6.1 1313 1319 | 1314 1365 1347 1356 134.3 1352 | 1363 1380 1304 1240 139.6 137.4
6 Antomotive products. . 26 | 1299 | 1328 131.2 1384 | 133.8 | 1326 | 131.0 | 1324 1345 136.7 1221 107.1 142.2 1385
7 Autos and trucks..... .. 1.7 136.5 140.9 | 139.7 | 1478 | 142.7 139.9 137.2 | 1377 1402 | 1424 117.6 92.5 1511 1438
8 Autos, consumer..... .. S| 1152 | 1199 | 1152 | 1203 | 113.9 | 1160 | 1057 | 1074 | 108.3 | 109.3 94.6 76.5 | 1256 | 1295
9 Trucks, consumer . ...... 7| 1591 166.5 168.6 | 179.8 175.7 168.2 1727 172.0 | 176.0 | 1794 144.1 111.6 181.5 163.6
10 Auto parts and allied goods . . 9 | 1193 120.1 1179 | 1238 120.1 120.9 121.0 | 123.7 | 1253 127.5 127.1 125.8 129.2 130.4
11 Other......................... 3.5 | 1323 | 13101 | 1315 | 1350 | 1353 | 138.0 | 1369 | 1374 | 137.8 | 139.0 | 137.1 | 137.8 | 137.1 | 136.2
12 Appliances, televisions, and air
conditioners. ............. 1.0 | 168.6 | 166.0 | 1694 | 177.2 | 178.7 186.4 188.6 | 192.5 1938 192.5 188.6 199.] 199.3 1932
13 Carpeting and furniture. . ....... 8| 1170 | 1162 | 1165 | 1221 116.8 122.5 117.7 116.5 17.1 1223 119.3 118.5 119.6 119.6
14 Miscellaneous home goods. . .. .. 16 | 1200 | 1194 | 1186 | 119.2 122.1 121.0 | 1207 120.8 120.7 1206 | 1202 | 1184 [ 116.7 117.0
15 Nondurable consumer goods . . 23.0 | 1102 | 1102 | 1121 1118 | 111.3 | 112.0 | 1104 | 1113 111.6 | 1115 1115 1118 1111 111.0
6 Foods and tobacco . ... .. 103 | 109.3 | 108.6 | 1097 | 1107 | 110.0 | 113.0 | 1118 | 1113 | 1119 | 1120 | 1101 | 1106 [ 1099 [ 110.0
17 Clothing, ......... 24 959 96.0 96.4 95.1 95.1 95.2 93.5 94.7 94.8 93.3 93.6 932 91.4 920
18 Chemical products . 45 119.1 1194 | 123.0 | 1213 1218 1229 121.8 122.2 124.1 123.3 123.6 1225 121.7 120.5
19 Paper products. . . .. 29 | 109.3 110.1 111.3 1.7 | 1101 1102 | 107.8 106.2 | 106.7 105.8 105.3 107.1 106.7 106.9
20 Energy . . 29 | 1113 1124 | 1162 | 1139 1135 107.4 | 1046 | 1126 110.2 111.6 1174 118.1 118.1 118.0
21 Fuels ........ e 8 109.3 1108 | 112.0 | 106.7 109.3 110.5 1100 | 1113 1117 111.0 | 1119 113.3 112.8 109.8
22 Residential utilities . ........... 2.1 1120 | 1128 117.8 117.1 1151 1054 1015 12.8 109.0 | 111.5 119.7 120.0 1202 | 1216
23 Equipment.................. ... ... 17.2 128.8 1306 | 131.3 1328 1334 133.1 133.1 134.3 135.0 1352 1347 1334 t37.2 1363
24 Business equipment ... ........ o 13.2 1419 1444 | 1455 1475 148.6 147.3 146.8 1487 150.2 1504 150.7 149.1 154.3 153.4
25 Information processing and related . 5.4 168.1 1729 | 1743 174.7 176.0 175.4 178.0 179.7 | 1829 184.2 184.9 184.8 186.9 186.7
26 Computer and office equipment 1.1 | 385.6 | 414.6 | 420.3 | 4273 | 440.1 | 4571 476.1 4992 | S182 | 532.4 | 5464 | 559.6 | 577.7 | 3926
27 Industnal .................... ... 4.0 | 1333 1338 | 1359 | 1363 137.8 1364 | 1342 1374 | 137.6 | 136.3 140.2 141.1 141.5 138.4
28 Transit........... . 2.5 1112 | 1142 | 113.0 | 1199 | 121.2 119.8 | 1179 117.8 1189 | 1205 1149 1056 | 1277 126.5
29 Autos and trucks . 12 | 1197 1202 | 117.0 | 1282 | 1246 | 1211 116.4 117.1 1194 120.1 107.1 859 1316 | 1289
30 Other ................... 13 1350 | 1351 1375 1373 | 136.2 | 1336 132.7 | 135.2 1362 | 1347 | 1363 139.8 128.6 134.2
31 Defense and space equipment . 33 752 74.7 747 74.5 74.5 75.7 759 75.3 75.1 75.4 75.0 74.9 75.5 75.2
32 Oil and gas well drilling. . .. .. RN .6 | 1497 | 153.1 | 149.1 | 150.0 | 1459 | 1540 | 1589 | 1586 | 150.5 | 1481 | 137.5 | §32.1 | 128.1 | 1247
33 Manufactured homes. . ............... 2 | 139 1372 | 1369 | 138.1 1324 | 1440 | 1486 | 1454 | 1469 1486 | 1429 153.2 | 1490 | 1450
34 Intermediate products, total ............. 142 | 1151 | 1152 | 1163 | 1173 | 1174 | 1174 | 117.6 | 117.3 | 1175 | 1186 | 1179 | 118.1 | 1183 | 118.0
35 Construction supplies R 5.3 | 121.8 | 1204 | 1213 | 123.6 | 1232 | 1252 | 1262 | 1242 | 1247 | 1267 | 1265 | 127.6 | 1285 | 127.6
36 Business supplies ................... 89 ) 1LY | 1122 | 1134 | 1135 | 1139 | 1128 | 126 | 1132 | 1132 § 1137 | 1129 | 1125 | 1123 } 1123
37 Materials .. .............. ... 0. 395 | 1341 | 1361 | 1367 | 137.7 | 1389 | 138.2 | 1382 | 138.7 | 139.1 | 139.6 | 137.5 | 1375 | 1394 | 1393
38  Durable goods materials. . . .. . 208 1582 | 161.3 | 1632 | 1650 | 166.5 166.2 | 165.8 166.4 | 167.6 | 167.7 164.1 163.5 168.3 167.8
39 Durable consumer parts . 4.0 | 139.2 | 140.7 | 141.8 | 1423 | 1469 | 1385 | 1393 | 1393 | 141.0 | 1432 | 1292 | 1267 | 1450 | 1435
40 Equipment parts . .. .. 7.6 | 2219 | 2296 | 2333 | 237.9 | 2409 | 2455 | 245.7 | 247.7 | 249.6 | 2503 | 2493 | 250.3 [ 2525 | 2536
41 Other................ 9.2 125.5 1266 | 127.8 | 1288 128.3 128.8 127.7 | 127.8 1284 | 1275 126.8 126.3 1267 | 125.9
42 Basic metal materials . . . il 1206 | 121.7 | 122.5 1249 1222 125.0 1254 122.8 | 122.8 1214 119.2 118.7 1206 | 118.0
43 Nondurable goods materials. . . 89 1130 | 1133 113.1 114.4 1160 | 1145 114.8 1135 1139 113.2 113.0 114.4 1130 | 1126
44 Textile materials . ........... 1.1 1093 111.4 | 1119 | 111.0 1125 107.9 108.5 107.6 | 107.6 | 107.6 106.9 107.2 1074 107.9
45 Paper materials . .. ... 1.8 | 126 | 1127 | 1134 | 1122 | 1137 | 1123 | 1140 | 1118 | 1119 | [1L.1 | 1120 | 113.8 | 1116 | [127
46 Chemical materials . 3.9 115.2 1156 115.0 116.5 119.1 119.2 117.6 116.6 117.2 116.2 1s.7 1170 1159 1142
47 Other........... 2.1 110.3 109.5 109.0 | 1137 1133 1094 | 1125 1115 1117 111.6 1110 | 1116 1104 [ 1113
48  Energy materials . . 9.7 | 1039 | 1055 | 1047 | 1039 | 104.2 | 1037 | 1037 | 106.0 | 1050 | 107.2 | 106.2 | 106.1 [ 1059 | 1068
49 Primary energy ...... . s 6.3 101.7 102.2 | 1007 101.4 | 100.7 102.8 103.0 104.0 | 103.3 1044 103.2 | 1044 103.8 | 104.8
50 Converted fuel materials. ...... ..... 33 108.3 111.8 | 110.6 | 108.6 | 110.9 | 1055 105.0 | 109.6 108.3 1120 | 111.9 109.2 109.8 110.7
SPECIAL AGGREGATES
51 Total excluding autos and trucks ........... 97.1 1243 | 1254 | 126.5 127.2 | 127.7 | 127.7 127.3 128.0 1284 | 128.8 127.9 128.1 128.6 128.4
52 Total excluding motor vehicles and parts . ...... 95.1 123.8 | 124.8 | 125.9 | 126.6 | 127.0 | 127.3 | 1269 | 1275 127.9 | 1283 1278 128.1 128.0 127.8
53 Total excluding computer and office
equUIPMENt . . ... 982 | 1219 [ 1229 | 1238 | 1248 125.1 1249 1243 124.8 1252 | 1256 | 124.1 123.6 125.5 125.1
54 Consumer goods excluding autos and trucks . 274 | 1132 | 113.0 | 1146 | 1150 | 1144 | 1154 1139 | 114.8 1152 | 1153 115.0 | 1153 114.8 114.7
55 Consumer goods excludmg energy ......... 262 114.8 114.7 1159 117.0 116.2 117.9 116.5 1164 117.3 117.3 115.0 1139 116.4 1159
56 B 7 autos and
trucks. ... 120 | 1445 147.3 149.0 | 149.7 1515 150.5 150.5 152.6 | 1539 | 154.1 156.0 157.1 156.8 156.2
57 Business equipment excluding computer and
office equipment ... ...... ... ... ... 12.1 129.1 130.8 131.8 | 133.5 1344 | 1327 131.7 1330 134.0 | 1338 133.7 132.0 136.6 1355
58 Materials excluding energy ............... 29.8 1437 | 1458 | 1470 | 148.6 | 1502 149.4 149.3 149.2 150.1 150.0 | 1475 147.6 1502 | 149.7




2.13 INDUSTRIAL PRODUCTION

Selected Measures A45

Indexes and Gross Value'—Continued

1992 1997 1998
Group SIC pro- 1997
code por- avg.
tion Sept. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May June' | July" Aug. | SeptP
Index (1992 = 100)
MAJOR INDUSTRIES
59 Totalindex................. 100.0 | 1245 | 125.6 | 126.5 | 127.5 | 127.9 | 127.8 | 127.3 | 128.0 | 1284 | 1288 | 1275 | 127.0 | 129.0 | 128.7
60 Manufacturing. .............. 854 | 1270 | 1280 | 129.1 | 1304 | 1309 | 1311 | 1306 | 1308 | 131.6 | 1317 | 130.0 | 129.5 | 131.9 | 1313
61 processing. 26.5 | 118.1 1186 | 1189 | 1200 | 1205 | 1206 | 120.1 | 1198 | 1205 | 120.1 | 119.1 1199 | 119.8 | 119.0
62 Advanced pmcessmg 589 | 1314 | 1327 | 134.1 | 1355 | 136.1 | 1364 | 1358 | 1363 | 137.2 | 1375 | 1354 | 1343 | 138.0 | 1375
63 Durablegoods............. 450 | 1423 | 1444 | 1455 | 1477 | 1486 | 1483 | 1478 | 148.6 | 149.7 | 1502 | 1476 | 1463 | 152.1 | 151.1
64 Lumber and products . 24 20 [ 1149 | 1133 | 1129 | 117.0 | 1144 | 1148 | 1167 | 1156 | 1167 | 117.3 | 1179 | 1178 | 1193 | 116.8
65 Furniture and fixtures 25 14 (1225 | 1220 | 123.0 | 124.1 | 1244 | 1225 | 1204 | 123.0 | 122.3 | 1219 | 123.1 | 1214 | 1209 | 120.8
66 Stone, clay, and glass
2.1 1205 | 1212 | i21.0 | 122.1 1234 | 1223 | 1214 | 1207 | 1202 | 1204 | 1192 | 1207 | 122.8 | 1225
67 3.1 [ 1245 | 1259 | 1274 | 1289 | 1272 | 1293 | 128.1 | 127.1 | 1282 | 1255 | 1224 | 1225 | 1244 | 1213
68 17 [ 1228 | 1245 | 1264 | 127.0 | 1261 | 1279 | 127.0 | 1267 | 1264 | 1240 | 1199 | 119.7 | 1206 | 1153
69 1 1159 | 1192 | 117.7 | 1209 | 119.2 | 1228 | 1237 | 1195 | 1228 | 1223 | 1159 | 1172 | 1204 | 112.8
70 14 | 1264 | 1277 | 1286 | 1311 | 1285 | 131.0 | 1294 | 1275 | 1304 | 1274 | 1254 | 1258 | 1289 | 1283
n Fabricated metal products. . . 34 50 | 1229 | 1227 | 1244 | 1247 | 1267 | 1256 | 1243 | 1250 | 125.6 | 1264 | 1257 | 1255 | 1243 | 1248
72 Industrial machinery and
equipment, . ... ...... 35 80 |17t4 | 1737 | 1765 | 1777 | 178.6 | 1803 | 179.4 | 183.8 | 1863 | 1882 | 190.5 | 192.3 | 1929 | 1923
73 Computer and office
equipment. . ... ...... 357 1.8 (3823 |412.0 |418.0 | 4257 | 4383 | 457.1 | 476.6 | 5005 | 520.1 | 535.1 | 550.0 | 563.9 | 5829 | 598.3
74 Electrical machinery. ... ... 36 73 | 2315 | 2375 |240.8 | 2474 | 2499 | 2529 | 254.1 | 2549 | 2575 | 2575 | 257.4 | 259.5 | 2598 | 260.6
75 Transportation equipment . . . 37 95 | 1156 | 1188 | 1183 | 121.6 | 1234 | 1199 | 1188 | 1187 | 1194 | 1207 | 110.8 | 1038 | 126.1 | 123.7
76 Motor vehicles and parts . 371 49 | 1372 | 1412 | 1396 | 1459 | 146.6 | 1383 | 1367 | 1366 | 1383 | 1402 | 120.2 | 1047 | 1502 | 1455
77 Autos and light trucks . 371PT 26 | 1283 | 1323 | 1304 | 1377 | 1325 | 1308 | 126.7 | 1274 | 1295 | 1314 | 1094 86.5 | 1415 | 136.7
78 Aerospace and
miscellaneous
transportation
equipment. . .. .. .. 372-6,9 4.6 94.4 96.8 97.3 979 | 100.6 | 101.8 | 101.1 | 101.0 | 100.7 | 1014 | 1011 102.1 [ 102.6 | 102.2
79 Tnstruments .. 38 54 |108.0 | 1089 | 109.7 | 1095 | 109.0 | 1090 | 109.6 | 109.9 | 110.4 | 110.6 | 1093 | 1086 | 1094 | 109.3
80 Miscellaneous ... ........ 39 1.3 [ 1259 | 126.1 | 1265 | 1262 | 1285 | 1280 | 1284 | 1285 | 129.1 | 1273 | 1268 | 1270 | 1255 | 1255
81  Nondurable goods . ......... 404 | 1111 1113 | 1122 | 1i26 | 1129 | 113.6 | 113.0 | 1126 | 113.2 | 1129 | 1120 | 1122 | 111.6 | 1113
82 Foods .......... .. 20 94 11096 | 1086 | 109.2 | 1109 | 1109 | 1129 | 1120 | 1114 | 1122 | 1123 | 1105 | 1108 | 109.8 | 110.3
83 Tobacco products . . 21 1.6 | 1127 | 112.0 | 1188 | 1159 | 110.1 1169 | 1159 | 1147 | 1140 | 1140 | 1125 | 1139 | 1150 | 1123
84 Textile mill products 22 1.8 | 1096 | ll14 | 1116 | 1125 | 1104 | 111.8 | 1096 | 1089 | 1092 | i112 | 1083 | 109.0 | 1093 | 1104
85 Apparel products . . . . 23 2.2 99.6 99.1 99.3 98.6 99.3 99.3 977 982 983 97.0 974 972 95.5 95.8
86 Paper and products. .. 26 36 | 1129 | 1137 [ 1128 | 1136 | 114.1 | 1124 | 1146 | 1124 | 1132 | 1127 | 1121 | 1149 | 1131 | 1137
87 Printing and publishing. . . . . 27 6.7 | 1049 |105.1 1067 | 1074 | 107.1 | 106.5 | 105.6 | 105.0 | 104.8 | 104.5 | 103.2 | 1024 | 1019 | 102.1
88 Chemicals and products . . . . 28 99 |1153 | 1156 | 1167 | 1165 | 1182 | 1187 [ 117.6 | 117.7 | 1187 | 118.0 | 117.8 | 117.7 | 117.0 | 1157
89 Petroleum products. . ... ... 29 14 [1094 | 1101 111.2 | 1086 | 109.7 | 1123 | 1119 | 1148 | 1144 | 1128 | 113.1 | 1149 | 1144 | 1117
90 Rubber and plastic products . 30 35 | 1264 | 1276 | 1274 | 1296 | 1293 | 1203 | 1294 | 129.7 | 1319 | 131.5 | 1309 | 1309 | 1314 | 1314
91 Leather and products . . .. .. 31 3 37 70.9 724 71.0 713 69.4 70.8 69.4 67.7 673 66.3 66.3 66.0 66.3
92 Mining ........ 69 |106.0 | 1065 | 1059 | 106.1 1057 | 1084 | 108.8 | 108.0 | 1074 | 1084 | 106.1 | 1064 | 105.5 | 105.0
93 Metal 10 S5 [ 1069 | 1053 | 111.1 113.2 | 1038 | 1053 | 1195 | 1055 | 103.0 | 1047 | 1053 | I0L.7 | 1055 | 104.1
94 Coal........... 12 1.0 | 1099 | 1095 | 1096 | 1112 | 1174 | 116.0 | 1084 | 1094 | 1106 | 1182 | 1120 | 1163 | 112.7 | 1160
95  Oil and gas extraction . .. 13 4.8 |103.2 | 1043 | 103.1 1026 | 101.7 | 1050 | 1059 | 106.5 | 1053 | 1046 | 1023 | 1023 [ 101.2 | 100.3
9 Stone and earth minerals . . . .. 14 6 [ 1188 | 1177 | 1162 | 1192 | 1202 | 1243 | 1226 | 1172 | 120.8 | 125.6 | 127.7 | 127.0 | 1289 | 1269
.. 7.7 | 1125 [ 1151 | 1169 | 1153 | 1143 | 1087 | 1082 | 1143 | 111.8 | 1155 | 1186 | 117.6 | 1183 | 1202
-|491,493PT 62 | 113.1 1157 | 118.1 1147 | 1142 | 1102 | 1106 | 1156 | 1142 | 1188 | 1205 | 1195 | 1203 | 123.0
492,493PT 1.6 [ 111.0 | 1127 | 1119 | 1i7.8 | 1150 | 103.0 99.0 | 1095 | 1024 | 1024 | 111.2 | 1102 | 1106 | 109.6
SPECIAL AGGREGATES
100 Manufacturing excluding motor
vehicles and parts ........ 80.5 | 1264 | 1273 | 1284 | 1294 | 1300 | 1307 | 130.2 | 1305 | 131.2 | 1312 | 1306 | 131.0 [ 130.8 | 1305
101 Manufacturing excluding office
and computing machines . . . 83.6 | 124.1 | 1249 | 1259 | 1272 | 1276 | 1278 | 1271 | 1272 | 1279 | 1279 | 1261 | 1255 [ 1278 | 1272
Gross value (billions of 1992 dollars, annual rates)
MAJOR MARKETS
102 Products, total . ... .......... 2,001.9 (2,373.2 (2,396.9 | 2,416.1 | 2,442.2 | 2,435.3 | 2,442.8 | 2,427.7 | 2,442.6 | 2,454.7| 2,461.1| 2,431.2| 2,405.8| 2,484.7| 2,468.5
103 Fimal ...................... 1,552.1 | 1.855.8 | 1,875.6 | 1,890.6 [ 1,911.0 | 1,904.9| 1,911.9 | 1,895.0| 1,911.5| 1,922.9| 1,924.5| 1,896.7| 1,868.8| 1,948.5| 1,934.9
104  Consumer goods . .. 1,049.6 | 1,1955 | 1,203.3 | 1,215.9 | 1,224.1 | 1,215.7 | 1,224.6 | 1,209.6 | 1,219.2 1,225.3| 1,224.8| 1,202.8| 1,188.3| 1,230.1| 1,221.9
105  Equipment...... .. 502.5 | 6600 | 6723 | 6745| 686.9| 689.4| 687.3| 6855| 692.6| €97.9| 700.1| 6945 680.8( 719.3] 7139
106 Intermediate ................ 4499 | 518.1 | 5222 | 526.5| 5323 5314 5320| 5333 532.1| 533.0( 5374| 5349 5365 5379 5351

1. Data in this table also appear in the Board’s G.17 (419) monthly statistical release. For
the ordering address, see the inside front cover. The latest historical revision of the industrial
production index and the capacity utilization rates was released in December 1997. The recent
annual revision is described in an article in the February 1998 issue of the Bulletin. For a
description of the aggregation methods for industrial production and capacity utilization. see
“Industrial Production and Capacity Utilization: Historical Revision and Recent Develop-

ments,” Federal Reserve Bulletin, vol. 83 (February 1997), pp. 67-92. For details about the
construction of individual industrial production series, see “Industrial Production: 1989
Developments and Historical Revision,” Federal Reserve Bulletin, vol. 76, (April 1990), pp.
187-204.

