Operations of the Federal Reserve Bank

of St. Louis—-1977

PAUL A. WATKINS, JR.

5%@8 the central bank of the United States, the Fed-
eral Reserve performs three basic functions. It con-
ducts monetary policy, supervises and regulates
member banks, and provides various services to the
public, the Treasury, and commerical hanks.

These functions are performed by the Federal Re-
serve System’s Board of Governors in Washington,
the 12 regional Reserve Banks located in Boston, New
York, Philadelphia, Cleveland, Richmond, Atlanta,
Chicago, S5t. Louis, Minneapolis, Kansas City, Dallas
and San Francisco, and the 25 branches of the regional
banks.

The Eighth Federal Reserve District is served by
the head office in St. Louis and branches in Little
Rock, Louisville and Memphis. The district encom-
passes Arkansas and parts of Illinois, Indiana, Ken-
tucky, Mississippi, Missouri, and Tennessee.

This article reviews the operations of the Federal
Beserve Bank of St. Louis during 1977,

The Federal Reserve Bauk of St. Louis, together
with the state banking anthorities, has responsibility
for the supervision of the 79 state chartered banks
in the Eighth District which have elected to become
members of the Federal Reserve System. An annual
examination is made of state member banks in order
to evaluate their assets, labilities, capital accounts,
Heuidity, operations, and management. Aftention is
also focused on compliance with applicable laws and
regulations.

Information gathered from such examinations is
utilized by banking authorities to direct attention to
potential problems or unsatisfactory conditions of the
banks, Supervision seeks to foster an effective bank-
ing system in which the public interest is safeguarded.
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Although they have authority to examine all mem-
ber banks, Federal Reserve Banks generally do not
examine national banks, all of which are required
to be members of the Federal Reserve System. Pri-
mary responsibility for examination and supervision
of national banks, which number 340 in the Eighth
District, lies with the office of the Comptroller of
the Currency, The Federal Deposit Insurance Corpo-
ration (FDIC), along with respective state banking
authorities, examines state nonmember banks that
are insured by the FDIC. Noninsured banks are ex-
amined only by state authorities,

Federal Reserve Banks also supervise bank holding
companies. At the end of 1977, the Federal Reserve
Bank of St. Louis had jurisdiction over 20 multibank
and 88 one-bank holding companies. Prior approval
must be obtained from the Federal Reserve System
for bank holding company formations and for acgui-
sitions of additional banks and permissible nonbank
subsidiaries. Applications for holding company for-
mations and for acquisitions of additional subsidiaries
are analyzed by the Bank Supervision and Regulation
Department along with the Legal and Research De-
partments. These departments consider the history,
financial condition, and prospects of the institutions,
and evaluate the quality of management. They also
assess the legal aspects of the proposal and its likely
effects on banking and nonbanking competition. Dur-
ing 1977, the Federal Reserve Bank of St. Louis re-
ceived 14 applications to form one-bank or multibank
holding companies and 24 applications from holding
companies to acquire additional subsidiaries, engage
de nove in nonbank activities, or establish new
locations.

After formation, bank holding companies are re-
quired to register and file annual reports with Federal
Reserve Banks. These annual reports are analyzed by
the staff of the Bank Supervision and Regulation De-
partment to verify accuracy and completeness, to
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ascertain the current financial condition of the hold-
ing company and its subsidiaries, and to determine
compliance with applicable laws and regulations.
Examination reports prepared by the primary Fed-
eral supervisory agency of the respective bank sub-
sidiaries are also analyzed by the Federal Reserve
Bank to determine the overall condition of such sub-
sidiaries. In addition, discretionary on-site inspections
of bank holding companies and their nonbank sub-
sidiaries are conducted by Supervision and Regula-
tion personnel, The purpose of these inspections is
similar to that of examinations of banks.

The collection and clearing of checks drawn on
member and nonmember banks is a service provided
by the Federal Reserve System and is a major activ-
ity at this Bank. Payment for the items cleared is ac-
complished on the day of presentment by a charge
to the reserve account of the member bank or to the
reserve account of a member correspondent. Checks
drawn on nonmember banks are also paid for on the
day of presentment by a charge to the account of a
specified member correspondent.