2. Standard industrial classification.
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2.14 HOUSING AND CONSTRUCTION

Monthly figures at seasonally adjusted annual rates except as noted

1997 1998
Item 1995 1996 1997
Nov. Dec. Jan. Feb. Mar. Apr. May June July Aug.
Private residential real estate activity (thousands of units except as noted)
NEW UNITS
| Permits authorized .. ................ 1,333 1,426 1,442 1,475 1,467 1,553 1.635 1,569 1,517 1,543 1,517 1,581 1,618
2 One-family........ . 997 1,070 1,056 1,102 1,094 1,142 1,176 1,136 1.145 1,152 1,128 1,173 1,180
3 Two-family or more . AU 335 356 387 373 373 411 459 433 372 391 389 408 438
4 Started . ............. 1,354 1,477 1,474 1,523 1,540 1,545 1,616 1,585 1,546 1,538 1,620 1,704 1,616
5 One-family . 1076 1,161 1,134 1,167 1,130 1,225 1,263 1,239 1,237 1,224 1,269 1,300 1,253
6  Two-family or more ......... 278 316 340 356 410 320 353 346 309 314 351 404 363
7 Under construction at end of period’ . 776 820 834 862 872 888 907 911 911 917 930 938 944
8 One-family................. 554 584 570 575 580 593 609 616 619 627 639 643 646
9  Two-family or more 222 235 264 287 292 295 298 295 292 290 291 295 298
10 Completed . ......... 1315 1,405 1,407 1,432 1,413 1314 1,461 1,486 1,509 1,458 1,484 1,547 1,507
11 One-family........ 1,073 1,123 1,122 1,145 1,094 1.007 1,142 1,130 1,198 1L112 1.166 1,216 1,160
12 Two-family or more o 247 283 285 287 319 307 319 356 311 346 318 331 347
13 Mobile homes shipped .............. 341 361 354 352 353 362 377 374 370 374 362 380 368
Merchant builder activity in
one-family units
14 Numbersold ...................... 667 757 803 875 805 853 878 836 892 892" 922 877 838
15 Number for sale at end of period'. . . . . . . 374 326 287 280 282 281 281 285 286 287" 287 286 289
Price of units s
f dollars)
16 Median 1339 140.0 145.9 145.0 1459 148.0 156.0 152.0 148.0 153.2° 146.7 149.3 151.0
17 Average .. 158.7 166.4 175.8 1754 1758 178.6 181.6 1789 176.7 183.5 175.4 176.6 183.1
EXISTING UNITS (one-family)
18 Numbersold ............ . ....... 3812 4,087 4215 4,390 4,370 4,370 4770 4,890 4,770 4,830 4,740 4910 4,730
Price of units sold (thousands
of dnllars)2
19 Median.................... ... 113.1 118.2 124.1 124.3 125.9 126.] 124.5 127.1 128.2 130.5 1340 133.8 132.9
20 Average ...........iiiiiiiiii... 139.1 145.5 154.2 155.0 157.5 156.8 153.9 157.2 159.7 162.3 169.2 168.4 165.9
Value of new construction (millions of dollars)?
CONSTRUCTION
21 Total putinplace.................. 538,158 | 581,813 | 618,051 | 623,068 | 626,290 | 633,714 | 638,180 | 639,913 | 645,974° | 635,396" | 650,341 | 650,897 | 651,607
22 Private ... 408,012 | 444,743 | 470,969 | 475,340 | 478,363 | 487,807 | 490,896 | 494,333 | 500,078" | 496,495" | 503,592 | 503,938 | 503,725
23 Resndel}tlal e | 231,191 | 255,570 | 265,536 | 268,893 | 273,020 | 278,956 | 282,496 | 286,045 | 289,666" | 288,003" | 291,907 | 296,635 | 296,182
24 Nonresidential . . 176,821 | 189,173 | 205433 | 206,447 | 205,343 | 208,851 | 208,400 | 208,288 | 210,412 | 208,492" | 211,685 | 207,303 | 207,543
25 Industrial buildings . . . 32,535 32,563 31,417 | 30,075 | 29,794 | 31,055 30,936 | 31474 | 31457 | 29,642" | 30,067 | 27,891 28,596
26 Commercial buildings . 68,245 75,722 83,727 83,601 83,214 85,807 84,152 83,081 86,064' | 86,321° 88,480 85,598 83,786
27 Olhef buildings ........ e 27,084 30,637 37,382 38,341 39,275 37,694 39,151 37.812 39,168 | 37,678 37,334 37,453 38,039
28 Public utilities and other.... . 48,957 | 50,252 | 52,906 | 54,430 | 53,060 | 54,295 54,161 55,021 | 53,723' | 54.851° | 55804 | 56,361 57,122
2 Publ!c‘. P . 130,147 | 137,070 | 147,082 | 147,728 | 147,927 | 145,907 | 147,284 | 145,580 | 145,896° | 138,901° | 146,749 | 146,958 | 147,881
30 Military .. 2.983 2,639 2625 2,889 2,342 2,474 2916 2318 2,850 2,471° 2,659 3,309 2.871
31 Highway..... 38.126 41,326 45,246 47416 45,306 46.067 45,561 45,559 46,175 | 42,030 44 541 44,105 44,828
32 Conservation an e 6.371 5,926 5,628 5,068 6,422 5,281 6,305 5,488 4,985 5.146" 5,989 5485 5428
33 Other . .......... ... 82,667 87,179 93,583 92,355 93,857 92,085 92,502 91.715 91,886" | 89,254 93.560 94,059 94,754

1. Not at annual rates.
2. Not seasonally adjusted.

3. Recent data on value of new construction may not be strictly comparable with data for
previous periods because of changes by the Bureau of the Census in its estimating techniques.
For a description of these changes, see Construction Reports (C-30-76-5), issued by the

Census Bureau in July 1976,

SOURCE. Bureau of the Census estimates for all series except (1) mobile homes, which are

private. domestic shipments as reported by the Manufactured Housing Institute and season-
ally adjusted by the Census Bureau, and (2) sales and prices of existing units, which are
published by the National Association of Realtors. All back and current figures are available
from the originating agency. Permit authorizations are those reported to the Census Bureau
from 19,000 jurisdictions beginning in 1994.
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2.15 CONSUMER AND PRODUCER PRICES
Percentage changes based on seasonally adjusted data except as noted
Change from 12 Change from 3 months earlier .
months earlier (annual rate) Change from | month earlier
Index
Item level,
1997 1998 1998 Sept.
1997 1998 19981
Sept. Sept.
Dec. Mar. June Sept. May June July Aug. Sept.
CONSUMER PRICES®
(1982-84=100)
T Alljtems . ... 2.2 15 1.5 2 2.5 1.5 K 1 2 2 0 163.6
2 Food... . . . . ... 2.1 2.0 1.5 13 3.0 20 6 )| 2 2 0 161.1
3 Energy items . . . ....... . ... . .. 2.0 -9.8 =17 -211 -1.9 -8.7 3 -7 0 -1.0 -1.3 1027
4 All items less food and energy.......... .. 22 25 24 24 2.6 2.3 2 1 2 2 2 174.2
5 Commodities ............. NN 4 8 6 8 [ 1.1 .1 .0 .1 2 =1 143.2
6 Services ... 29 3.l 33 30 32 30 3 2 2 3 3 191.8
PRODUCER PRICES
(1982=100)
7 Finished goods. . ............. ... ... 0 -9 -1.2 -3.0 0 6 I* -2 2 -4 3 130.6
8§  Consumer foods. .. . -7 .5 1.5 —1.8 6 2.1 -4 0 4 4 4 135.4
9  Consumer energy. . . .. .. 0 —11.6 =57 =270 =31 -8.3 8 -1.7 3 -23 -.1 754
10 Other consumer good: . .. 6 2.1 -3 39 14 3.3 1" .0 3 .0 5 1474
11 Capital equipment . ..................... -1 -5 -20 .0 -9 6 -1 0 .1 -3 4 136.5
Intermediate materials
2 Excluding foods and feeds ................. -2 -2.1 -6 —4.4 -16 ~1.6 —.1F -4 0 - -2 123.5
13 Excluding energy . 3 -8 .0 -9 -12 -15 =1 —-.1 0 -1 -3 1332
Crude materials
i4 -11.4 -88 4.1 —14.3 -3.0 -209 -9 0 -28 -1.1 -1.9 100.9
15 27 -228 5.4 —535 -23 -25.9 0 —4.8 -6 -5 —-1.7 64.2
16 1.6 —11.5 -82 ~-13.6 =50 —18.8 g7 -3 -1.8 -2.0 ~1.3 138.1
1 Not seasonally adjusted. SOURCE. U.S. Department of Labor, Bureau of Labor Statistics.

2. Figures for consumer prices are for all urban consumers and reflect a rental-equivalence
measure of homeownership.
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2.

16 GROSS DOMESTIC PRODUCT AND INCOME

Billions of current dollars except as noted; quarterly data at seasonally adjusted annual rates

1997 1998
Account 1995 1996 1997
Q2 Q3 Q4 Ql Q2
GROSS DOMESTIC PRODUCT
TTotal ... o 7.269.6 7,661.6 8.110.9 8,063.4 8,170.8 8,254.5 8,384.2 8,440.6
By source
2 Personal consumption expenditures 4,953.9 52157 54937 5.438.8 5,540.3 55932 5.676.5 5,773.7
3 Durablegoods ................. 611.0 6433 673.0 659.9 681.2 682.2 705.1 720.1
4 Nondurable goods ceen 1,473.6 1,539.2 1.600.6 1,588.2 1,611.3 1.613.2 1.633.1 1.655.2
5 Services  ...........iiiiie oo 2,869.2 3,033.2 3,220.1 3.190.7 3.2479 3.2978 3.338.2 33984
6 Gross private domestic investment 1,043.2 11319 1.256.0 1,259 1.265.7 2920 1,366.6 1,345.0
7  Fixed invesunent 1,012.5 1.099.8 1,188.6 1,176.4 1,211 1.220.1 1.271.1 1,305.8
8 Nonresidential 727.7 787.9 860.7 850.5 882.3 8828 921.3 941.9
9 Structures 201.3 216.9 240.2 2343 2438 246 4 245.0 245.4
10 Producers’ durable equipment - 5264 571.0 620.5 616.2 638.5 6364 676.3 696.6
1 Residential structures .. ........ ... .0 L L Lol 284.8 3118 3279 3259 328.8 3374 349.8 363.8
12 Change in business inventories ........ e e 30.7 32.1 67.4 83.5 54.6 71.9 95.5 392
13 Nonfarm ........................ FE 40.1 24.5 63.1 772 47.3 66.9 90.5 315
14 Net exports of goods and services —-83.9 ~91.2 —934 —86.8 —94.7 —98.8 —1237 -159.3
IS Exports ... - 819.4 873.8 965.4 961.1 981.7 988.6 973.3 949.6
16 IMPOTtS .. ...t 903.3 965.0 1.058.8 1.047.9 1,076.4 1,087.4 1.097.1 1,108.9
17 Government consumption expenditures and gross investment.......... 1,356.4 1,405.2 1,454.6 1451.5 1,459.5 1,468.1 14649 1,481.2
18  Federal 509.1 5184 5202 5229 521.0 520.1 5116 520.7
19 State and local 847.3 886.8 934 4 928.6 938.5 9479 953.3 960.4
By major type of product
20 Final sales, total ... .......ovhie i 7,2389 7.629.5 8.043.5 7,979.9 8,116.2 8.182.6 8.288.7 8,401.3
21 Goods ....... 2,644.9 2,780.3 2911.2 2.883.6 29443 29487 3.005.8 3.025.3
22 Durable . ... 1,143 4 1.228.8 1,310.1 1.293.6 1.337.1 1,334.3 1,376.9 1,380.8
3 Nondurable . 1.501.5 15516 1.601.0 1,589.9 1,607.2 16144 16288 16444
24 Services 3,974.9 4.179.5 4.414.1 4,386.9 4,448.0 4.501.2 4,538.4 4,619.5
25  Structures 619.1 669.7 7183 705.4 7239 7327 744.6 756.6
26 Change in business inventories ............. .... ... 30.7 321 67.4 835 54.6 71.9 95.5 39.2
27  Durable goods .......... 324 20.8 336 48.8 19.9 340 49.9 4.5
28  Nondurable goods -1.7 114 338 34.6 347 379 45.6 347
MEMO
29 Total GDP in chained 1992 dollars ........ . .................. 6,761.7 6,994.8 7,269.8 7,236.5 7,311.2 7,364.6 7,464.7 7,498.6
NATIONAL INCOME
30 Total . ... 59237 6,256.0 6,646.5 6,604.5 6,704.8 6,767.9 6,875.0 6,945.5
31 Compensation of employees . ............voureieiniairenenann. 4,208.9 4,409.0 4,687.2 4,649.2 4,715.5 4,798.0 4.882.8 4,9452
32 Wages and salaries ................ .. .. 34419 3,640.4 3.893.6 3,859.2 3,919.3 3,993.6 40059 4,121.6
33 Government and government enterprises . . 622.7 640.9 664.2 661.6 666.7 671.4 679.5 685.8
34 Other ... ... ... . ... ... . 2,819.2 2,999.5 32294 3,197.6 3,252.6 33222 3.386.4 3,435.8
35 Supplement to wages and salaries ......... P 767.0 768.6 793.7 790.0 796.2 804.4 816.8 8235
36 Employer contributions for social insurance ..... .. 365.3 381.7 400.7 398.4 402.7 407.4 414.1 417.9
37 Other labor income ... ... ...t i 401.6 387.0 3929 3915 393.6 397.0 402.8 405.7
38 Propnetors' income! ... .. .. 488.1 527.7 551.2 549.9 556.5 558.0 564.2 571.7
30 Business and professional' ...... 465.6 488.8 515.8 5121 520.2 526.6 536.8 544.0
40 Famm' L. 0oL 224 389 355 37.8 36.3 314 274 27.7
41 Rental income of Persons®  ........ . .. . oiiiiiiiiiiiiais 133.7 150.2 158.2 158.0 158.6 158.8 1583 161.0
42 Corporate profits’ ... ... . oo 672.4 750.4 8179 815.5 8409 820.8 829.2 820.6
43 Profits before tax® ... ..., 635.6 680.2 7344 729.8 758.9 736.4 719.1 7235
44 Inventory valuation adjustment . . - . -22.6 -1.2 6.9 103 48 43 253 78
45  Capital consumption adjustment ............... ... ... .o 59.4 714 76.6 75.5 772 80.1 84.9 89.4
46 Net INTErest . . ... ...ttt ittt i 420.6 418.6 432.0 4318 4333 4324 440.5 447.1

{. With inventory valuation and capital consumption adjustments.
2. With capita} consumption adjustment.

3. For after—ax profits. dividends. and the like, see table 1.48.

SOURCE. U.S. Department of Commerce, Survey of Current Business.
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2.17 PERSONAL INCOME AND SAVING
Billions of current dollars except as noted: quarterly data at seasonally adjusted annual rates
1997 1998
Account 1995 1996 1997
Q2 Q3 Q4 Ql Q2
PERSONAL INCOME AND SAVING
1 Total personal income ............. ... ... i 6,072.1 6.425.2 6,784.0 6,743.6 6,820.9 6,904.9 7,003.9 7,081.9
2 Wage and salary disbursements ............ ... . ..o 34285 3,631.1 3,889.8 38555 39155 3,989.9 4,061.9 4,117.6
3 Commodity-producing industries . e P 863.9 909.0 975.0 965.4 979.4 1,003.7 1.019.0 1,023.2
4 Manufacturing . .......... ... 0 L Lo 647.9 674.6 719.5 7120 7223 7413 7504 750.8
5 Distributive industries ... ... . 782.9 823.3 879.8 §70.2 886.3 904.5 918.9 9322
6 Service industries ............ ... 1,158.9 1.2579 1,370.8 1,358.3 1,383.2 1.410.2 1.444.5 1.476.4
7  Government and government enterpreses 622.7 6409 664.2 661.6 666.7 6714 679.5 685.8
8 Other labor income ........ ... ... . 401.6 387.0 3915 393.6 397.0 402.8 405.7
9 Proprietors’ income 488.1 527.7 549.9 556.5 558.0 5642 571.7
10 Busmess and professional' 465.6 488.8 5121 520.2 526.6 536.8 544.0
1 Farm! ... 224 38.9 37.8 36.3 314 27.4 27.7
12 Rental income of persons“ 1337 150.2 158.0 158.6 158.8 158.3 161.0
13 Dividends  .......... ... 192.8 248.2 259.9 260.4 261.3 261.6 262.1
14 Personal interest income 704.9 7194 745.7 750.5 753.0 757.0 763.0
15 Transfer payments S 1,015.9 1,068.0 1,106.8 1,1 14.0 1,120.5 1,139.0 1,145.8
16  Old-age survivors, disability, and health insurance benefits ........ 507.8 538.0 563.9 568.3 572.2 581.6 585.0
17 LESS: Personal contributions for social insurance ................ 293.6 306.3 326.2 3237 3282 3336 340.9 345.1
18 EQUALS: Personal income ... ... ...t 6,072.1 6,425.2 6,784.0 6,743.6 6,820.9 6,904.9 7,003.9 7,081.9
16 LESS: Personal tax and nontax payments 795.0 890.5 989.0 975.8 999.0 1,025.5 1,066.8 1,092.9
20 EQUALS: Disposable personal income ........... ... ... ..., 5,277.0 5,534.7 57951 5,767.9 58218 5,879.4 5,937.1 5.988.9
21 LESS Personaloutlays .......... ... .. ... oo oL . 50972 5,376.2 5.674.1 5.616.0 5,723.3 5,781.2 5.864.0 5963.3
22 EQUALS: Personal saving ....... . . F 179.8 £58.5 1210 1519 98.5 98.2 730 25.6
MEMO
Per capua (chained 1992 dollars)
23 Gross domestic product ... ... Lo 25,690.5 26,335.7 27.136.2 27,0523 27,260.4 27,398.2 27,7188 27,783.0
24 Personal consumption expenditures . N 17,498.4 17,893.0 18,3409 18,215.6 18,4452 18,530.5 18.771.1 19,007.8
25 Disposable personal income ... ... i 18,640.0 18,989.0 19.349.0 19,3150 19.385.0 19,478.0 19.632.0 19,719.0
26 Saving rate (DEICENT) .. ... ... it 34 29 21 2.6 1.7 1.7 1.2 4
GROSS SAVING
27 Gross saviDg ... ... 1,187.4 1,274.5 1,406.3 1,416.3 1,427.0 1,428.0 1,482.5 1,448.5
28 Gross private Saviflg . .. ...........iiiii 1,106.2 1,114.5 1,141.6 1,169.5 1.139.0 1.131.6 1.130.1 1,079.0
29 Personal saving ......... ... . 179.8 158.5 121.0 1519 98.5 98.2 73.0 25.6
30 Undistributed corporate profits’ ........... 256.1 2624 296.7 299.0 3115 295.0 3120 3009
31 Corporate inventory valuation adjustment —22.6 —1.2 69 103 4.8 43 253 78
Capital consumption allowances
32 Corporate 431.1 452.0 4773 4737 480.8 487.7 4925 497.8
33 Noncorporate ................... e 2259 232.3 242.8 241.3 2444 2470 248.6 250.7
34 Gross government saving .. ... ........ . . . . ... . ... o 812 160.0 2647 246.9 288.0 296.4 352.4 3694
35 Federal . -103.7 —39.6 495 36.1 70.0 723 128.7 1439
36 Consumption of fixed capnal . 70.7 70.6 70.6 709 703 70.2 69.9 69.5
37 Current surplus or deficit (—), nauonal accoums R -1744 -110.3 =211 —348 -3 2.2 58.8 74.4
38 Swateandlocal .................0 0 o L L. S e 184.8 199.7 215.2 2107 218.0 2241 2237 225.6
39 Consumption of fixed capital . e e 73.2 771 81.1 80.6 81.4 82.7 835 84.3
40 Current surplus or deficit (—), national accounts. . .. ............ 1117 122.6 134.1 130.1 136.6 141.4 140.2 141.3
41 Grossinvestment . ...................... . . . . ... 1,160.9 1,242.3 1,350.5 1,368.6 1,361.9 1,360.7 1.428.4 1,362.7
42 Gross private domestic investment ........... ... 1,043.2 1.131.9 1,256.0 1,259.9 1,265.7 1,292.0 1,366.6 1.345.0
43 Gross government investment RV R 218.4 229.7 2354 2326 237.3 236.5 2374 2325
44 Net foreign investment . ... viiiiiiinas ~100.6 ~119.2 -1409 —-1239 ~141.0 —167.8 —1756 —214.8
45 Statistical discrepancy....................... 0 . oo —26.5 -32.2 -55.8 —-47.7 —65.1 —-67.3 —54.1 ~85.7

1. With inventory valuation and capital consumption adjustments.
2. With capital consumption adjustment.

SOURCE. U.S. Department of Commerce, Survey of Current Business.
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3.10 US. INTERNATIONAL TRANSACTIONS Summary

Millions of dollars; quarterly data seasonally adjusted except as noted’

1997 1998
Item credits or debits 1995 1996 1997
Q2 Q3 Q4 Q1 QF
1 Balance on CuIment account .................oeveiniaianan.n. —115.254 —134,915 —155,215 —35,090 —38,094 —45,043 —46,735 —56,525
2 Merchandise trade balance? | —173.729 —191,337 —197,954 —49,096 —49,296 —49,839 —55,698 —64,831
3 Merchandise exports ... . . 575.845 611,983 679,325 169,240 172,302 174,284 171,469 164,666
4 Merchandise imports .| —749.574 —803,320 —871,279 —218,336 —221,598 ~224,123 —227,167 —229,497
5 Military transactions, net .. .. . 4,769 4,684 6,781 2,191 1,945 1,103 1,527 1,036
6 Other service transactions, net ....... . 69,069 78,079 80,967 20,390 20,246 20,277 19,164 19,842
7  Investment income, net  ........... . 19,275 14,236 —-5318 460 —1,544 -4.247 -2,248 —3,238
8  US. government grants ........... N . —11,170 -15,023 -12,090 ~2,274 -2,362 —-5,213 —2,266 —2,060
9  US. government pensions and other transfers . . —3.433 —4,442 —4,193 —1,055 —-1,056 -1,069 -1,126 —-1,130
0 Private remittances and other transfers ...................... -20,035 21,112 —23,408 —5,706 —-6,027 —6,055 —6,088 —6,144
11 Change in U.S. government assets other than official
reserve assets, net (INCrease, —) ................... ..., —589 —708 174 —269 436 29 —388 —496
12 Change in US. official reserve assets (increase, —) -9,742 6,668 -1,010 —236 =730 —4,524 —~444 —1,945
13 Gold ... . 0 0 0 0 0 0 0 0
14 Specnal drawing rights (SDRs) ................ . —808 370 —350 ~133 -139 —150 —182 72
15 Reserve position in International Monetary Fund . —2,466 —1,280 —-3575 54 —463 4221 -85 —1,031
16 FOreign Cutvencies .. .........ceiuuurnenninnennnneeannn. -6,468 7,578 2915 -157 —128 —153 —177 —986
17 Change in U.S. private assets abroad (increase, —) ............. -317,122 —374,761 —477,666 —86,101 —123,023 -118,946 -44,816 —95,049
18  Bank-reported claims® .................... . —75,108 —91,555 — 147,439 —26,625 —29,577 —27.539 3,074 —24,979
19 Nonbank-reported claims ........... . —45,286 —86,333 —120,403 —9,825 —24.791 —47,907 —6,596 o
20  US. purchases of foreign securities, net .| —100,074 — 115,801 —87,981 —23,263 —41,167 —8,030 —6,973 —23.446
21 U.S. direct investments abroad. net ......................... —96,654 —81,072 —121,843 —26,388 —27488 —35,470 -34,321 —40,261
22 Change in foreign official assets in United States (increase, +) . . 109,768 127,344 15,817 ~5411 21,258 —26,979 11,324 -10,483
23 U.S, Treasury SeCUmtics ..............ooooiionns . 68,977 115,671 -7270 ~11,689 6,686 ~24,578 11,336 -20,317
24 Other U.S. government obligations . 3,735 5.008 4,334 827 2,667 86 2,610 254
25  Other U.S. government liabilities* . ... ... .. . —217 —362 -2,521 -523 -1,167 —244 —1,059 —422
26 Other U.S. liabilities reported by U.S. banks® .. 34,008 5,704 21928 5,043 12.439 —3,250 —607 9,170
27 Other foreign official ASSELS® oLt 3,265 1,323 -654 931 633 1,007 —956 832
28 Change in foreign private assets m United States (increase, +) 355,681 436,013 717,624 155,184 160,180 247,470 84,205 173,908
29 U.S. bank-reported liabilities® 30,176 16,478 148,059 28,067 12,606 89,643 —50,497 40,888
30 U.S. nonbank-reported liabilities 59,637 39,404 107,779 5,274 26,275 47,390 32,707 .
31 Foreign private purchases of U.S. Treasury %ez.urme .. 99,548 154,996 146,710 42,614 35,432 35,301 —1,701 25,715
32 Foreign purchases of other US. securities, net . ...... ... . 96,367 130,151 196,845 54,258 60,327 36,783 77,019 69,531
33 Foreign direct investments in United States, net .............. 57,653 77,622 93,449 20,149 18,964 28,453 25,931 22,036
34 Allocation of special drawing rights  ............ ... .. ....... 0 0 0 0 0 0 0 0
35 DISCrepancy  ....................... . .- —22,742 —59.641 -99.724 —28.077 —20,027 —52,007 —3,146 -9,410
36 Due to seasonal adjustment . . . e 685 -10,018 3,528 6,217 1,562
37  Before seasonal adjustment —22,742 —59,641 —99,724 —28,762 —10,009 —55,535 -9,363 -10,972
MEMO
Changes in official assets
38 U.S. official reserve assets (inCrease, =) ...........oevivunenn.n —9,742 6,668 —=1,010 ~236 —=730 —4,524 —444 —1,945
39 Foreign official assets in United States, excluding line 25
(Increase, +) ... 109,985 127,706 18,338 —4,888 22,425 —26,735 12,383 —10,061
40 Change in Organization of Petroleum Exporting Countries official
assets in United States (part of line 22) .................. 4,239 14911 10,822 1,970 3.031 -1,282 —968 —350
1. Seasonal factors are not calculated for lines 12-16, 18-20. 22-34, and 38-40. 4. Associated primarily with military sales contracts and other transactions arranged with
2. Data are on an international accounts basis. The data differ from the Census basis data, or through foreign official agencies.
shown in table 3.11, for reasons of coverage and timing. Military exports are excluded from 5. Consists of investments in U.S. corporate stocks and in debt securities of private
merchandise trade data and are included in line 5. corporations and state and local governments.
3. Reporting banks include all types of depository institutions as well as some brokers and SOURCE. U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current

dealers. Business.
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3.11 US. FOREIGN TRADE!
Millions of dollars; monthly data seasonally adjusted
1998
Item 1995 1996 1997
Feb.! Mar." Apr” May" June” July Aug?

I Goods and sgrvices, balance ............. ~101,857 —111,040 —113,684 | —11,614 —13,497 —14,148 —15,777 —13,639 ~14,547 —16,775

2 Merc_handlse ~173,560 —191,170 —198,975 | —18,120 —20,503 —21,335 -22,578 —20,530 -21,029 —23,202

3 Services ... 71,703 80,130 85,291 6,506 7.006 7,187 6,801 6,891 6,482 6,427

4 Goods and services, exports ............ 794,610 848,833 931,370 71,813 79,058 77,515 76.399 76,375 75,101 74,839

5  Merchandise ........... 575.871 612,069 678,150 56,350 57,217 55,335 54,719 54,767 53,825 53,698

6 Services ...l 218,739 236,764 253,220 21,463 21,841 22,180 21,680 21,608 21,276 21,141

7 Goods and services, imports ... . ... —896.467 ~959,873 | —1,045,054 —89.427 —92,555 —91,663 —92,176 —90.014 —89,648 —91,614

8 Merchandise - —749.431 —803.239 -877,125 ~74,470 ~77.720 —76,670 —=77.297 —75,297 —74.854 —176,900

9 SErVICES ...l Lo e —147.036 — 156,634 -167,929 | —14.957 —14,835 —14,993 —14,879 —14717 —14.7%4 -14,714

1. Data show monthly values consistent with quarterly figures in the U.S. balance of SOURCE. FT900, US. Department of Commerce, Bureau of the Censns and Bureav of
payments accounts. Economic Analysis.
3.12 US. RESERVE ASSETS
Millions of dollars, end of period
1998
Asset 1995 1996 1997
Feb. Mar. Apr. May June Tuly Aug. Sept.?
L Total ... . . ...l 85,832 75,090 69,954 70,632 69,354 70,328 70,723 71,161 72,264 73,544 75,676
2 Gold stock, including Exchange
Stabilization Fund’ . ................. 11.050 11,049 11,050 11,050 11,050 11,048 11,049 11,047 11,046 11,046 11,044
3 Special drawing rightsz‘3 ............... . 11.037 10,312 10,027 10.217 10.108 10,188 10,296 10,001 9,586 9,891 10,106
4 Reserve position in International Monetary
Fund? ... 14,649 15,435 18,071 18,135 17,976 18,218 18,957 18,945 20,780 21,161 21,644

5 Foreign currencies® 49,096 38,294 30.809 31.230 30,220 30,874 30,421 31,168 30,852 31,446 32,882

1 Gold held “under earmark” at Federal Reserve Banks for foreign and international
accounts is not included in the gold stock of the United States; see table 3.13, line 3. Gold
stock is valued at $42.22 per fine troy ounce.

2. Special drawing rights (SDRs) are valued according to a technique adopted by the
International Monetary Fund (IMF) in July 1974. Values are based on a weighted average of
exchange rates for the currencies of member countries. From July 1974 through December
1980, sixteen currencies were used; since Janvary 1981, tive currencies have been used. U.S.

SDR holdings and reserve positions in the IMF also have been valued on this basis since July
1974.

3. Includes allocations of SDRs by the International Monetary Fund on Jan. 1 of the year
indicated, as follows: 1970—3$867 million; 1971—3$717 million; 1972—$710 million; 1979—
$1,139 million: 1980—$1,152 million; 1981—$1,093 mullion; plus net transactions in SDRs.

4. Valued at current market exchange rates.

3.13 FOREIGN OFFICIAL ASSETS HELD AT FEDERAL RESERVE BANKS!

Millions of dollars, end of period

1998
Asset 1995 1996 1997
Feb. Mar. Apr. May June July Aug. Sepr.?
1 Deposits ............................. 386 167 457 243 167 162 156 200 161 161 347
Held in custody
2 US. Treasury securities? 522,170 638,049 620,885 621,956 630,602 622,220 622,557 616,569 613,893 588,337 578,403
3 Earmarked gold® ........................ 11,702 11,197 10,763 10,705 10,664 10,651 10,641 10,617 10,586 10,510 10,457

1. Excludes deposits and U.S. Treasury securities held for international and regional
organizations.

2. Marketable U.S. Treasury bills, notes, and bonds and nonmarketable U.S. Treasury
securities, in each case measured at face (not market) value.

3. Held in foreign and international accounts and valued at $42.22 per fine troy ounce; not
included in the gold stock of the United States.
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3.15 SELECTED U.SS. LIABILITIES TO FOREIGN OFFICIAL INSTITUTIONS

Millions of dollars, end of period

1998
Item 1996 1997
Feb. Mar. Apr. May June July Aug.?
DTotal' ... 758,624 778,538 780,393 790,921 788,310 786,184 781,067 775,154 760,245
By type 2
2 Liabilities reported by banks in the United States® ............... 113,098 135,326 139,739 134,719 144,929 142,658 144,097 142,157 143,501
3 U.S. Treasury bills and certificates” ........................... 198,921 148,301 144,324 153,335 138,418 137,652 134,324 131,089 130,398
U.S. Treasury bonds and notes
4 Marketable . ... 379,497 423,456 423,509 429,642 430,804 431,702 428,216 428,685 411,765
S Nonmarketable* 5 5.968 5,994 6,069 6,110 6,149 6,189 6,229 6,269 6,311
6 U.S. securities other than U.S. Treasury securities 61,140 65,461 66,752 67,115 68,010 67,983 68,201 66,954 68.270
By area
7 Europel ............................................. 257,915 263,103 261.133 259,053 268,848 269,178 264,637 270,175 266,605
8 Canada ................. 21,295 18,749 19.065 20,280 20,254 20,122 19,396 19,963 16,387
9 Latin America and Caribbean . . 80,623 97,616 99,381 98,028 101,191 101,792 100,829 100,801 98,450
10 Asia ...l 385,484 382,423 385.378 357,283 382,027 379,188 378,154 367,752 363,969
11 Africa ........ 7,379 10,118 10.518 11,440 11,281 10,574 11.552 11,901 11,498
12 Other COUNTIES .. ou ittt ittt et e e e een 5,926 6,527 4916 4,835 4,707 5,328 6,497 4,560 3,334

1. Includes the Bank for International Settlements.

2. Principally demand deposits, time deposits, bankers acceptances, commercial paper,
negotiable time certificates of deposit, and borrowings under repurchase agreements.

3. Includes nonmarketable certificates of indebtedness and Treasury bills issued to official
institutions of foreign countries.

4. Excludes notes issued to foreign official nonreserve agencies. Includes current value of
zero-coupon Treasury bond issues to foreign governments as follows: Mexico, beginning
March 1988, 20-year maturity issue and beginning March 1990, 30-year maturity issue;

Venezuela, beginning December 1990, 30-year maturity issue; Argentina, beginning April
1993, 30-year maturity issue.

5. Debt securities of U.S. government corporations and federally sponsored agencies, and
U.S. corporate stocks and bonds.

SOURCE. Based on U.S. Department of the Treasury data and on data reported to the
department by banks (including Federal Reserve Banks) and securities dealers in the United
States, and on the 1989 benchmark survey of foreign portfolio wvestment in the United
States.

3.16 LIABILITIES TO, AND CLAIMS ON, FOREIGNERS Reported by Banks in the United States’

Payable in Foreign Currencies

Millions of doliars, end of period

1997 1998
Ttem 1994 1995 1996

Sept. Dec. Mar. June
1 Banks' liabilities ........... ... i 89,258 109,713 103,383 120,105 117,524 100,342 90,119
2 Banks’ claims .. 60,711 74,016 66,018 91,158 83,038 81,977 68,095
3 Deposits .... 19,661 22,696 22,467 32,154 28,661 27934 27,213
4 Otherclaims................ 41,050 51,320 43,551 59,004 54,377 54,043 40,882
5 Claims of banks’ domestic customers” .. ....... ............... 10,878 6,145 10,978 10,090 8,191 7,926 7.354

1. Data on claims exclude foreign currencies held by U.S. monetary authorities.

2. Assets owned by customers of the reporting bank located wn the United States that
represent claims on toreigners held by reporting banks for the accounts of the domestic
customers



Payable in U.S. dollars

Millions of dollars, end of period

Bank-Reported Data  AS3

LIABILITIES TO FOREIGNERS Reported by Banks in the United States’

1998
Item 1995 1996 1997
Feb. Mar. Apr. May June July Aug.P
BY HOLDER AND TYPE OF LIABILITY v
| Total, all foreigners ......................... ... 1,099,549 | 1,162,148 | 1,283,686 | 1,283,675 | 1,255,075 | 1,270,626 | 1,260,273 | 1,287,968 | 1,305,757 | 1,340,871
2 Baanks' own liabilities ...... ... .. ... ... ... 753,461 758,998 883,639 879,686 843,906 861,727 852,052 | 884,741" 896,872 928,048
3 Demand deposits ... 24,448 27,034 32,104 29,691 32,588 32,107 31,201 36,246" 30,928 32,997
4 Time depoall: 192,558 186,910 198,470 183,285 183,109 185,948 185,160 | 186,693" 187,956 183,469
5 Other' .. ...... 4 140,165 143,510 168,013 189,527 188.425 204.294 192,167 183,451 192,536 190,531
6 Own foreign offices 396,290 401,544 485052 477.183 439,784 439,378 443524 | 478351° | 485452 521,051
7 Banks' custodial liabilities® .......,........... L . . 346,088 403,150 400.047 403.989 411,169 408,899 408,221 | 403.227° | 408885 412,823
8  US. Treasury bills and certificates® .. 197,355 236,874 193,239 186,564 191,571 174,256 173,873 169,225" 164,274 163,598
9 Other negotiable and readily transferable
instruments’ ... 52,200 72,011 93,641 99,402 96,364 111,398 107,797 112,527 116,802 121,351
10 Other ... .. oo 96,533 94,265 113,167 118,023 123,234 123,245 126,551 121,475 127,809 127,874
11 Nonmonetary international and regional orgaﬂizalionsx 11,039 13,972 11,690 16,184 15,246 14,894 14,186 14,079 14,181 15,052
12 Banks’ own liabilities ................... ... ... 10.347 13,355 11,486 15,855 14,925 14,478 13,555 13,441 12,088 13,584
13 Demand deposits 21 29 16 74 98 365 229 226 19 59
14 Time deposits” 4,656 5,784 5,466 5,316 5.957 6,646 7,029 6,784 6,254 6,152
15 Other” ... ... 5,670 7,542 6,004 10,465 8,870 7,467 6,301 6.431 5,815 7373
16 Banks' custodial liabilities® ................ . .... 692 617 204 329 321 416 627 638 2,093 1.468
17 U.S. Treasury bills and centificates® . ............ 350 352 69 149 247 344 359 338 49 490
18 Other negotiable_and readlly transferable
imstruments’ . ... ... L L L L 341 265 133 180 72 72 268 298 1,744 976
19 Other ... 1 2 0 2 0 0 2 0 2
20 Official wstitutions® ............. ... .. . . .. 275,928 312,019 283,627 284,063 288,054 283,347 280,310 | 278,421 273,246 273.899
21 Banks' own liabilities 83,447 79,406 101,910 109,959 104,006 105,731 104,358 102,256 102,040 100,973
22 Demand deposits 2,098 1,511 2,314 1,910 2,051 2532 2,052 2,582 3,560 3,452
R} Time dcposus ............ 30,717 33336 41420 37,242 40,265 38,865 36,000 36,068 36,358 35618
24 Other” ... L 50,632 44,559 58.176 70,807 61,690 64,334 66,246 63.606 62,122 61,903
25 Banks' costodial liabilities® ... .. ... .............. 192,481 232,613 181,717 174.104 184,048 177,616 175,952 | 176.165 171,206 172,926
26 U.S. Treasury bills and certificates® . 168.534 198,921 148,301 144,324 153,335 138,418 137,652 | 134324 131,089 130,398
27 Other negotiable and readily wransferable
e e 23,603 33,266 33,211 29.643 30,183 38,745 38,010 41,178 39,809 41,773
28 Other ... ... ... .. 344 426 205 137 530 453 290 663 308 755
29 Banks'® ... 691,412 | 694,835 | 816064 | 799,943 | 763,349 | 776269 | 782,828 | B809,206' | 825,175 | 8533855
30 Banks' own liabilities ......... ... ... .. ... ... 567,834 562,898 642,324 623,213 585,083 596,509 601,967 | 633,032 643,982 673,792
31 Unaffiliated foreign banks . .................... 171,544 161,354 157,272 146,030 145,299 157,131 158,443 | 154,681 158,530 152,741
2 Demand deposits ... 11,758 13,692 17,527 16,084 18,350 17,152 16,111 20,772 15,097 16,045
33 Time deposm ....... 103,471 89,765 83,433 75,255 70,060 72,703 74,018 75,231 78,252 74,219
34 Other® ... ... Gree e 56,315 57,897 56,312 54,691 56,889 67,276 68,314 58,678 65,181 62,477
35 Own foreign offices” ......................... 396,290 401,544 485,052 477,183 439,784 439,378 443,524 | 478,351 485,452 521.051
36 Banks' custodial liabilities® . . .. 123,578 131,937 173,740 176,730 178,266 179,760 180,861 176,174 181,193 180,063
37 U.S. Treasury bills and cetificates® .. . 15,872 23,106 31915 30,620 28,499 26,650 26,920 25,337° 22,929 20,694
38 Other negotiable_and readily transferable
mstruments’ .. 13,035 17,027 35,333 35,107 34,962 37,942 38,186 38,077 39,133 40,110
39 Other ................ L. L 94,671 91,804 106,492 111,003 114,805 115,168 115,755 112,760 119,131 119,259
40 Other foreigners ............. ...... 121,170 141,322 172,305 183,485 188,426 196,116 182,949 | 186,262° 193,155 158,065
41 Banks® own habilities ...... . .. ... ... 91,833 103,339 127919 130,659 139,892 145,009 132,168 | 136,012 138,762 139,699
42 Demand deposits 10.571 11,802 12.247 11,623 12,089 12,058 12,809 12,666 12,252 13,441
43 Time depoelts ...... 53,714 58,025 68,151 65472 66,827 67,734 68,053 68,610 67,092 67,480
44 Other® 27,548 33512 47,521 53,564 60,976 65,217 51,306 54,736 59,418 58,778
45 Banks' custodial liabilities® .. .. ..., ..... .. 29,337 37,983 44,386 52.826 48,534 51,107 50,781 50,250 54,393 58,366
46 U.S. Treasury bills and certificates® .............. 12,599 14,495 12,954 11,471 9.490 8,844 8,942 9,226 9,907 12,016
47 Other negotiable_and readily transferable
instrurents 15,221 21453 24.964 34,472 31,147 34,639 31,333 32,974 36,116 38,492
48 Other .......... ... ... ...l 1,517 2,035 6.468 6,883 7,897 7,624 10,506 8,050 8,370 7,858
MEMO
49 Negotiable time certificates of deposit in custody for
foreigners ... ... 9,103 14,573 16,083 20.823 22,416 22,503 23,440 21,229 22,847 24,712

1. Reporting banks include all types of depository nstitutions as well as some brokers and
dealers. Excludes bonds and notes of maturities longer than one year.

2. Excludes negotiable time certificates of deposit, which are included in “*Other negotia-
ble and readily transferable instruments.”

3. Includes borrowing under repurchase agreements,

4. For U.S. banks, includes amounts owed to own foreign branches and foreign subsidiar-
1es consulidated in guarterly Consohdated Reports of Condition filed with bank regulatory
agencies. For agencies, branches, and majority-owned subsidiaries of foreign banks, consists
principally of amounts owed to the head office or parent foreign bank. and to foreign
branches, agencies, or wholly owned subsidiaries of the head office or parent foreign bank.

5 Financial claims on residents of the United States. other than long-term securities, held
by or through reporting banks for foreign customers,

6. Includes nonmarketable certificates of indebtedness and Treasury bills issued to official
institutions of foreign countries.
7. Principally bankers acceptances, commercial paper, and negotiable time certificates of
deposit.
p8. Principally the International Bank for Reconstruction and Development, the Inter-
American Development Bank, and the Asian Development Bank. Excludes “holdings of
dollars™ of the International Monetary Fund.
9. Foreign central banks, foreign central governments. and the Bank for International
Seltlements.
10. Excludes central banks, which are included in “Official institutions.”
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3.17 LIABILITIES TO FOREIGNERS Reported by Banks in the United States'—Continued

1998
Ttem 1995 1996 1997
Feb. Mar. Apr. May June July AugP?
AREA
50 Total, all foreigners ............................. 1,099,549 | 1,162,148 | 1,283,686 | 1,283,675 | 1.255,075 | 1,270,626 | 1,260,273 | 1,287,968" | 1,305,757 | 1,340,871
51 Foreign countries .................. ... 1,088,510 | 1,148,176 | 1.271,996 | 1,267,491 | 1,239,829 | 1,255,732 | 1,246,087 | 1,273,889" | 1,291,576 | 1,325,819
S2 BUKOPE .. ... 362,819 376,590 | 420,438 420,018 390,750 406,391 405,348 | 402,090" | 431,763 457,467
53 Austia ................ . 3,537 5,128 2,717 2,774 2,375 2,957 3,012 2,268 2,602 2,671
54  Belgium and Luxembourg . 24,792 24,084 41,007 38,178 33,244 38,530 35518 35,454 33,845 35,086
55 Demmark .............. .. 2,921 2,565 1,514 1,215 1,094 2,588 1,443 1,989 2,013 2,128
56  Finland .- 2,831 1,958 2,246 2,136 1,549 1,768 1,365 1,438 1,211 1,350
57 France .... 39,218 35,078 46,607 44,990 44,027 48,468 47,869 46,162 47,140 48,328
58  Germany .. 24,035 24,660 23,737 23,290 20,971 24,895 26,452 25,470 23,730 28,751
59 Greece . .. 2,014 1,835 1,552 1,695 2,020 2,383 2,610 2,429 2,784 2,941
60 Ttaly ..... .. 10,868 10.946 11,378 9,804 9,631 10,600 11,127 11,509 11,114 10,625
61  Netherlands . .. 13,745 11,110 7,385 7,043 8,208 8,051 7,265 6,845 7,097 9,239
62  Norway ... 1,394 1,288 317 845 346 514 774 607 1,179 1,469
63  Portugal .. 2,761 3,562 2,262 1,437 1,426 2279 2,160 2,334 2,823 2,424
64 Russia .. 7,948 7,623 7,968 6,118 6,466 5,381 3,952 4,654 6,398 2,718
65  Spain 10,011 17,707 18,989 20,137 16,315 18,071 15,520 11,6497 12,079 14,283
66 Sweden .... 3,246 1,623 1,628 2,055 1,967 1,785 2,197 3,148 2,198 1,769
67  Switzerland . 43,625 44,538 39,172 37,157 35,463 32,341 33,893 39,078" 44,861 39.362
68 Tukey .......... . 4,124 6,738 4,054 4.047 4,154 4,340 4,467 4,875 5,058 4,298
69  United Kingdom o 139,183 153,420 181,904 191,181 174,198 172,829 178,185 176.703" 196,859 219.147
70 Yugoslavial ... . ... . ..., . . 239 2 2 244 270 23 322 242
71 Other Europe and other former USSR ... ... 26,389 22,521 25,762 25,672 27,060 28,365 27,269 25,244" 28,450 30,636
T2 Canada ....... .. . 30,468 38,920 28,341 29,470 27,121 27,398 26,021 28,864" 29,526 27,844
73 Latin America and Caribbean ..................... 440213 467,529 536,365 | 533,907 | 529446 | 552,896 | 550,714 | 568208" | 563818 | 556,482
74 Argentina ............... o 12,235 13,877 20.199 18,278 18,835 17,766 16,938 18,501 21,009 21,654
75  Bahamas .. . 94,991 88,895 112,217 110,900 109,041 112,510 114,222 | 116435 115,309 113,543
76 Bermuda .. . 4,897 5,527 6,911 8.283 . 6,657 7,142 7,769 7,216 7332
77 Brazil ........... . 23,797 27,701 31,037 33,026 34017 36,777 38,463 | 353437 34,290 27.824
78  British West Indies . . 239,083 251,465 276,389 273,464 261,542 273,565 277,929 | 295321° 289,797 290,900
79 Chile ............ o 2,826 2,915 4,072 4,450 3,975 4,330 4,230 4,349 4,981 4,719
80  Colombia . o 3,659 3,256 3,652 3,908 4,200 4,212 4,383 4,805 4,023 4,104
81 Cuba ..... 8 21 66 58 55 57 59 63 63 62
82  Ecuador ... 1,314 1,767 2,078 1,998 1.814 1,737 1,783 1,606 1,756 1,588
83  Guatemala . 1.276 1,282 1,494 1,382 1,438 1,478 1,353 1363 1,273 1.239
84  Jamaica ...... 481 628 450 437 431 449 438 522 519 550
85 Mexico ............. . 24,560 31,240 33972 33,611 35,708 37,623 37,682 38,044 38,554 38,087
86  Netherlands Antilles . . o 4,673 6,099 5,085 5417 11,351 17,569 7,447 6,861 8,922 8.340
87 Panama ............. . .. 4,264 4,099 4,241 4,087 3,958 4211 4,106 3,723 3,596 3,676
88 Peru . . . 974 834 893 912 878 878 964 925 984 900
89  Uruguay .. N . o 1,836 1,890 2,382 2,247 2,228 2,097 1,991 1,982 2,097 2,091
90  Venezuela . . . o 11,808 17,363 21,601 21,891 21,474 20,696 21,600 20442 19,492 20,127
91  Other 7,531 8,670 9,626 9,558 10,228 10.284 9.984 10.154" 9,937 9.746
92 Asiah .......................................... 240,595 249,083 269,299 267,957 275,173 251423 244,779 254,408" 247,947 266,482
China
93 Mainland ... .. . il 33,750 30,438 18,252 18,575 20,701 20,122 20,209 21,558 18,919 18,506
94 Taiwan ......... . .. 11,714 15,995 11,760 12,942 13,619 13,776 12,648 11,619 11,333 11,290
95 Hong Kong . . .- 20,197 18,789 17,722 17,797 17,825 19,762 18,106 19,720 15,826 18,349
96 India ............ .. ..o 3,373 3,930 4,567 5,265 5.586 4,813 4,882 4,821 4,678 6,437
97  Indonesia . FS 2,708 2,298 3,554 2,989 4,015 4,266 3,197 3,848" 3,938 5,645
98 Israel...................... . 4,041 6,051 6,281 7.197 7,589 7,348 6,251 6,095 5,969 5,296
99 Japan ..................... N 109,193 117,316 143,401 140,426 137,700 113,283 111,623 118.669 123,167 131,376
100 Korea (South) ............. .- 5,749 5,949 13,060 12,530 11,233 13,711 14,010 13,269 12,713 12,498
101 Philippines ..... . .. 3,092 3,378 3.250 2.872 3,009 2,870 2,802 3,418 2,609 2777
102 Thailand ............. ... ... ... .. 12,279 10,912 6,501 4,676 9,073 7,928 8,876 7,148 6,780 7,869
103 Middie Eastern oil-exporting countries'? .. 15,582 16,285 14,959 15,952 16,217 17,095 15,296 13,825 13,897 14,535
104 Other ... .. 18,917 17,742 25,992 26,736 28,606 26,449 26.879 30,418 28.118 31.904
105 Africa .. ..o 7,641 8,116 10,347 9.670 11,385 11,160 10,965 10,732 10,785 10,559
106  Egypt ..... . 2,136 2,012 1,663 1,670 1,449 1.236 1,460 1,523 1,319 1,459
107 Morocco ... .. .. 104 112 138 73 88 131 115 84 74 76
108  South Africa 739 458 2,158 1,825 2,547 2,556 2,465 2,642 2.446 2428
109 Zaire ............. 10 10 10 4 10 5 5 7 35
110 Oil-exporting countries'® . 1,797 2,626 3,060 3,479 4,275 4,332 4,079 3,552 3,893 3,684
111 Other ... ... 2,855 2,898 3,318 2,619 3,016 2,902 2,841 2,926 3,046 2.877
112 Other ... e 6,774 7,938 7,206 6,469 5,954 6,464 8,260 9,587 7,737 6,985
113 Australia . 5,647 6,479 6,304 5,466 4,989 5,450 7416 8,510 6,490 5,931
114 Other ...t 1,127 1,459 902 1.003 965 1,014 844 1,077 1.247 1,054
115 Nonmonetary international and regional organizations .. 11.039 13,972 11,690 16,184 15,246 14,894 14,186 14,079 14,181 15,052
116  International® ... ... .. .. .. ... ... ... - 9,300 12,099 10,517 14,591 14,331 13,431 12.509 12.548 11,120 12,725
117 Latin Americat]17regi0nall6 .. 893 1,339 424 1,217 536 762 830 670 n7 685
118  Otherregional’ ' ... ... ........ ... .. ... 846 534 749 376 379 701 847 861 2,344 1,642

11. Since December 1992, has excluded Bosnia, Croatia, and Slovenia.

12. Includes the Bank for International Settlements. Since December 1992, has
included all parts of the former U.S.S.R. (except Russia), and Bosnia, Croatia, and Slovenia.

13. Comprises Bahrain, Iran, Iraq, Kuwait, Oman, Qatar, Saudi Arabia, and United Arab
Emirates (Trucial States).

14. Comprises Algeria. Gabon, Libya, and Nigeria.

15. Principally the International Bank for Reconstruction and Development. Excludes
*holdings of dollars” of the International Monetary Fund.
16. Principally the Inter-American Development Bank.
17. Asian, African, Middle Eastern. and European regional organizations, except the Bank
for International Settlements, which is included in **Other Europe.”



3.18 BANKS’ OWN CLAIMS ON FOREIGNERS Reported by Banks in the United States!

Payable in U.S. Dollars

Millions of dollars, end of period

Bank-Reported Data

ASS

1998
Area or country 1995 1996 1997
Feb. Mar. Apr. May June July AugP

1 Total, all foreigners ............................. 532,444 599,925 708,272 703,988 687,648 700,035 703,532 | 728,673" | 740,258 764,033

2 Foreign countries ... ... ........ ... .. ... ... 530,513 597,321 705,809 701,233 684,700 696,742 701,140 725,758" 735,848 759,643

JBUIOPE ot e 132,150 165,769 199,880 212,307 205,528 207,154 208,567 223,986' 229,928 226,830

4 Austria ...l 565 1,662 1,354 1,934 1,566 1,827 2,130 1,259 1,892 1,856

5 Belgium and Luxembourg . 7,624 6,727 6,641 6,021 6,148 5482 6,115 7,782 8,459 6,779

6 Denmark ............... 403 492 980 907 895 968 1,286 1,198 933 1.374

7 Finland ... L 1,055 971 1,233 1,554 1,686 1,018 931 1,146 1,032 1,161

8  France . 15,033 15,246 16.239 18,963 18,206 17,383 16.276 15474 14,421 17,314

S Germany ... 9,263 8,472 12,676 10,752 13,047 16,931 15,301 15,751 11,327 12,029
10 Greece 469 568 402 504 503 442 428 364 450 530
11 Taly ....... 5,370 6,457 6,230 5.974 6,601 6,938 6,533 6.435 6,345 8,617
12 Netherlands 5,346 7,117 6,141 5.447 6,618 5,851 3,980 5,763 5,642 4,321
13 Norway ..... 665 808 555 1.296 850 662 736 680 533 1,110
14 Portugal . 888 418 777 533 589 935 1,496 888 1,156 725
15 Russia , .. 660 1,669 1,248 1.143 1,115 1,133 1,117 1,057 1,345 1,207
16 Spain .. 2,166 3211 2,942 6,255 5,778 7.458 6,218 5,560 6,424 5,233
17 Sweden ..... 2,080 1,739 1,854 2,184 2,798 2,975 3,181 3,069 4,553 4,456
18 Switzerland 7.474 19,798 28,846 29,006 31,306 25,069 29,317 34,970 49,359 49,258
19 Turkey ........ 803 1,109 1,558 1,675 1,914 2,324 2,386 2,414 2,010 1,990
20 United Kingdom . 67,784 85.234 103,143 110,357 97,588 101,772 102.889 110.464° 104,397 98,308
21 Yugoslavia? . ... .. e e 147 115 52 53 61 59 19 53 79 53
22 Other Europe and other former USSR ..... . . .. 4,355 3.956 7,009 7,749 8,259 7,927 8.228 9,659 9,551 10,509
23 Canada ... 20,874 26,436 27,176 24,872 29,827 25,785 24,961 32,703 36,007 41,402
24 Latin America and Caribbean ........... ... ........ 256,944 274,153 343,820 345,643 338,909 354,302 361,082 365,836 359.299 379,087
25 Argentina 6,439 7,400 A 9,402 8,726 8,540 8,207 8,518° 8421 8.707
26  Bahamas 58.818 71,871 89,379 84,982 77.585 82,711 78,083 77,595 78,770 77.895
27  Bermuda .... 5,741 4,129 8,782 8,917 8,997 9.462 8,890 9,452 10,622 9.629
28  Brazil . . .. . 13,297 17,259 21,696 23,987 35,283 26,033 25,354 24,552 24,187 23,541
29 British West Indi . 124,037 105,510 145471 149,520 147,910 159,649 168.124 176,825 166,203 192,036
3 Chile.............. 4,864 5,136 7913 8.249 171 X 8,482 8,497 8,434 8,305
31 Colombia 4,550 6,247 6.945 6.729 6,783 6,772 7,208 7,102 6,914 6,915
32 Cuba...... 0 0 0 0 0 0 0 0 0 0
33 Ecmador ... e 825 1,031 1,311 1398 1,476 1,522 1,498 1430 1,649 1,519
34 Guatemala 457 620 886 868 904 955 955 932 911 950
35 Jamaica ..... FS 323 345 424 401 364 373 385 320 335 318
36 MeXiCo ... 18,024 18,425 19,518 21.107 20,680 20913 21,215 20,393 20,084 20,099
37  Netherlands Antilles 9,229 25,209 17,838 15,594 17,618 14,073 17,352 14,294 16,278 12,939
38 Panama .............. 3,008 2,786 ) 4,232 4,108 4,422 4,393 4,233 4,308 4,157
39 Peru 1,829 2.720 3,491 3,550 3,538 3.644 3,792 3,965 4,009 4,111
40 Uruguay 466 589 629 594 920 773 807 959 1,154 1,055
41 Venezuela ..... 1,661 1,702 2,129 2,334 2,169 2,194 2,381 2,495 2436 2,648
42 Other ... 3,376 3,174 4,120 3,779 3,677 3822 3,956 4,274 4,584 4,263
43 ASIE L. 115,336 122,478 125.063 109,045 101,353 99,183 96,813 94,804" 100,196 102,378

China

4+ Mainland ........ ... .. .o ool 1,023 1,401 1,579 1,988 2,762 2,921 2,934 1,989 1.679 2,703
45 Taiwan ..... 1,713 1,894 921 820 740 939 723 835 595 661
46 Hong Kong ................ « .o oo 12,821 12,802 13,990 13,520 12.628 10,162 12,884 12,871 11.045 13.821
47 India ................ 1,846 1,946 2,200 2,172 1,927 1,807 1,913 1972 1.822 1.878
48 Indonesia  ........... 1,696 1,762 2,634 2,270 2,291 2,210 2,099 2,098 2010 2,03t
49 Israel .. .... 739 633 768 987 812 874 893 954 1,116 907
50 Japan ........ 61,468 59,967 59.540 51,891 46,660 44,970 42.071 43,010 45,566 44,813
51 Korea (South) 13,975 18,901 18,162 12.812 11,520 10,852 11,936 11.001 12,863 11,508
52 Philippines 1,318 1,697 1,689 1.645 1,813 1,561 1,614 1,541 1,243 1,258
53 Thailand ........................, 2,612 2,679 2,259 2.138 2,144 1,971 1,906 1.889 1,820 1,883
54  Middle Eastern oil-exporting countries* 9,639 10,424 10,790 9,101 8,921 11,028 9,338 8,448 11,207 12,136
S5 Other ... 6,486 8.372 10,531 9,701 9,135 9,888 8,502 8,196 9,230 8,779
56 AfICa ... 2,742 2,776 3,530 3.403 3,567 3,337 3,693 2484 3,497 3,575
57 Egypt 210 247 247 304 289 294 281 283 294 279
58 Morocco ... 514 524 511 514 518 483 490 430 471 426
59  South Africa . 465 584 805 573 559 490 859 653 630 653
60 Zaire ............. 1 0 0 0 0 0 0 0 0 0
61  Oil-exporting countrie: . .. 552 420 1.212 1.219 1,364 1,194 1,078 308 1.331 1.046
62 her e 1,000 1,001 755 793 837 876 985 810 771 1,171
63 Other ...... ... ... . . . 2,467 5,709 6,340 5,963 5,516 6,981 6,024 5,945 6,921 6,371
64  Australia . 1,622 4,577 5,299 5,139 5011 6,513 5,704 5,439 6,067 5,999
65  Other 845 1,132 1,041 424 5035 468 320 506 854 372
66 Nonmonetary international and regional organizations® . . . 1.931 2,604 2,463 2,755 2,948 3,293 2,392 2915 4410 4.390

dealers.

2. Since December 1992, has excluded Bosnia, Croatia, and Slovenia,
3. Includes the Bank for International Settlements. Since December 1992, has included all
parts of the former U.S.S.R. (except Russia), and Bosnia. Croatia, and Slovenia.

| Reporting banks include all types of depository institutions as well as some brokers and

4. Comprises Bahrain, Iran, Iraq, Kuwait, Oman, Qatar, Saudi Arabia, and United Arab
Emirates (Trucial States).
5. Comprises Algeria, Gabon, Libya, and Nigenia,
6. Excludes the Bank for International Settlements, which is included in **Other Europe.”
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3.19 BANKS’ OWN AND DOMESTIC CUSTOMERS' CLAIMS ON FOREIGNERS Reported by Banks in the United States'
Payable in U.S. Dollars

Millions of dollars, end of period

1998
Type of claim 1995 1996 1997
Feb. Mar. Apr. May June' July AuglP
TTotal oot 655,211 743,919 852,899 . 842,461 .. .. 881,949
2 Banks' claims ........ ... .. Ll 532,444 599,925 708,272 703,988 687,648 700,035 703,532 728,673 740,258 764,033
3 Foreign public borrowers . 22,518 22,216 20,660 27,041 28,232 32,465 28,986 27,802 35,656 29,779
4 Own foreign offices” .. ... 307,427 341,574 431,685 421,733 402,387 409,955 415,175 435,201 446,536 465,153
5  Unaffiliated foreign banks 101,595 113,682 109,224 106,600 107,794 104,622 105,501 108,234 101,777 105,906
6 Deposits ............ . 37,771 33,826 31,042 26,559 25,657 24,324 21,282 22,843 23,283 24,593
7 Other ........ .. 63,824 79,856 78,182 80,041 82,137 80,298 84,219 85,391 78,494 81,313
8  All other foreigners ................... 100,904 122,453 146,703 148,614 149,235 152,993 153.870 157,436 156,289 163,195
9 Claims of banks' domestic customers® ... .. 122,767 143,994 144,627 . 154,813 . .. 153,276
10 Deposits ..ot 58,519 77,657 73,110 . 85.406 . .. 86,408
11 Negotiable and readily transferable
instruments® ... ... 44,161 51,207 53,967 . 51,594 .. .. 52,171
12 Outstanding collections and other
claims ....... .. 20,087 15.130 17.550 . 17,813 . . 14,697
MEMO
13 Customer liability on acceptances ........ 8,410 10,388 9,624 . 7,496 ca L. 6,604
14 Dollar deposits in banks abroad, reported by
nonbanking business enterprises in the
United States® .................... 30,717 39,661 34,046 36,741 31,958 31,633 32,172 25,287 30,067 26,196
1. For banks’ claims, data are monthly; for claims of banks’ domestic customers, data are principally of amounts due from the head office or parent foreign bank, and from foreign
for quarter ending with month indicated. branches, agencies, or wholly owned subsidiaries of the head office or parent foreign bank.
Reporting banks include all types of depository institution as well as some brokers and 3. Assets held by reporting banks in the accounts of their domestic customers.
dealers. 4. Principally negotiable time certificates of deposit, bankers acceptances, and commercial
2. For U.S. banks, includes amounts due from own foreign branches and foreign subsidiar- paper.
ies consolidated in quarterly Consolidated Reports of Condition filed with bank regulatory 5. Includes demand and time deposits and negotiable and nonnegotiable certificates of
agencies. For agencies. branches, and majority-owned subsidiaries of foreign banks, consists deposit denominated in U.S. dollars issued by banks abroad.

320 BANKS’ OWN CLAIMS ON UNAFFILIATED FOREIGNERS Reported by Banks in the United States'
Payable in U.S. Dollars

Millions of dollars, end of period

1997 1998
Maturity, by borrower and area’ 1994 1995 1996
Sept. Dec. Mar. June
Total ..o o 202,282 224,932 258,106 281,000 276,597 285,518 293,055
By borrower
2 Maturity of one year or less ............ . . il 170,411 178,857 211,859 217,981 205,859 214.822 211,029
3 Foreign public borrowers . .. .. .. 15,435 14,995 15,411 20,123 12,069 16,952 17,023
4 All other foreigners ........ 154,976 163,862 196,448 197,858 193,790 197,870 194,006
5 Maturity of more than one year . 31,871 46,075 46,247 63,019 70,738 70,696 82,026
6 Foreign public borrowers ... .. .. 7,838 7.522 6,790 8,752 8,525 11,310 10,673
7 All other foreigners ........... ... .. oo 24,033 38,553 39,457 54,267 62,213 59.386 71.353
By area
Maturity of one year or less
8  Europe 56,381 55,622 55,690 69,204 58,294 69,245 73,787
9  Canada R 6,690 6,751 8,339 8,460 9,917 9,304 8,766
10 Latin America and Caribbean ........................ 59,583 72,504 103,254 99,929 97277 101,013 99,294
Tl Asia ..ol R 40,567 | 40,296 38,078 34,650 33,972 28,748 23.569
12 Africa .. .. 1,379 1,295 1,316 2,157 2211 2,228 1,116
13 Allother® ... . ... ... 5,811 2,389 5,182 3,581 4,188 4,284 4,497
Maturity of more than one year
14 Europe ........... ... 4,358 4,995 6,965 11,202 13,240 15,118 16,315
15 Canada ... 3,505 2,751 2,645 3,842 2,512 2,752 2,573
16  Latin America and Caribbean . e 15,717 27,681 24,943 34,988 42,069 39,337 47,903
17 Asia............ooocooal .. 5,323 7,941 9,392 10,393 10,198 10,731 12,569
18  Africa . 1,583 1,421 1,361 1,236 1,236 1,254 1,259
19 Allother’ ... . i 1,385 1.286 941 1,358 1,483 1.504 1,407
1. Reporting banks include all types of depository institutions as well as some brokers and 2. Maturity is time remaining until maturity.

dealers. 3. Includes nonmonetary international and regional organizations,
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3.21 CLAIMS ON FOREIGN COUNTRIES Held by U.S. and Foreign Offices of U.S. Banks'

Billions of dollars, end of period

1996 1997 1998
Area or country 1994 1995
June Sept. Dec Mar. June Sept. Dec Mar. June
VTotal ..o 499.5 551.9 612.8 586.2 645.3 647.5 678.8 711.0 725.9 739.2° 7474
2 G-10 countries and Switzerland .. ........ .o oo 1912 206.0 226.9 220.0 2283 2314 250.0 247.7 2428 249.1° 2757
3 Belgium and Luxembourg. ....... ... ... ... .. .. 72 13.6 114 11.3 11.7 14.1 9.4 11.4 i1.0 11.2 13.1
4 France............iiiicii .. 19.1 19.4 18.0 17.4 16.6 19.7 17.9 20.2 154 15.6 20.5
S5 Cermany. ... ... . 247 273 314 339 29.8 321 34.1 347 28.6 255 28.7
6 laly .................. 11.8 11.5 14.9 152 16.0 14.4 20.2 19.3 15.5 19.7 19.5
7 Netherlands ........ ... ... ... 3.6 3.7 4.7 59 4.0 4.5 6.4 72 6.2 73 8.3
8  Sweden...... 2.7 2.7 2.7 3.0 26 34 3.6 4.1 33 4.8 31
9 Switzerland ... 5.1 6.7 6.3 6.3 5.3 6.0 5.4 48 72 5.6 6.9
10 United Kingdom 85.8 82.4 101.6 90.5 104.7 99.2 110.6 108.3 1134 120.1° 135.6
t1 Canada........ 10.0 10.3 12.2 14.8 14.0 16.3 15.7 15.1 13.7 13.5 16.5
120 Japan .o 211 285 236 217 237 21.7 26.8 226 28.6 258 23.7
13 Other industrialized countries ............ .. ... o i 45.7 50.2 55.5 62.1 65.7 66.4 7.7 73.8 64.5 743 720
Austria. ... 1.1 9 1.2 1.0 1.1 1.9 1.5 1.7 1.5 1.7 1.9
15 Denmark 1.3 2.6 33 1.7 1.5 1.7 2.8 37 2.4 2.0 2.1
16  Finland 9 8 6 6 8 N 1.4 19 1.3 1.5 1.4
17 Greece 4.5 57 56 6.1 6.7 6.3 6.1 6.2 5.1 6.1 5.8
18 Norway. .. . . 2.0 32 2.3 3.0 8.0 53 4.7 46 3.6 4.0 3.4
19 Portugal . ... .. . 1.2 1.3 1.6 14 9 1.0 b1 1.4 9 N 1.3
200 8Spain ... 13.6 11.6 13.6 16.1 13.2 14.4 154 13.9 11.7 16.5 15.1
21 Turkey . .. 1.6 1.9 23 2.8 2.7 28 34 44 4.5 49 6.5
22 Other Western Europe. 32 47 34 4.8 4.7 6.3 55 6.1 8.2 9.9 9.6
23 South Afvica. ........ . 1.0 1.2 2.0 1.7 20 1.9 19 19 22 37 5.0
24 Australia. .o 15.4 16.4 19.6 228 240 244 27.8 28.1 23.1 23.2 20.0
24.1 22.1 20.1 19.2 197 21.8 223 229 26.0 257 253
5 N 9 A i1 1.1 9 1.2 1.3 1.3 1.2
37 27 2.3 2.3 2.4 1.9 2.1 22 2.5 33 3.2
38 4.8 49 54 52 49 5.6 6.5 6.7 55 5.1
5.3 133 1.5 10.2 107 13.2 12.5 118 14.4 143 15.5
9 .6 S 4 4 T 1.2 1.1 12 1.4 3
31 Non-OPEC developing countries .............................. 96.0 112.6 126.5 124.4 130.3 128.1 140.6 137.0 138.7 147.4 144.4
Latin America
32 1.2 129 14.1 15.0 14.3 14.3 16.4 17.1 184 193 202
33 8.4 13.7 21.7 17.8 20.7 220 273 26.1 28.6 324 299
34 6.1 6.8 6.7 6.6 7.0 6.8 7.6 8.0 8.7 9.0 9.1
35 2.6 2.9 2.8 3.1 4.1 37 33 3.4 34 33 3.6
36 18.4 17.3 154 16.3 16.2 17.2 16.6 16.4 17.4 17.7 17.9
37 .5 8 1.2 1.3 1.6 1.6 1.4 1.8 2.0 2.1 22
38 2.7 2.8 3.0 3.0 33 34 34 3.6 4.1 4.0 4.4
Asia
China
39 Mainland . ....... . oo 1.1 1.8 29 2.6 25 27 36 43 32 4.2 39
40 TAIWAN ..o s 9.2 9.4 9.8 104 10.3 105 10.6 9.7 9.0 117 11.3
41 India. ... 4.2 44 42 38 43 49 53 49 49 5.0 49
42 Israel. ... ... 4 5 6 .5 5 .6 8 1.0 7 N 9
43 Korea (South) 16.2 19.1 21.7 219 218 14.6 16.3 16.2 15.6 16.2" 145
44 Malaysia. . ... 31 4.4 53 55 6.0 6.5 6.4 5.6 5.1 4.5 4.7
45 Philippin 3.3 4.1 4.7 54 5.8 6.0 7.0 5.7 57 5.0 54
46 Thailand . . PN 2.1 4.9 54 4.8 5.7 6.8 7.3 6.2 54 5.5 4.9
47 Other Asia .. ... ... . e 4.7 4.5 4.8 4.1 4.1 43 4.7 45 43 4.2 37
Africa
A8 EGYDL .t 3 4 5 6 7 9 1.1 9 9 10 15
49 . 6 7 8 7 7 .6 N N 6 6 6
50 e .0 0 0 0 R 0 0 0 0 0 .0
51 Other Africa® . ... ... .. 8 9 8 1.0 9 9 9 9 8 1.1 8
52 Eastern Europe 2.7 4.2 5.1 53 6.9 8.9 7.1 9.8 9.1 12.0° 10.9
53 Russiat. ... e 8 1.0 1.0 1.8 37 35 4.2 5.1 5.1 7.5" 6.8
54 Other . ... 1.9 32 4.1 35 32 54 29 4.7 4.0 4.6 4.1
55 Offshore banking centers. .......... ... ... ... ... ... ... 729 99.2 106.1 105.2 134.7 131.3 129.6 138.9 145.7 129.3 123.5
56 Bahamas.......... . 10.2 1.0 17.3 14.2 20.3 20. 6.1 19.8 299 29.2 227
57 Bermuda................... ...l 8.4 6.3 4.1 4.0 4.5 6.7 79 9.8 9.8 9.0 9.3
58  Cayman Islands and other British West Indies . . 214 324 26.1 32.0 37.2 328 351 45.7 43. 24.9 339
59 Netherlands Antilles ....................... {.6 10.3 13.2 11.7 26.1 199 15.8 21.7 14.6 14.0 105
60  Panama’........... 1.3 1.4 1.7 L7 2.0 2.0 26 2.1 31 32 33
61  Lebanon....... B . 1 1 .1 N .1 1 B 1 .1
62 Hong Kong, Chin; 20.0 25.0 27.6 26.0 279 30.8 35.2 27.2 322 33.8 30.0
63 Singapore...... 10.1 131 159 155 16.7 17.9 16.7 12.7 12.7 15.0 13.5
64 ther®. ... .o 1 1 1 .1 .1 .1 3 1 .1 1 2
65 Miscellaneous and unallocated? .. ......... ... ..o, 66.9 57.6 72.7 50.0 59.6 59.6 57.6 80.8 99.1 101.3" 95.6
1. The banking offices covered by these data include U.S. offices and foreign branches of 2. Organization of Petroleum Exporting Countries, shown individually; other members of
U.S. banks, including U.S. banks that are subsidiaries of foreign banks. Offices not covered OPEC (Algeria, Gabon, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, and United
include U.S. agencies and branches of foreign banks. Beginning March 1994, the data include Arab Emirates); and Bahrain and Oman (not formally members of OPEC).
large foreign subsidiaries of U.S. banks. The data also include other types of U.S. depository 3. Excludes Liberia. Beginning March 1994 includes Namibia.
institutions as well as some types of brokers and dealers. To eliminate duplication, the data 4. As of December 1992. excludes other republics of the former Soviet Union.
are adjusted to exclude the claims on foreign branches held by a U.S. office or another foreign 5. Includes Canal Zone.
branch of the same banking institution. 6. Foreign branch claims only.
These data are on a gross claims basis and do not necessarily reflect the ultimate country 7. Includes New Zealand, Liberia, and international and regional organizations.

risk or exposure of U.S. banks. More complete data on the country risk exposure of U.S. banks
are available in the quarterly Country Exposure Lending Survey published by the Federal
Financial Institutions Examination Council.
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3.22 LIABILITIES TO UNAFFILIATED FOREIGNERS Reported by Nonbanking Business Enterprises in

the United States

Millions of dollars, end of period

1997 1998
Type of liability, and area or country 1994 1995 1996
Mar. June Sept. Dec Mar. JuneP
ITotal ... 54,309 46,448 54,798 58,667 56,501 55,891 59,618 56,741 52,022
2 Payableindollars ................. . . . . ...l 38,298 33,903 38,956 39,861 38,651 39,746 41,888 42,237 40914
3 Payable in foreign currencies ... ... . .o oo 16,011 12,545 15,842 18,806 17,850 16,145 17,730 14,504 11,108
By rype
4 Financiat liabilities ............ ... ... ...l 32,954 24,241 26,065 29,633 28,263 26,461 29,113 26,751 22,669
5 Payable mdollars ...... . . . . e 18.818 12,903 11,327 11,847 11,442 11,487 12,975 13.547 12,634
6  Payable in foreign currencies 14,136 11338 14738 17,786 16,821 14974 16,138 13.204 10,035
7 Commercial liabilities ............... .. ..o 21,355 22,207 28,733 29,034 28,238 29,430 30,505 29,990 29,353
8  Trade payables .................... .. 10,005 11.013 12.720 11,432 11,040 10,885 10.904 10,107 9,842
9 Advance receipts and other liabilities 11,350 11,194 16,013 17,602 17,198 18,545 19.601 16,883 19,51t
10 Payableindollars ....................... ... 19,480 21,000 27.629 28,014 27,209 28,259 28913 28,690 28,280
11 Payable in foreign currencies 1,875 1,207 1,104 1,020 1,029 1,171 1,592 1,300 1,073
By area or country
Financial liabilities
12 Europe ... .. 21,703 15,622 16,195 20,081 18,530 18,019 19,238 19,008 15,722
13 Belgium and Luxembourg . 495 369 632 769 238 89 186 127 75
14 France ................. A . 1,727 999 1,091 1,205 1,280 1,334 1,684 1,795 1,965
15 Germany .. .. e S 1,961 1,974 1,834 1,589 1.765 1,730 2,018 2,578 2441
16 Netherlands . . 552 466 556 507 466 507 494 472 484
17 Switzerland . ... S 638 895 699 694 591 645 776 345 189
18 United Kingdom ..o con 15,543 10,138 10,177 13.863 12.968 12,165 12,318 11,846 8,463
19 Canada .......... ... . e o 629 632 1.401 602 1,616 651 2,392 1,045 539
20 Latin America and Caribbean ... 2,034 1,783 1,668 1.876 1,285 1,067 1,386 965 1,320
21 Bahamas 101 59 236 293 124 10 141 17 6
2 Bermuda 80 147 50 27 55 64 22 86 49
23 Brazil 207 57 78 75 97 52 143 91 76
24 British West Indi 998 866 1.030 965 775 669 604 517 845
25 Mexico 0 12 17 16 15 76 26 21 51
26 Venezuela 5 2 1 1 1 1 1 1 1
27 ASIA ... e 8,403 5,988 6.423 6,370 6,248 6,239 5,394 5,024 4,408
28 Japan ............ ...l . 7,314 5436 5,869 5,794 5,668 5,725 5,085 4,767 3,869
29 Middle Eastern oil-exporting countries 35 27 25 72 39 23 32 23 0
30 Africa ... 135 150 38 29 29 33 60 33 29
31 Oil-exporting COUNLTies? . ... ... ... oiier e 123 122 0 0 0 0 0 0 0
32 Allother’ ... 50 66 340 675 555 452 643 676 651
Commercial liabilities
330 BUIOPE .ottt e 6,773 7,700 9,767 9.524 8,683 9,343 10,228 9.951 9,924
34 Belgium and Luxembourg cen 241 331 479 639 736 703 666 565 557
33 France ............... S 728 481 680 679 708 782 764 840 612
36 Germany ... [N 604 767 1,002 1,043 845 945 1,274 1,068 1,219
37 Netherlands . . . .. [ 722 500 766 551 288 452 439 443 485
38 Switzerland . ........... ... e 327 413 624 480 429 400 375 407 349
29 United Kingdom ..... . .. . . ...... . ..o 2,444 3,568 4,303 4,158 3818 3,829 4,086 4,041 3,743
40 Canada ... o 1,037 1.040 1.090 1,068 1,136 1,150 1.175 1,347 1,511
41 Larin America and Caribbean .. . ......... ... ..o 1,857 1,740 2.574 2,562 2,500 2,224 2.176 2,051 2,285
42 Bahamas .................... ... S 19 1 63 43 33 38 16 27 14
43 Bermuda .. S 345 205 297 479 397 180 203 174 209
44 Brazil ........ 161 98 196 200 225 233 220 249 246
45 British West Indies . 23 56 14 14 26 23 12 5 27
46 Mexico ....... o e 574 416 665 633 594 562 565 520 557
47 Venezuela ............. ... .. ... 0 . L.oioia. 276 221 328 318 304 322 261 219 196
48 10,741 10,421 13,422 13,915 13,875 14,628 14,966 14,672 13,611
49 4,555 3,315 4,614 4,465 4,430 4,553 4,500 4,372 3,995
50 1,576 1,912 2,168 2,495 2,420 2,984 3,111 3,138 3,194
51 Africa ............... O R TRETETEN 428 619 1,040 1,037 941 929 874 833 921
52 Oil-exporting countries” .......... e 256 254 532 479 423 504 408 376 354
53 OthEr ..t 519 687 840 928 1,103 1,156 1,086 1,136 1,101

L. Comprises Bahrain, lran, Iraq, Kuwatt. Oman. Qatar, Saudi Arabia. and United Arab
Emirates {Trucial States).

2. Compnises Algeria, Gabon, Libya, and Nigeria.

3. Includes nonmonetary international and regional organizations.
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3.23 CLAIMS ON UNAFFILIATED FOREIGNERS Reported by Nonbanking Business Enterprises in

the United States

Millions of dollars, end of period

1997 1998
Type of claim, and area or country 1994 1995 19%0
Mar. June Sept. Dec Mar. June?
PTotal oo 57,888 52,509 63,642 68,102 68,266 70,760 70,077 72,837 64,020
2 Payable indollars ............. 53,805 48,711 58,630 62,126 62,082 64,144 62,173 65,359 58,463
3 Payable in foreign currencies ..., ... .o, 4,083 3,798 5,012 5,976 6,184 6,616 7,904 7478 5,557
By type
4 Financial claims .......... ... ... 33,897 27,398 35,268 40,547 40,717 42,059 38,908 42,134 33,120
5 Deposits ......... 18.507 15,133 21,404 22,150 24,308 24,125 23,139 21,030 15,922
6 Payable in dollars ........... 18.026 14,654 20,631 20,499 22,817 22,566 21,290 19,322 14,244
7 Payable in foreign currencies 481 479 773 1,651 1,491 1,559 1,849 1,708 1,678
8  Other financial clams .......... 15,390 12,265 13,864 18,397 16,409 17,934 15,769 21,104 17,198
9 Payable in dollars ... ... e 14,306 10,976 12,069 15,381 13,152 14,621 11.576 16,814 14,567
10 Payable in foreign currencies ................... ..., 1,084 1,289 1,795 3.016 3,257 3,313 4,193 4,290 2,631
[1 Commercial claims ......... .. . ... ... ...ciiiiiiian. 23,991 25,111 28,374 27,555 27,549 28701 31,169 30,703 30,900
12 Trade receivables R 21,158 22,998 25,751 24,801 24858 25,110 27,536 26,888 26,817
13 Advance payments and other clai 2,833 2,113 2,623 2,754 2,691 3,591 3.633 3,815 4,083
14 Payableindollars ....... ... ... ... ... ... 21,473 23,081 25930 26,246 26,113 26957 29,307 29,223 29,652
15 Payable in foreign currencies ...................0.a. 2.518 2,030 2,444 1,309 1,436 1,744 1,862 1,480 1,248
By area or country
Financial claims
16 EUmope ..........c..oiiiiiiiiiii 7,936 7.609 9,282 13.076 12.904 15.862 16,948 16,020 14,047
17 Belgium and Luxembourg 86 193 185 119 203 360 406 378 518
18 France ................ 800 803 694 760 680 1,112 1,015 902 796
19 Germany ....... 540 436 276 324 281 352 427 393 290
20 Netherlands . .. .. 429 517 493 567 519 764 677 911 975
21 Switzerland ... .. 523 498 474 570 447 448 434 401 403
22 United Kingdom ....... ... ... .. .. .. ... 4,649 4,303 6,119 9837 9814 11,254 12.286 11,122 9.595
23 Canada ... 3,581 2851 3,445 4917 6,422 4,279 3,313 4,688 3,035
24 Latin Amenica and Caribbean 19,536 14,500 19,577 19,742 18,725 19,176 15,543 18,207 12,775
25 Bahamas ...... 2424 1,965 1,452 1,894 2.064 2442 2,459 1,316 1,310
26 Bermuda ........ 27 81 140 157 188 190 108 66 48
27 Brazil .......... 520 830 1,468 1,404 1,617 1,501 1.313 1,408 1,394
28 British West Indies . 15,228 10.393 15,182 15,176 13,553 12,957 10,311 13,551 8,153
29 Mexico .......... 723 554 457 517 497 508 537 967 1,089
30 Venezuela ...... ... . 35 32 31 22 21 15 36 47 57
31 ASI L 1,871 1,579 2,221 2,068 1,934 2,015 2,133 2,174 2,376
32 Japan .. 953 871 1,035 831 766 999 823 791 886
33 Middle Eastern oil-exporting countries’ 141 3 22 12 20 15 11 9 12
34 Africa 373 276 174 182 179 174 319 325 155
35 Oil-exporting COUNLTIES? . ..o 0 5 14 14 15 16 15 16 15
36 Allother’ ... ... 600 583 569 562 553 553 652 720 732
Commercial claims
37 BUTOPC - .ot e 9,540 9.824 10,443 9.863 9,603 10.486 12,120 12,854 12,935
38 Belgium and Luxembourg . P 213 231 226 364 327 331 328 232 216
39 France .................. 1,881 1,830 1,644 1,514 1377 1,642 1,796 1,939 1,955
40 Germany 1.027 1.070 1.337 1,364 1.229 1,395 1,614 1.670 1,757
41 Netherlands 311 452 562 582 613 573 597 534 492
42 Switzerland ... ... . 557 520 642 418 389 381 554 476 418
43 United Kingdom . .............. ... ... ........ ... 2,556 2,656 2.946 2,626 2,836 2.904 3.660 4.828 4,654
44 Canada ... 1,988 1,951 2,165 2,381 2,464 2.649 2.660 2,882 2,779
45  Latin America and Caribbean .................. ... ... 4,117 4.364 5.276 5,067 5.241 5,028 5,750 5,481 6,082
46 Bahamas 9 30 35 40 29 22 27 13 12
47 Bermuda ........... ... ... ...l 234 272 275 159 197 128 244 238 359
48 Brazil .......... ... . oo 612 898 1,303 1,216 i,136 1,101 1,162 1,128 1,183
49 British West Indies . 83 79 190 127 98 98 109 88 110
50 Mexico ....... 1,243 993 1128 1,102 1,140 1,219 1.392 1,302 1.462
51 Venezueld ........... ... .. . ... .o 348 285 357 330 451 418 576 441 585
52 6,982 7312 8,376 8.348 8.460 8,576 8,713 7,638 7.367
53 2,655 1,870 2,003 2,065 2,079 2,048 1,976 1,713 1.757
54 708 974 971 1,078 1,014 987 1,107 987 1,127
55 AFTICE L 454 654 746 718 618 764 680 613 657
56 QOil-exporting countries? ... 67 87 166 100 81 207 119 122 116
57 OMer . . 910 1.006 1.368 1,178 1,163 1,198 1,246 1.235 1,080

1. Comprises Bahrain, Iran. frag, Kuwait, Oman, Qatar, Saudi Arabia, and United Arab

Emirates (Trucial States).

2. Comprises Algeria, Gabon, Libya, and Nigeria.
3. Includes nonmonetary international and regional organizations.
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3.24 FOREIGN TRANSACTIONS IN SECURITIES

Millions of dollars

1998 1998
Transaction, and area or country 1996 1997
Jan.— r P
Aug. Feb. Mar. Apr. May June July Aug.
U.S. corporate securities
STOCKS
I Foreign purchases . 590,714 1,097,958 | 1,047,705 106,988 136,184 134,177 129,528 146,147 152,833 141,566
2 Foreignsales ............ oo i i 578,203 1,028,361 998,030 97,501 122,769 130,628 121,355 142,591 150,308 139,722
3 Net purchases, or sales (=) ....................... 12,511 69,597 49,675 9.487 13,415 3,549 8,173 3,556 2,525 1,844
4 Foreign countries ........................ .. . 12,585 69,754 50,000 9,477 13,419 3,570 8,193 3,581 2,739 1,843
S Euwrope . .. R 5,367 62,688 63,569 9.088 11,144 5,511 10,670 7.227 6,983 5,459
6 France ..................... ... RN ~2,402 6,641 6,218 -40 1,480 —260 650 1,734 199 988
7 Germany .. ce 1,104 9,059 9,077 768 627 1,453 1,834 1,020 1,503 1,326
8  Netherlands . . 1415 3,831 4,293 140 557 161 564 830 1,265 163
9  Switzerland . ... 2715 7,848 9,284 1.132 1,956 974 2,234 1,490 1,092 -277
10 United Kingdom —es 4478 22,478 17,948 4,576 3,402 595 2,968 695 1,154 1,740
[1 Canada ................... N 2,226 -1,406 -2919 —46] 566 55 -506 —1,600 —443 -276
12 Latin America and Caribbean ... S 5816 5,203 3,710 2,183 2,110 -3,689 -1,333 1,798 —614 610
13 Middle East' ............... S —1,600 383 —500 -273 —170 346 —234 286 —134 —157
14 Other Asia . . S 918 2,072 —13,846 —944 —202 1,563 —611 —3,949 -2,905 —4,112
15 Japan ..... . . —372 4,787 —3,486 ~667 —1,422 555 —208 —540 ~306 214
16 Africa ........ S ~85 472 882 13 83 128 275 204 —14 139
17 Other countries ............c..ociiriniiiianeiiin. =57 342 —896 -129 —-112 -344 —68 —385 -134 160
18 Nonmonetary international and
regional organizations ....................... —-74 -157 -325 10 -4 =21 -20 =25 ~214 1
BONDS?
19 Foreign purchases ........... ... oo 393953 610,116 550,538 67.420 70,079 76,452 65,495 74,100 72.850 66.394
20 Foreignsales .............. N 268,487 475958 423.460 49,991 50,208 52,225 52.584 53.167 62,213 58,678
21 Net purchases, or sales (=) ........ e 125,466 134,158 127,078 17,429 19,871 24,227 12,911 20,933 10,637 7916
22 Foreign countries ...................... . . ... 125,295 133,595 126,590 17,360 19,732 24,097 12,853 20,834 10,714 7,878
23 EUTOPE ..ot e e 77,570 71,631 76,410 8,253 12,669 19,024 5555 12,117 8,489 4,878
24 France . 4,460 3,300 2,440 272 727 33 -17 667 451 233
25 Germany .. 4,439 2,742 3,804 419 249 1,727 —133 302 812 139
26 Netherlands .. 2,107 3,576 1,669 199 364 523 532 344 108 32
27 Switzerland .. .. 1,170 187 3,688 266 358 772 794 404 234 100
28  United Kingdom 60,509 54,134 55,304 6,194 9,833 14,346 4,585 8,696 4,489 2,989
29 Canada ................... 4,486 6,264 4,600 114 400 363 628 607 640 439
30 Latin America and Caribbean e 17,737 34,733 34,639 5514 4,835 2,256 6,703 6,371 2,029 1,592
31 Middle East! ........ ... ... e e 1,679 2,155 1,743 820 522 69 109 162 171 —188
32 Other Asia . P cen 23,762 16,996 8,438 2,428 1,166 2,078 —106 1,266 —588 1,709
33 Japan .. - .- 14,173 9,357 4,040 386 742 2,904 460 527 =511 —10
34 Africa ....... o e 624 1,005 137 36 =72 45 =31 82 -48 =17
35 Other COUNtries .............eieuieieroeinaninans —563 811 623 195 212 262 -5 229 21 —535
36 Nonmonetary international and
regional organizations . . ... . .. ......... 171 563 488 69 139 130 58 99 -1 38

Foreign securities

37 Stocks, net purchases, or sales (=) ... .............. -59,268 | —40,942 ~1,419 -1,209 —1,689 -137 ~3,393 2,535 -3,166 5,552
38  Foreign purchases AN 450,365 756,015 620,441 68,832 81,360 80,736 80,941 88,508 82,074 74.358
39 Foreign sales RPN 509,633 796,957 621,860 70,041 83,049 80,873 84,334 85,973 85.240 68,806
40 Bonds, net purchases, or sales (=) ............ -51,369 —48,171 | -31,973 —5,003 —4,559 ~12,158 —1,882 —12,355 3,065 1,018
41 Foreign purchases . .................. ..... ..o | 1,114,035 | 1,451,704 967,558 100.043 128,396 118,296 110,403 151,477 118,890 139,341
42 Foreignsales ............. .. i i 1,165,404 | 1,499.875 999,531 105,046 132,955 130,454 112,285 163,832 115,825 138,323
43 Net purchases, or sales (—), of stocks and bonds ... | —110,637 —89,113 | —33,392 -6,212 —6,248 -12,295 —5,275 -9,820 —101 6,570
44 Foreign countries ....................... ...... ~109,766 | —88921 | —33323 | —6,170 -6,220 | —12,331 | —5443 —-9,794 ~30 6,587
45 Europe —57,139 | ~29,874 | —10,601 -2,587 2,898 —1,457 —2,035 —7,240 2,678 1,211
46 Canada —17,685 —3,085 3,219 742 —1,783 —475 —1,335 214 2,195 2,631
47 Latin America and Caribbean . e -11,507 —25,258 | —13,797 527 618 —6,108 —1,092 ~2,548 —4,864 -1,205
A8 Asia .. e —27.831 —25,123 | ~10,033 —4.300 -7,902 —3,520 =779 516 —64 4,227
49 Japan e —5,887 —10,001 =5770 —3,584 -7,118 1,265 ~681 —38 =316 1,741
50 Africa ....... e - 1,517 —3,293 -1,201 ~146 —152 —302 =79 -32 —269 -122
51 Other countries ...... ... oo iiiniieienareen. —4.087 —2,288 -910 94 101 —469 —123 =704 294 —155
52 Nonmonetary international and
regional organizations. .. ..................... —871 -192 —69 —-42 ~28 36 168 =26 =71 -17
1. Comprises oil-exporting countries as follows: Bahrain, Iran, Irag, Kuwait, Oman, Qatar, 2. Includes state and local government securities and secunties of U.S. government
Saudi Arabia, and United Arab Emirates (Trucial States). agencies and corporations. Also includes issues of new debt secunties sold abroad by U.S.

corporations organized to finance direct investments abroad.
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3.25 MARKETABLE U.S. TREASURY BONDS AND NOTES Foreign Transactions'

Millions of dollars; net purchases, or sales (~) during period

1998 1998
Area or country 1996 1997
J:rl:g_ Feb. Mar. Apr. May June July AugP
I Total estimated .......................... ... ... ... 232,241 | 184,171 21,045 9,959 —4,091 6,078 21,267 1,674" | -3,578 | —15,776
2 Foreign countries . ... ... ... L L 234,083 | 183,688 20,252 | 10,093 ~5,287 6,769 21,116 1,978 | —3,631 | 15776
3 EUIOPE ..ot 118,781 | 144,921 23,482 6,798 —857 6,530 788 7157 | —5,903 —2,804
4 Belgium and Luxembourg . . 1,429 3,427 1,640 252 704 —165 176 ~513 215 667
5 Germany .............. 17,980 22,471 —1,962 1,096 1.897 —829 —143 | —1,181 82 -1,799
6 Netherlands . .. .. —582 1,746 —4,266 —792 —1,733 130 341 731 —265 —3,081
7 Sweden ........ 2,242 —465 456 —430 400 —202 184 335 239 —152
8 Switzerland .. ... ... .. . oo 328 6,028 1,360 1,690 170 —483 44 -973° 827 —680
9 United Kingdom .......... 65,658 98,253 17,938 5,875 —3,705 5,785 —2,720 | —1426 ~5,769 8,019
to Other Europe and former U.S, 31,726 13,461 8,316 ~893 1,410 2,294 2,906 3,742 422 -5,778
i1 Canada .................... 2,331 —811 -1,741 266 —-517 1,457 —223 —66 —569 —2,088
12 Latin America and Caribbean ............. ... ... ... ... 20,785 ~2,554 —238 2,125 —8,383 | 7,981 20,033 2,578 949 —5,940
i3 Venezuela - 655 =515 99 —128 14 -339 693 450 -1,308
14 8,439 —549 13,414 2,949 -11 —632 -335 3,513 2,305 3914
5 12415 | —2,660 | —13,137 -923 —8244 | —7.363 20,707 | —1,628 —1,806 —8,546
16 89,735 39,567 1,852 1,348 3,522 7,966 1,455 | —1,153 1,327 —3,856
17 41,366 20,360 626 764 —168 6,301 1,582 | —2,442 774 299
18 1,083 1,524 466 176 154 -18 13 145 -23 62
9 1,368 1,041 —3,569 —620 794 | —1,185 —950 —241 588 -1,150
20 Nonmonetary international and regional organizations ........... —1,842 483 793 -134 1,196 —691 151 —304 53 0
21 International —1,390 621 354 —223 900 =715 136 —226 47 —-10
22 Latin American regional  ........ ... o i oo -779 170 208 -29 10 -4 -1 ] 192 8
MEMO
23 Foreign countries ................iiiiiiiin i 234,083 | 183,688 20,252 10,093 —5,287 6,769 21,116 1,978" —3,631 —15,776
24 Official institutions . 85,807 43,959 | —11,691 1,242 6,133 1,162 898 | —3,486 469 | —16,920
25  Otherforeign ... ... ... .. i 148,276 | 139,729 31,943 8,851 | —11,420 5,607 20,218 5.464" | —4,100 1,144
Oil-exporting countries
26 Middle East~ 10,232 7,636 —8,232 409 1,325 —380 951 —1,388 —2,578 ~4,160
27 AfriCa® ... 1 -2 2 0 0 0 0 0 0 1

1. Official and private transactions in marketable US. Treasury securities having an
original maturity of more than one year. Data are based on monthly transactions reports.
Excludes nonmarketable U.S. Treasury bonds and notes held by official institutions of foreign

countries.

3.26 DISCOUNT RATES OF FOREIGN CENTRAL BANKS'

Percent per year, averages of daily figures

2. Comprises Bahrain, Iran, Iraq, Kuwait, Oman, Qatar,

Emirates (Trucial States),
3. Comprises Algeria, Gabon, Libya, and Nigeria.

Saudi Arabia, and United Arab

Rate on Oct. 31, 1998 Rate on Oct. 31, 1998
Country Country
Month Month
Percent effective Percent effective
Austria ... 2.5 Apr. 1996 Germany . ... 2.5 Apr. 1996
Belgium . 2.75 Oct. 1997 Italy .... 4.0 Oct. 1998
Canada .. 55 Oct. 1998 Japan ..... 5 Sept. 1995
Denmark . 4.25 Sept. 1998 Netherlands .. 2.5 Apr. 1996
France® ....... ... ... .. . iciiiiiee 33 Oct. 1997 Switzerland ............ ... .. ... 1.0 Sept. 1996

1. Rates shown are mainly those at which the central bank either discounts or makes
advances against eligible commercial paper or government securities for commercial banks or
brokers. For countries with more than one rate applicable to such discounts or advances, the
rate shown is the one at which it is understood that the central bank transacts the largest

proportion of its credit operations.

3.27 FOREIGN SHORT-TERM INTEREST RATES!

Percent per year, averages of daily figures

2. Since February 1981, the rate has been that at which the Bank of France discounts

Treasury bills for seven to ten days.

1998
Type or country 1995 1996 1997

Apr. May June July Aug. Sept. Oct.
"1 Burodollars .................. ool 5.93 5.38 5.61 5.56 5.57 5.57 5.57 5.56 5.39 5.7
2 United Kingdom 6.63 5.99 6.81 7.41 7.37 7.61 7.67 7.61 7.35 7.11
3 Canada ....... 7.14 4.49 359 4.94 5.09 5.10 5.10 535 5.66 5.43
4 Germany .. 4.43 321 3.24 3.56 3.55 3.49 346 342 3.40 3.50
5 Switzerland .. 2.94 1.92 1.58 1.39 1.52 1.81 1.98 1.68 1.43 1.20
6 Netherlands . . 4.30 291 3.25 3.52 3.53 3.51 3.46 343 3.33 3.28
7 France .... 6.43 3.81 335 3.50 3.50 3.47 344 3.44 3.43 3.45
§ Ttaly ...... 10.43 8.79 6.86 5.09 4.98 4.99 4.75 4.78 4.86 4.40
9 Belgium 473 3.19 340 3.69 367 3.62 3.59 3.48 3.42 341
10 Japan ... 1.20 .58 .58 .66 .56 57 67 .69 45 49

1. Rates are for three-month interbank loans, with the following exceptions: Canada,

finance company paper; Belgium, three-month Treasury bills;

and Japan, CD rate,
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3.28 FOREIGN EXCHANGE RATES AND INDEXES OF THE FOREIGN EXCHANGE VALUE OF THE U.S. DOLLAR'
Currency units per dollar except as noted
1998
fitem 1995 1996 1997
May June July Aug. Sept. Oct.
Exchange Rates
COUNTRY/CURRENCY UNIT
1 Australia/dollar? . ... L 74.07 78.28 74.37 63.12 60.46 61.80 58.88 58.89 61.79
2 Austria/schilling . . o 10.076 10.589 12.206 12.491 12,615 12.650 12.574 11.955 11.524
3 Belgium/franc . 29.47 30.97 35.81 36.62 36.98 37.07 36.85 3505 338l
4 Brazilfreal .. .. 0.9162 1.0051 1.0779 1.1475 1.1543 1.1614 L1717 1.1805 1.1889
5 Canada/dollar ... 1.3725 1.3638 1.3849 1.4452 14635 1.4869 1.5346 1.5218 1.5452
6 China, PR.fyuan ... ...... 8.3700 8.3389 8.3193 8.3084 8.3100 8.3100 8.3100 8.3055 8.2778
7 Denmark/krone . 5.5999 5.8003 6.6092 6.7662 6.8294 6.8499 6.8067 6.4717 6.2294
8 Finland/markka . . 4.3763 4.5948 5.1956 5.3966 5.4503 5.4653 5.4340 5.1734 4.9845
9 France/franc........ 4.9864 5.1158 5.8393 5.9528 6.0118 6.0280 5.9912 5.6969 5.4925
10 Germany/deutsche mark . 1.4321 1.5049 1.7348 1.7753 1.7928 1.7976 1.7869 1.6990 1.6381
11 Greece/drachma....................... .| 23168 240.82 273.28 307.22 304.24 299.35 301.21 29247 281.64
12 Hong Kong/dollar....................... 7.7357 7.7345 7.7431 7.7490 7.7471 7.7483 7.7494 7.7480 7.7483
13 India/rupee. . .. ... e 3242 35.51 36.36 4047 42.37 42.61 42.84 42.58 42.39
4 lreland/poundz. 160.35 159.95 151.63 141,74 140.51 139.88 140.37 147.24 152.21
15 lalyflira. .. ... 1,629.45 1,542.76 1.703.81 1,750.79 1,766.32 1.772.42 1,763.01 1,678.92 1,620.96
16 Japan/yen. . ... 9396 108.78 121.06 134.90 140.33 14079 144.68 13448 121.05
17 Malaysia/ringgit 2.5073 2.5154 2.8173 3.8204 4.0006 4.1591 4.2036 3.8050 3.8000
18 Mexico/peso . . . .. 6.447 7.600 7918 8.585 8.920 8.899 9.371 10.219 10.159
19 Netherlands/guilder 1.6044 1.6863 1.9525 2.0005 2.0208 2.0267 20148 1.9169 1.8479
20 New Zealand/dollar 63.63 68.77 66.25 53.88 51.23 51.85 50.11 50.44 52.13
2} Norway/krone . ... . 6.3355 6.4594 7.0857 7.4539 7.5785 7.6246 7.7248 7.5564 7.4294
22 Portugalfescudo. .. ...l 149 .88 154.28 175.44 181.87 183.58 183.93 182.99 174.19 168.01
23 Singapore/dollar ....... ... ... ... L 1.4171 1.4100 1.4857 1.6374 1.6941 1.7085 1.7571 1.7226 1.6378
24 South Africa/rand . . 3.6284 4.3011 4.6072 5.0927 5.3910 6.2285 6.3198 6.0966 5.7991
25 South Korea/won . 772.69 805.00 950.77 1,399.05 t.397.77 1.295.76 131429 1.375.54 £.344.14
26 Spain/peseta. . . ... 124.64 126.68 146.53 150.81 152.18 152.58 151.72 144.33 139.23
27 Sri Lanka/rupee. 51.047 55.289 59.026 64,261 65.150 65.908 66.642 66.260 66.345
28 Sweden/krona . ... 7.1406 6.7082 7.6446 7.7026 79174 7.9942 8.1282 7.8816 7.8395
29 Switzerland/franc . 11812 1.2361 14514 1.4790 1.4949 1.5136 1.4933 1.4000 1.3373
30 Taiwan/dollar. .. .. 26.496 27.468 28.775 33.466 34.553 34.387 34.731 34.646 33121
31 Thailand/baht........, 24921 25.359 31.072 39.198 42332 41.300 41.720 40.402 38.118
32 United Kingdom/pound? ...| 157.85 156.07 163.76 163.82 165.04 164.37 163.42 168.23 169.44
33 Venezuela/bolivar .. .................. ... 174.85 417.19 488.39 537.26 543.82 558.47 571.88 583.85 570.68
Indexes’
NOMINAL
34 G-10 (March 1973=100)" ............... 84.25 87.34 96.38 99.61 100.90 101.38 101.80 97.17 93.69
35 Broad (January 1997=100)° ........ R 92.52" 97.43" 104.47 115.16 117.87 118.17 120.14 118.85 11546
36 Major currencies (March 1973=100)°....... 81.40 8522 91.85 96.88 98.68 99.31 100.96 96.99 93.46
37 Other important trading partners {January
1997=100)". ... 92.51" 98.25" 104.67 122.28 12597 125.64 127.77 131.38 129.02
REAL
38 Broad (March 1973=100) 88.66 90.70 95.56 103.10 105.49 105.86 107.47 105.66 t02.55
39 Major currencies (March 1973=100) 80.78 85.83 93.20 98.40° 100.42° 101.417 103.24° 99.05 95.55
40 Other important trading partners {March
1973=100). ... ... ... ... 109.80 106.57 107.84 119.69 12291 122,32 123,75 125.62 12291

1. Averages of certified noon buying rates in New York for cable transfers. Data in this
table also appear in the Board’s G.5 (405) monthly statistical release. For ordering address,
see inside front cover.

2. Vaiue in U.S. cents.

3. For more information on the indexes of the foreign exchange value of the dollar, see
Federal Reserve Bulletin, vol. 84 (October 1998), pp. 811-18.

4. Weighted average of the foreign exchange value of the U.S. dollar against the currencies
of the other G-10 countries. The weight for each of the ten countries is the 1972-76 average
world trade of that country divided by the average world trade of all ten countries combined.
Series revised as of August 1978 (see Federal Reserve Bulletin, vol. 64 (August 1978).
p. 700).

5. Weighted average of the foreign exchange value of the U.S. dollar against the currencies
of a broad group of U.S. trading partners. The weight for each currency is computed as an

average of U.S. hlateral import shares from and export shares 1o the 15suing country and of a
measure of the importance to U.S. exporters of that country’s trade m third country markets.

6. Weighted average of the foreign exchange value of the U.S. dollar against a subset of
broad index currencies that circulate widely outside the country of issue. The weight for each
currency is its broad index weight scaled so that the weights of the subset of currencies in the
index sum to one.

7. Weighted average of the foreign exchange value of the U.S. dollar against a subset of
broad index currencies that do not circulate widely outside the country of issue. The weight
for each currency is its broad index weight scaled so that the weights of the subset of
currencies in the index sum to one.
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Guide to Statistical Releases and Special Tables

STATISTICAL RELEASES—List Published Semiannually, with Latest Bulletin Reference

Issue
Anticipated schedule of release dates for periodic releases ............oiviiiiiiiiiiiiiiin i December 1998
SPECIAL TABLES—Data Published Irregularly, with Latest Bulletin Reference
Title and Date Issue
Assets and liabilities of commercial banks
September 30, 1097 ... e February 1998
December 31, 1007 .. e May 1998
March 31, 1008 L e August 1998
JUNE B30, 1008 ittt ettt et et e e November 1998
Terms of lending at commercial banks
NOVEMDET 1007 . e e February 1998
February 1008 o e May 1998
My L0008 e August 1998
AUEUSE L0 o November 1998
Assets and liabilities of US. branches and agencies of foreign banks
September 30, 1007 o e s February 1998
December 31, 1007 ... s May 1998
March 31, 1008 o e August 1998
JUNE B0, 1008 i i e et eaeeaa e November 1998
Pro forma balance sheet and income statements for priced service operations
September 30, 1007 .. o January 1998
G T T T L SN July 1998
JUNE 30, 1008 ittt i ettt e e a ey October 1998
Residential lending reported under the Home Mortgage Disclosure Act
T P September 1996
L September 1997
5 P September 1998
Disposition of applications for private mortgage insurance
52 g P September 1997
L N September 1998
Small loans to businesses and farms
D007 e e Septemnber 1998

Community development lending reported under the Community Reinvestment Act
2 September 1998

Page
A72

Page

A64
A64
A64
A64

A68
A66
A67
A66

AT2
A70
AT2
AT2

A64
A64
A64

A68
A68
A68

A76
A72

AT6

AT9
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Index to Statistical Tables

VAT

References are to pages A3~A62 although the prefix “A” is omitted in this index

ACCEPTANCES, bankers (See¢ Bankers acceptances) FARM mortgage loans, 35
Assets and liabilities (See also Foreigners) Federal agency obligations, 5, 9, 10, 11. 28,29
Commercial banks, 15-21 Federal credit agencies, 30
Domestic finance companies, 32, 33 Federal finance
Federal Reserve Banks, 10 Debt subject to statutory limitation, and types and ownership
Foreign-related institutions, 20 of gross debt, 27
Automobiles Receipts and outlays, 25, 26
Consumer credit, 36 Treasury financing of surplus, or deficit, 25
Production, 44, 45 Treasury operating balance, 25

Federal Financing Bank, 30
Federal funds, 23, 25

BANKERS acceptances, 5, 10, 22, 23 Federal Home Loan Banks, 30
Bankers balances, 15-21. (See also Foreigners) Federal Home Loan Mortgage Corporation, 30, 34, 35
Bonds (See also U.S. government securities) Federal Housing Administration, 30, 34, 35

New issues, 31 Federal Land Banks, 35

Rates, 23 Federal National Mortgage Association, 30, 34, 35
Business activity, nonfinancial, 42 Federal Reserve Banks
Business loans (See Commercial and industrial loans) Condition statement, 10

Discount rates (See Interest rates)
U.S. government securities held, 5, 10, 11, 27

CAPACITY utilization, 43 Federal Reserve credit, 5, 6, 10, 12
Capital accounts Federal Reserve notes, 10
Commercial banks, 15-21 Federally sponsored credit agencies, 30
Federal Reserve Banks, 10 Finance companies
Central banks, discount rates, 61 Assets and liabilities, 32
Certificates of deposit, 23 Business credit, 33
Commercial and industrial loans Loans, 36
Commercial banks, 15-21 Paper, 22, 23
‘Weekly reporting banks, 17, 18 Float, 5
Commercial banks Flow of funds, 3741
Assets and liabilities, 15-21 Foreign currency operations, 10
Commercial and industrial loans, 15-21 Foreign deposits in U.S. banks, 5
Consumer loans held, by type and terms, 36 Foreign exchange rates, 62
Real estate mortgages held, by holder and property, 35 Foreign-related institutions, 20
Time and savings deposits, 4 Foreign trade, 51
Commercial paper, 22, 23, 32 Foreigners
Condition statements (See Assets and habilities) Claims on, 52, 53, 56, 57, 59
Construction, 42, 46 Liabilities to, 51, 52, 53, 58, 60, 61
Consumer credit, 36
Consumer prices, 42 GOLD
Consumption expenditures, 48, 49 Certificate account, 10
Corporations Stock. 5, 51
Profits and their distribution, 32 Government National Mortgage Association, 30, 34, 35
Security issues, 31, 61 Gross domestic product, 48, 49
Cost of living (See Consumer prices)
Credit unions, 36 HOUSING, new and existing units, 46
Currency in circulation, 5, 13
Customer credit, stock market, 24 INCOME, personal and national, 42, 48, 49

Industrial production, 42, 44
[nsurance companies, 27, 35

DEBT (See specific types of debt or securities) Interest rates
Demand deposits, 15-21 Bonds. 23
Depository institutions Consumer credit, 36
Reserve requirements, 8 Federal Reserve Banks, 7
Reserves and related items, 4, 5, 6, 12 Foreign central banks and foreign countries, 61
Deposits (See also specific types) Money and capital markets, 23
Commercial banks, 4, 15-21 Mortgages, 34
Federal Reserve Banks, 5, 10 Prime rate, 22
Discount rates at Reserve Banks and at foreign central banks and International capital transactions of United States, 50-61
foreign countries (See Interest rates) International organizations, 52, 53, 55, 58, 59
Discounts and advances by Reserve Banks (See Loans) Inventories, 48
Dividends, corporate, 32 Investment companies, issues and assets, 32

Investments (See also specific types)
Commercial banks, 4, 15-21
EMPLOYMENT, 42 Federal Reserve Banks, 10, 11
Eurodollars, 23, 61 Financial institutions, 35
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LABOR force, 42

Life insurance companies (See Insurance companies)

Loans (See also specific types)
Commercial banks, 15-21
Federal Reserve Banks, 5, 6, 7, 10, 11
Financial institutions, 35

Insured or guaranteed by United States, 34, 35

MANUFACTURING
Capacity utilization, 43
Production, 43, 45

Margin requirements, 24

Member banks (See also Depository institutions)

Reserve requirements, 8
Mining production, 45
Mobile homes shipped, 46
Monetary and credit aggregates, 4, 12
Money and capital market rates, 23
Money stock measures and components, 4, 13
Mortgages (See Real estate loans)
Mutual funds, 13, 32
Mutual savings banks (See Thrift institutions)

NATIONAL defense outlays, 26
National income, 48

OPEN market transactions, 9

PERSONAL income, 49

Prices
Consumer and producer, 42, 47
Stock market, 24

Prime rate, 22

Producer prices, 42, 47

Production, 42, 44

Profits, corporate, 32

REAL estate loans
Banks. 15-21, 35
Terms, yields, and activity, 34
Type of holder and property mortgaged, 35
Reserve requirements, 8
Reserves
Commercial banks, 15-21
Depository institutions, 4, 5. 6, 12
Federal Reserve Banks, 10
U.S. reserve assets, 51
Residential mortgage loans, 34, 35
Retail credit and retail sales, 36, 42

SAVING
Flow of funds. 3741
National income accounts, 48

Savings institutions, 35, 36, 3741
Savings deposits (See Time and savings deposits)
Securities (See also specific types)
Federal and federally sponsored credit agencies, 30
Foreign transactions, 60
New issues, 31
Prices, 24
Special drawing rights, 5, 10, 50, 51
State and local governments
Holdings of U.S. government securities, 27
New security issues, 31
Rates on securities, 23
Stock market, selected statistics, 24
Stocks (See also Securities)
New issues, 31
Prices, 24
Student Loan Marketing Association, 30

TAX receipts. federal, 26

Thrift institutions, 4. (See also Credit unions and Savings
institutions)

Time and savings deposits, 4, 13, 15-21

Trade, foreign, 51

Treasury cash, Treasury currency. 5

Treasury deposits, 5. 10, 25

Treasury operating balance, 25

UNEMPLOYMENT, 42
U.S. government balances
Commercial bank holdings, 15-21
Treasury deposits at Reserve Banks, 5, 10, 25
U.S. government securities
Bank holdings, 15-21, 27
Dealer transactions. positions, and financing, 29
Federal Reserve Bank holdings, 5, 10, 11, 27
Foreign and international holdings and
transactions, 10, 27, 61
Open market transactions, 9
Outstanding, by type and holder, 27, 28
Rates, 23
U.S. international transactions, 5062
Utilities, production, 45

VETERANS Administration, 34, 35

WEEKLY reporting banks, 17, 18
Wholesale (producer) prices, 42, 47

YIELDS (See Interest rates)
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JErFFREY C. MARQUARDT, Assistant Director

MARSHA REIDBILL, Assistant Director

OFFICE OF THE INSPECTOR GENERAL

BARRY R. SNYDER, Inspector General
DonNALD L. ROBINSON, Assistant Inspector General
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Federal Open Market Committee
and Advisory Councils

FEDERAL OPEN MARKET COMMITTEE

ALAN GREENSPAN, Chairman

RoGER W. FERGUSON, JR.
EDWARD M. GRAMLICH
THOMAS M. HOENIG
JERRY L. JORDAN

EpwarD G. BOEHNE
ROBERT D. MCTEER, Jr.

DonaLp L. KoHN, Secretary and Economist
NORMAND R.V. BERNARD, Deputy Secretary
LyYNN S. Fox, Assistant Secretary

GaRry P. GILLUM, Assistant Secretary

J. VIRGIL MATTINGLY, JR., General Counsel

MEMBERS
WILLIAM J. McDONOUGH, Vice Chairman
EpwARD W. KELLEY, Jr. WiLLIAM POOLE
LAURENCE H. MEYER ALICE M. RIVLIN

CATHY E. MINEHAN

ALTERNATE MEMBERS

MicHAEL H. Moskow GARY H. STERN

STAFF

STEPHEN G. CECCHETTI, Associate Economist
WiLLIaM G. DEWALD, Associate Economist
CRrAIG S. HAKKIO, Associate Economist
Davip E. LINDSEY, Associate Economist
MARK S. SNIDERMAN, Associate Economist

THOMAS C. BAXTER, JR., Deputy General Counsel THOMAS D. SIMPSON, Associate Economist

MicHAEL J. PRELL, Economist
LyNN E. BROWNE, Associate Economist

Davip J. STOCKTON, Associate Economist

PETER R. FISHER, Manager, System Open Market Account

FEDERAL ADVISORY COUNCIL

WILLIAM M. CROZIER, JR., First District
DouGLAs A. WARNER III, Second District
WALTER E. DALLER, JR., Third District
ROBERT W. GILLESPIE, Fourth District
KENNETH D. LEwis, Fifth District
STEPHEN A. HANSEL, Sixth District

THOMAS H. JACOBSEN, President
CHARLES T. DOYLE, Vice President

NorMmaN R. BoBiNs, Seventh District
THomas H. JacosskN, Eighth District
RICHARD A. ZONA, Ninth District

C. Q. CHANDLER, Tenth District
CuArLES T. DoyLE, Eleventh District
VAacaNcy, Twelfth District

JAMES ANNABLE, Co-Secretary
WILLIAM J. KORSVIK, Co-Secretary
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CONSUMER ADVISORY COUNCIL

WiLLiaM N. LunD, Augusta, Maine, Chairman
YVONNE S. SPARKS, St. Louis, Missouri, Vice Chairman

RICHARD S. AMADOR, Los Angeles, California
WALTER J. BOYER, Garland, Texas
WAYNE-KENT A. BRADSHAW, Los Angeles, California
JEREMY EISLER, Biloxi, Mississippi

RoBEeRT F. ELLIOT, Prospect Heights, Ilinois
HeriBerTO FLORES, Springfield, Massachusetts
DwiIGHT GOLANN, Boston, Massachusetts
MARva H. HARRIS, Pittsburgh, Pennsylvania
KAaRLA IRVINE, Cincinnati, Ohio

FrANCINE C. Justa, New York, New York
JANET C. KOEHLER, Jacksonville, Florida
GWENN KYZER, Allen, Texas

JoHuN C. Lawms, Sacramento, California

Error T. Louts, Brooklyn, New York

MarTHA W. MILLER, Greensboro, North Carolina
DaNIEL W. MORTON, Columbus, Ohio
CHARLOTTE NEWTON, Springfield, Virginia
CaRoOL PARRY, New York, New York

PHILIP PRICE, JR., Philadelphia, Pennsylvania
Davip L. RaMp, Minneapolis, Minnesota
MARILYN Ross, Omaha, Nebraska

MARGOT SAUNDERS, Washington, D.C.
RoBERT G. SCHWEMM, Lexington, Kentucky
Davip J. SHIRK, Eugene, Oregon

GaIL SMALL, Lame Deer, Montana

GREGORY D. SQUIRES, Milwaukee, Wisconsin
GEORGE P. SUrGEON, Chicago, Illinois
THEODORE J. WYS0CkI, JR., Chicago, Illinois

THRIFT INSTITUTIONS ADVISORY COUNCIL

CHARLES R. RINEHART, Santa Ana, California, President
WILLIAM A. FITZGERALD, Omaha, Nebraska, Vice President

GAROLD R. BASE, Plano, Texas

Davip A. BocHNowsKI, Munster, Indiana

DaviD E. A. CARSON, Bridgeport, Connecticut
RICHARD P. COUGHLIN, Stoneham, Massachusetts
STEPHEN D. HAILER, Akron, Ohio

F. WELLER MEYER, Falls Church, Virginia

EDWARD J. MoLNAR, Harleysville, Pennsylvania

Guy C. PINKERTON, Seattle, Washington

TERRY R. WEST, Jacksonville, Florida

FREDERICK WILLETTS, III, Wilmington, North Carolina
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Federal Reserve Board Publications

For ordering assistance, write PUBLICATIONS SERVICES,
MS-127, Board of Governors of the Federal Reserve System,
Washington, DC 20551, or telephone (202) 452-3244, or FAX
(202) 728-5886. You mav also use the publications order
form available on the Board's World Wide Web site
(http://www federalreserve.gov). When a charge is indicated, pay-
ment should accompany request and be made payable to the
Board of Governors of the Federal Reserve System or may be
ordered via Mastercard, Visa, or American Express. Payment from
foreign residents should be drawn on a U.S. bank.

BOOKS AND MISCELLANEOUS PUBLICATIONS

THE FEDERAL RESERVE SYSTEM —PURPOSES AND FUNCTIONS.
1994. 157 pp.

ANNUAL REPORT, 1997.

ANNUAL REPORT: BUDGET REVIEW, 1998-99.

FEDERAL RESERVE BULLETIN. Monthly. $25.00 per year or $2.50
each in the United States, its possessions, Canada, and
Mexico. Elsewhere, $35.00 per year or $3.00 each.

ANNUAL STATISTICAL DIGEST: period covered, release date, num-
ber of pages, and price.

1981 October 1982 239 pp. $ 6.50
1982 December 1983 266 pp. $ 7.50
1983 October 1984 264 pp. $11.50
1984 October 1985 254 pp. $12.50
1985 October 1986 231 pp. $15.00
1986 November 1987 288 pp. $15.00
1987 October 1988 272 pp. $15.00
1988 November 1989 256 pp. $25.00
1980-89 March 1991 712 pp. $25.00
1990 November 1991 185 pp. $25.00
1991 November 1992 215 pp. $25.00
1992 December 1993 215 pp. $25.00
1993 December 1994 281 pp. $25.00
1994 December 1995 190 pp. $25.00
1990-95 November 1996 404 pp. $25.00

SELECTED INTEREST AND EXCHANGE RATES —WEEKLY SERIES OF
CHARTS. Weekly. $30.00 per year or $.70 each in the United
States, its possessions, Canada, and Mexico. Elsewhere,
$35.00 per year or $.80 each.

REGULATIONS OF THE BOARD OF GOVERNORS OF THE FEDERAL
RESERVE SYSTEM.

ANNUAL PERCENTAGE RATE TABLES (Truth in Lending—
Regulation Z) Vol. I (Regular Transactions). 1969. 100 pp.
Vol. Il (Irregular Transactions). 1969. 116 pp. Each volume
$5.00.

GUIDE TO THE FLOW OF FUNDS ACCOUNTS. 672 pp. $8.50 each.

FEDERAL RESERVE REGULATORY SERVICE. Loose-leaf; updated
monthly. (Requests must be prepaid.)

Consumer and Community Affairs Handbook. $75.00 per year.

Monetary Policy and Reserve Requirements Handbook. $75.00
per year.

Securities Credit Transactions Handbook. $75.00 per year.

The Payment System Handbook. $75.00 per year.

Federal Reserve Regulatory Service. Four vols. (Contains all
four Handbooks plus substantial additional material.) $200.00
per year.

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

Federal Reserve Regulatory Service, $250.00 per year.

Each Handbook. $90.00 per year.

FEDERAL RESERVE REGULATORY SERVICE FOR PERSONAL
CoMPUTERS. CD-ROM; updated monthly.
Standalone PC. $300 per year.
Network, maximum 1 concurrent user. $300 per year.
Network, maximum 10 concurrent users. $750 per year.
Network, maximum 50 concurrent users. $2,000 per year.
Network, maximum 100 concurrent users. $3.000 per year.
Subscribers outside the United States should add $50 to cover
additional airmail costs.
THE U.S. ECONOMY IN AN INTERDEPENDENT WORLD: A MULTI-
COUNTRY MODEL, May 1984. 590 pp. $14.50 each.
INDUSTRIAL PRODUCTION—1986 EDITION. December 1986.
440 pp. $9.00 each.
FinanciaL FuTurgs anND OptionNs IN THE U.S. EcoNomy.
December 1986. 264 pp. $10.00 each.
FINANCIAL SECTORS IN OPEN ECONOMIES: EMPIRICAL ANALY-
Sis AND PoLICY IsSUES. August 1990. 608 pp. $25.00 each.
RISk MEASUREMENT AND SYSTEMIC RisK: PROCEEDINGS OF A
JOINT CENTRAL BANK RESEARCH CONFERENCE. 1996.
578 pp. $25.00 each.

EDUCATION PAMPHLETS
Short pamphlets suitable for classroom use. Multiple copies are
available without charge.

Consumer Handbook on Adjustable Rate Mortgages

Consumer Handbook to Credit Protection Laws

A Guide to Business Credit for Women, Minorities, and Small
Businesses

Series on the Structure of the Federal Reserve System
The Board of Governors of the Federal Reserve System
The Federal Open Market Committee
Federal Reserve Bank Board of Directors
Federal Reserve Banks

A Consumer’s Guide to Mortgage Lock-Ins

A Consumer’s Guide to Mortgage Settlement Costs

A Consumer’s Guide to Mortgage Refinancings

Home Mortgages: Understanding the Process and Your Right
to Fair Lending

How to File a Consumer Complaint

Making Sense of Savings

SHOP: The Card You Pick Can Save You Money

Welcome to the Federal Reserve

When Your Home is on the Line: What You Should Know
About Home Equity Lines of Credit

Keys to Vehicle Leasing
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STAFF STUDIES: Only Summaries Printed in the
BULLETIN

Studies and papers on economic and financial subjects that are of

general interest. Requests to obtain single copies of the full text or

to be added to the mailing list for the series may be sent to

Publications Services.

Staff Studies 1-157, 161, and 168-169 are out of print.

158. THE ADEQUACY AND CONSISTENCY OF MARGIN REQUIRE-
MENTS IN THE MARKETS FOR STOCKS AND DERIVATIVE
ProbucTs, by Mark J. Warshawsky with the assistance of
Dietrich Earnhart. September 1989. 23 pp.

159. NEw Data ON THE PERFORMANCE OF NONBANK SUBSIDI-
ARIES OF BANK HOLDING COMPANIES, by Nellie Liang and
Donald Savage. February 1990. 12 pp.

160. BANKING MARKETS AND THE USE OF FINANCIAL SER-
VICES BY SMALL AND MEDIUM-SIZED BUSINESSES, by
Gregory E. Elliechausen and John D. Wolken. September
1990. 35 pp.

162. EVIDENCE ON THE S1ZE OF BANKING MARKETS FROM MORT-
GAGE LOAN RATES IN TweNTY CITIES, by Stephen A.
Rhoades. February 1992. 11 pp.

163. CLEARANCE AND SETTLEMENT IN U.S. SECURITIES MAR-
KETS, by Patrick Parkinson, Adam Gilbert, Emily Gollob,
Lauren Hargraves, Richard Mead, Jeff Stehm, and Mary
Ann Taylor. March 1992. 37 pp.

164. THE 1989-92 CREDIT CRUNCH FOR REAL ESTATE, by
James T. Fergus and John L. Goodman, Jr. July 1993.
20 pp.

165. THE DEMAND FOR TRADE CREDIT: AN INVESTIGATION OF
MOTIVES FOR TRADE CREDIT USE BY SMALL BUSINESSES, by
Gregory E. Ellichausen and John D. Wolken. September
1993. 18 pp.

166. THE ECONOMICS OF THE PRIVATE PLACEMENT MARKET, by
Mark Carey, Stephen Prowse, John Rea, and Gregory Udell.
January 1994. 111 pp.

167. A SUMMARY OF MERGER PERFORMANCE STUDIES IN BANK-
ING. 198093, AND AN ASSESSMENT OF THE ‘“‘OPERATING
PERFORMANCE™ AND “EVENT STUDY’ METHODOLOGIES,
by Stephen A. Rhoades. July 1994. 37 pp.

170. THE CoST OF IMPLEMENTING CONSUMER FINANCIAL REGU-
LATIONS: AN ANALYSIS OF EXPERIENCE WITH THE TRUTH
IN SAVINGS AcT, by Gregory Ellichausen and Barbara R.
Lowrey, December 1997. 17 pp.

171. THE COST OF BANK REGULATION: A REVIEW OF THE Evi-
DENCE, by Gregory Elliehausen, April 1998. 35 pp.

REPRINTS OF SELECTED Bulletin ARTICLES

Some Bulletin articles are reprinted. The articles listed below are
those for which reprints are available. Beginning with the Janu-
ary 1997 issue, articles are available on the Board’s World Wide
Web site (http://www.federalreserve.gov) under Publications,
Federal Reserve Bulletin articles.

Limit of ten copies

FamiLy FINANCES IN THE U.S.: RECENT EVIDENCE FROM THE
SURVEY OF CONSUMER FINANCES. January 1997.
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ANTICIPATED SCHEDULE OF RELEASE DATES FOR PERIODIC RELEASES OF THE BOARD OF GOVERNORS OF
THE FEDERAL RESERVE SYSTEM (PAYMENT MUST ACCOMPANY REQUESTS)

Annual Annual Approximate Period or date to Corresponding
Release number and title USPS fax release : ) Bulletin
which data refer
rate rate days'! table numbers?
Weekly Releases
H.2. Actions of the Board: $55.00 n.a Friday Week ended
Applications and Reports previous
Received Saturday
H.3. Aggregate Reserves of $20.00 n.a. Thursday Week ended 1.20
Depository Institutions and previous
the Monetary Base? Wednesday
H.4.1. Factors Affecting Reserve Balances $20.00 n.a Thursday Week ended 1.11, 1.18
of Depository Institutions and previous
Condition Statement of Wednesday
Federal Reserve Banks?
H.6. Money Stock, Liquid Assets, $35.00 n.a Thursday Week ended 1.21
and Debt Measures® Monday of
previous week
H.8.  Assets and Liabilities of $30.00 n.a Friday Week ended 1.26A-E
Commercial Banks in the previous
United States3? Wednesday
H.10. Foreign Exchange Rates? $20.00 $20.00 Monday Week ended 3.28
previous
Friday
H.15. Selected Interest Rates? $20.00 $20.00 Monday Week ended 1.35
previous
Friday
Monthly Releases
G.5. Foreign Exchange Rates? $ 5.00 $ 5.00 First of month Previous month 3.28
G.13. Selected Interest Rates $ 5.00 $ 5.00 First Tuesday of Previous month 1.35
month
G.15. Research Library—Recent No charge n.a First of month Previous month
Acquisitions
G.17. Industrial Production and $15.00 n.a. Midmonth Previous month 2.12,2.13
Capacity Utilization?
G.19. Consumer Credit? $ 5.00 $ 5.00 Fifth working day Second month 1.55, 1.56
of month previous
G.20. Finance Companies $ 5.00 n.a. Fifth working day Second month 1.51, 1.52

of month

previous




Annual Annual Approximate Period or date t Corresponding
Release number and title USPS fax release ero ate to Bulletin
which data refer .
rate rate days! table numbers?
Quarterly Releases P
E.2.  Survey of Terms of Bank $ 5.00 pix:! Midmonth of February, May, 423
Lending-to Business March, June, August, and
September, and November
December
E.7.  List of OTC Margin Stocks Nocharge n.a January, April, February, May,
July, and August, and
October November
E.11. Geographical Distribution of $ 5.00 na 15th of March, Previous quarter
Assets and Liabilities of June,
Major Foreign Branches of September, and
U.S. Banks December
E.15. Agricultural Finance Databook $ 5.00 n.a. End of March, January, April,
June, July, and
September, and October
December
E.16. Country Exposure Lending $ 5.00 n.a. January, April, Previous quarter
Survey July, and
October
Z.1. Flow of Funds Accounts $25.00 n.a Second week of Previous quarter 1.57, 1.58,
of the United States: March, June, 1.59, 1.60
Flows and Outstandings? September, and
December
Annual Release
C.2. Aggregate Summaries of Annual $ 5.00 n.a. February End of previous

Surveys of Securities Credit
Extension

June

1. Please note that for some releases there is normally a certain variability in the release date because of reporting or processing procedures. Moreover.

for all series unusual circumstances may, from time to time, result in a release date being later than anticipated.
2. The data in some releases are also reported in the Bulletin statistical appendix.

3. These releases are also available on the Board’s World Wide Web site (http://www.federalreserve.gov) under Domestic and International Research,

Statistical releases.
n.a. Not available.
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Maps of the Federal Reserve System

@

L

e
HAWAII @

LEGEND
Both pages
M Federal Reserve Bank city

Board of Governors of the Federal
Reserve System, Washington, D.C.

NoTE

The Federal Reserve officially identifies Districts by num-
ber and Reserve Bank city (shown on both pages) and by
letter (shown on the facing page).

In the 12th District, the Seattle Branch serves Alaska,
and the San Francisco Bank serves Hawaii.

The System serves commonwealths and territories as
follows: the New York Bank serves the Commonwealth

Facing page
* Federal Reserve Branch city

— Branch boundary

of Puerto Rico and the U.S. Virgin Islands; the San Fran-
cisco Bank serves American Samoa, Guam, and the Com-
monwealth of the Northern Mariana Islands. The Board of
Governors revised the branch boundaries of the System
most recently in February 1996.
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Federal Reserve Banks, Branches, and Offices

FEDERAL RESERVE BANK Chairman President Vice President
branch, or facility Zip Deputy Chairman First Vice President in charge of branch
BOSTON* .........ooviiii 02106 Wilham C. Brainard Cathy E. Minehan
William O. Taylor Paul M. Connolly
NEW YORK* _.............. 10045 John C. Whitehead William J. McDonough
Peter G. Peterson Vacancy
Buffalo ................... 14240 Bal Dixit Carl W. Turnipseed!
PHILADELPHIA ........... 19105 Joan Carter Edward G. Boehne
Charisse R. Lillie William H. Stone, Jr.
CLEVELAND* ............. 44101  G. Watts Humpbhrey, Jr. Jerry L. Jordan
David H. Hoag Sandra Pianalto
Cincinnati ................ 45201  George C. Juilfs Charles A. Cerino!

Pittsburgh ................ 15230
RICHMOND* .............. 23219
Baltimore ................. 21203
Charlotte .................. 28230
ATLANTA ...l 30303
Birmingham .............. 35283
Jacksonville .............. 32231
Miami .........coocoeenl 33152
Nashville ................. 37203
New Orleans ............. 70161
CHICAGO* ................. 60690
Detroit ........ooovieainnn 48231
ST.LOUIS .................. 63166
Little Rock ............... 72203
Louisville ................. 40232
Memphis ................. 38101
MINNEAPOLIS ............ 55480
Helena .................... 59601
KANSASCITY ............. 64198
Denver .................... 80217
Oklahoma City ........... 73125
Omaha ....................
DALLAS ....................
ElPaso ...t
Houston ..................

Los Angeles ..............
Portland ........... .

Salt Lake City .
Seattle ...l

John T. Ryan IIL

Claudine B. Malone
Robert L. Strickland

Daniel R. Baker

Dennis D. Lowery

David R. Jones

John F. Wieland
Patricia B. Compton
Judy Jones
R. Kirk Landon
Frances F. Marcum
Lucimarian Roberts

Lester H. McKeever, Jr.
Arthur C. Martinez
Florine Mark

John F. McDonnell
Susan S. Elliott
Betta M. Carney
Roger Reynolds
Carol G. Crawley

David A. Koch
James J. Howard
William P. Underriner

Jo Marie Dancik
Terrence P. Dunn

Peter I. Wold

Barry L. Eller

Arthur L. Shoener

Roger R. Hemminghaus
James A. Martin
Patricia Z. Holland-Branch
Edward O. Gaylord

H. B. Zachry. Jr.

Gary G. Michael
Cynthia A. Parker

Anne L. Evans

Carol A. Whipple

Richard E. Davis

Richard R. Sonstelie

J. Alfred Broaddus, Jr.
Walter A. Varvel

Jack Guynn
Patrick K. Barron

Michael H. Moskow
William C. Conrad

William Poole

W. LeGrande Rives
Gary H. Stern

Colleen K. Strand
Thomas M. Hoenig

Richard K. Rasdall

Robert D. McTeer, Jr.
Helen E. Holcomb

Robert T. Parry
John F. Moore

Robert B. Schaub

William J. Tignanelli’
Dan M. Bechter!

James M. Mckee
Fred R. Herr!
James D. Hawkins!
James T. Curry I
Melvyn K. Purcell
Robert J. Musso

David R. Allardice!

Robert A. Hopkins
Thomas A. Boone
Martha L. Perine

John D. Johnson

Carl M. Gambs'!
Kelly J. Dubbert
Steven D. Evans

Sammie C. Clay
Robert Smith, TII!
James L. Stull!

Mark L. Mullinix!
Raymond H. Laurence’
Andrea P. Wolcott
Gordon R. G. Werkema?

*Additional offices of these Banks are located at Windsor Locks, Connecticut 06096; East Rutherford, New Jersey 07016; Utica at Oriskany, New York 13424,
Columbus, Ohio 43216; Columbia, South Carolina 29210; Charleston, West Virginia 25311; Des Moines. Iowa 50306; Indianapolis, Indiana 46204; Milwaukee,

Wisconsin §3202; and Peoria, Illinois 61607.

1. Senior Vice President.
2. Executive Vice President
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Index to Volume 84

GUIDE TO PAGE REFERENCES IN MONTHLY ISSUES

Issue Text “A” Pages
Index to
tables
January .......... 1- 76 1-76 66
February ......... 77-154 1-86 76
March ........... 155-240 1-78 66
April ... 241-308 1-80 64
May ............. 309-390 1-90 74
June ............. 391-516 1-78 64

Issue Text “A” pages

Index to

tables
July ..ol S17- 584 1-80 66
August .......... 585~ 702 1-86 76
September ....... 703- 810 1-96 80
October .......... 811- 896 1-78 66
November ....... 897-1024 1-92 76
December ....... 1025-1132 1-88 64

Statistical tables are indexed separately (see p. A64 of this issue).

Pages
Agricultural loans ... 1-21
Alexander, Lewis S., appointed Deputy Director,
Division of International Finance .......................... 941
Allison, Theodore E., Assistant to the Board, Federal
Reserve note and Euro bank note, statement .......... 1054-56
Annual Report, 84th, 1997 ... ... i 455
Annual Report, Budget Review, 1998-99 .. .................... 455
Anti-money-laundering efforts. statement .................... 63943
PN 118 11 T A e =T 619-27, 705
Articles
Bank merger policy and the new CRA data ............... 703-15
Credit risk rating at large U.S. banks ..................... 897-921
Industrial production and capacity utilization:

Annual revision and 1997 developments .............. 77-91
Monetary policy reports to the Congress ....... 155-73, 585-603
New information on lending to small businesses

and smail farms: The 1996 CRA data ................... 1-21
New summary measures of the foreign exchange

value of the dollar ....................oo . 811-18
Open market operations during 1997 ...................... 517-32
Profits and balance sheet developments at U.S.

commercial banks in 1997 ... 391419
Recent changes to the Federal Reserve’s Survey of

Terms of Business Lending ....................o..... 604-15
Recent developments in home equity lending ............. 241-51
Thrift involvement in commercial and industrial

lending ... 1025-37
Treasury and Federal Reserve foreign

exchange operations .................c.. 174-9. 420-25,

716-21, 1038-43

U.S. international transactions in 1997 ..................... 309-21
Asia, financial crisis ...l 175, 186, 257-62, 310, 405
Audit outsourcing, sound practices for ....................... 97
Automated clearinghouse ....... ... 25
Automobile Jeasing ... 940, 948
BALANCE sheet developments, U.S. commercial banks .. 391-400
Banca Serfin, S.A., cease and desist order .................. 539, 573
Banco Industrial de Venezuela, cease and desist order ..... 539. 573
Banco Internacional, S.A., cease and desist order .......... 539, 573
Banco Nacional de Mexico, cease and desist order ........ 539, 573
Banco Santander, cease and desist order .................... 539, 573
Bancomer, S.A., cease and desist order ..................... 539, 573
Bank Examination Report Privilege Act (BERPA) ......... 725,727
Bank examiners, risk-based capital guidelines ................. 668

Bank for International Settlements, Committee
on Banking Supervision ... 28

Pages
Bank holding companies
Elimination of duplicative approval requirements ........... 727
Index of orders and actions taken by the Board .. 69, 297-9, 566,
887, 889
Small shell, revision in supervisory policy .................. 37
Tier 1 and 2 leverage capital standard ........ 538, 673, 83344
Bank Holding Company Act of 1956
Applications approved under
1855 BaNCOTP ...ovviiiiiiiiiii i 568, 801
1st Brookfield, Inc., Employee Stock Ownership Plan ... 694
1st Choice Financial Corporation .....................c.ee. 373
ABN AMRO Bank, N.V.,, Amsterdam,
the Netherlands ... 513
ABN AMRO Holding, N.V., Amsterdam,
the Netherlands ... 512,513
ABN AMRO Incorporated ...........c.ooceviiiiiiiniiinnns 513
ABN AMRO North America, Inc. ................ooo 512
Acadiana BancShares, Inc. ...l 1020
Advance Bancorp, Inc. ... 1129
Alabama National Bancorporation ................. 70, 568, 890
Albert J. Ortte Family Limited Partnership ............... 803
Alliance Bancorporation, Inc. ... 301
Alliance Bancshares, Inc. ... 801
Allied Irish Banks, PL.C., Dublin, Ireland ................ 567
Amador Merger Corporation .................coooiiinin 71
Ambank Company, Inc. ... 303
AMCORE Financial, Inc. ............ooi 237
AmCorp Financial. Inc. ............ooo o 801
Ameribanc, Inc. .............. 145, 509, 694, 800
America’s First Bancorp, Inc. ................... 509
American State Bank Holding Company, Inc. ............ 146
American State Financial Corporation ..................... 235
American State Financial Corporation of Delaware ...... 235
Amerigroup, Inc. ... 150
AmTrust, Inc. ... 568
ANB Corporation ..........c.ooeevviiiiiiiiiiiii s 1129
Anchor Financial Corporation .................ccoeiaiin 801
Androscoggin Bancorp, Inc. ... 1020
Androscoggin Bancorp, MHC ................... ... 1020
Anson Bancorp, Inc. ... 568
Archer, Inc. ..o e 890
Area Bancshares Corporation ...............c......... 303, 1126
Arizona Bancshares, Inc. .............. ..ol 801
Arvest Bank Group, Inc. ... 891, 893
Associated Banc-Corp. ... 1017
Automated Technology Machines, Inc. .................... 1020
Avon State Bank Employee Stock Ownership
Plan and Trust ... 694
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Bank Holding Company Act of 1956—Continued
Applications approved under—Continued

Bank Holding Company Act of 1956—Continued
Applications approved under—Continued

Banc Corporation ..o 1017 Chambers Bancshares, Inc. ... 370
Banc Ed Corp. ..ooooviiiii 146 Chase Equity Holdings, Inc. ...l 1125
BancFirst Corporation ................ 370, 890, 1126 Chase Manhattan Corporation ..............c..cooviieeaian. 1125
BancorpSouth, Inc. ... 1126 CITBA Financial Corporation ..................c.ooovvan. 697
Bancshares of Jackson Hole, Inc. .......................... 891 Citizens & Northern ..., 512
Bancshares of Missouri, Inc. ... 511 Citizens Bancorp, Inc. ... 568
Bank Capital Corporation .... Citizens Bancshares Company ............ 71

Bank of Ladd ... Citizens Bancshares Corporation 146
Bank of Montreal, Montreal, Ontario, Canada .......... 73, 146 Citizens Bancshares, Inc., Crawfordville, Florida ......... 890
Bank of Montreal, Toronto, Ontario, Canada .......... 570, 892 Citizens Bancshares, Inc., Edmond, Oklahoma ........... 890
Bank of New York Company, Inc. ................... 303, 1129 Citizens Bancshares, Inc., Salineville, Ohio ..... 146, 801, 893
Bank of Nova Scotia New York Trust Company ......... 697 Citizens Banking Company ...................o 146
Bank of Nova Scotia, Toronto, Ontario, Canada ...... 149, 697 Citizens Effingham Bancshares, Inc. ................... ... 71
Bank of the Ozarks, Inc. ...................oL 237, 1129 Citizens Financial Corporation ...............oovvviiniinn.
Bankers Trust New York Corporation 511 Citizens National Bancshares. Inc. ..................... ..
BankFirst Corporation ................ 693 City Holding Company ..............cooviiiiiiiiinna..
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