During 1977 the four Federal Reserve offices in the
Eighth District cleared 693 million checks totaling
%289 billion. This reflects increases of almost 4 per-
cent in the number of checks cleared and more than
14 percent in dollar value when compared with 1976
check clearing activity. Although growth in the vol-
ume of items cleared has slowed somewhat over the
past year, the dollar value of these items continuned
to increase at about the same rate as in past years.

A major goal of the Federal Reserve System is to
provide a speedy check payments mechanism. To this
end a Regional Check Processing Center (RCPC)
program was implemented during the early 1970s to
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increase the speed of the check payment process and
to facilitate the return of dishonored items. The
RCPCs that have been in operation in the Eighth
Federal Reserve District since 1972 continue to enable
the overnight collection of items drawn on banks in
the RCPC area, thereby permitting prompt credit and
payment for these checks.

Wire transfers have been used for many vears to
facilitate transfers of balances between banks. The
Federal Reserve and its member banks utilize a com-
puter network for transferring funds nationwide. Us-
ing this svstem, many member banks are able to
render more efficient service to their customers and
effect payment for the purchase and sale of Fed funds.
Nonmember banks benefit from this service indirectly
through correspondent member hanks.

Settlement for such transfers is made by debits and
credits o reserve accounts. Generally, transfers
through this network are for large amounts, with no
charge levied for transfers of $1,000 or more. Mem-
ber banks also wutilize these facilities to transfer mar-
ketable government securities. All four Federal Re-
serve offices and 22 commercial banks in the Eighth
Distriet with a significant volume of transfers are
currently on-line. Several other banks are considering
the installation of terminals. Over 360 member banks
nationwide have installed on-line terminals connected
to their Federal Reserve District computers. Member
banks not having on-line terminals may telephone
their transfers to their local Federal Reserve office
where the transfers are entered into the wire transfer
system over Federal Reserve Bank terminals.

Terminal installations at the banks are connected
to the computer at the 5t. Louis Federal Reserve
office which is the switching center for the Eighth

YOLUME OF OPERATIONS'

- . . Number Bollar Amount
{thousonds} Percent {miflians}) Percent
. ; _ ) 1977 1974 Change 1977 1876 Change
VChecks hendled® . .., L L, 692,723 567,678 3.8% § 288,929 $5254,357 13.6%
Transfers of funds . . . . . . . . . . 1,141 974 17.1 1,035,000 871,000 18.8
erency' received ond counied 318,000 281,000 13.2 Z2.900 2,500 3.6
Gavernment Qe:uriiies issved, serviced, and redeemed 13,300 13,226 .6 36,388 69,030 . Y
Us. Government coﬁpons paid . .. e e s 400 592 ~32.4 185 266 ~30.5
Food St&mps- received and counted . . . 124,000 133,000 =105 504 556 - 4.5

otat for the 8t Louls, Little Rock, Loulsvilie and Memphis offices,
. ¥Excindes U S Government cheeks and postal money ordery,
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District. Operators of the terminals in the commercial
banks can initiate transfers directly from their banks,
at which time the transfers are processed automat-
ically through the computer at the St. Louis office
and directed through a central switeling computer at
Culpeper, Virginia, to another Federal Reserve Dis-
trict for the account of the receiving commercial bank.
Transfers of funds may also be made between mem-
ber banks in the same District, If the receiving bank
is on-line, transfers are switched automatically to that
bank’s terminal through its Federal Reserve District
computer,

By transferring funds electronically, all necessary
information for completing the transfer is obtained.
Third-party information mav be entered to identify
the originator and/or the recipient of the funds.
Member bank reserve accounts are debited and cred-
ited automatically, and banks with on-line terminals
receive an immediate record of each transaction at
its conclusion, The use of electronic equipment for
transfers of funds has reduced the time required for
completion of a typical transaction from almost an
hour to a matter of only a few minuates,

With the installation of on-line terminals at the
22 District commercial banks, about 3,300 transactions
per day are sent and received by electronic means,
and thus do not require manual processing by Eighth
District personnel. This represents 82 percent of total
transfers processed.

Volume and dollar amounts of transfers processed
by the Eighth District continues to increase. During
1977, more than 1.1 million transfers amounting to
$1,035 billion were completed by the Federal Reserve
Bantk of St. Louis and its branches. This is an 18 pes-
cent increase in number and a 13 percent increase in
value over the previous vear,

The Bank has been processing the payroll for Air
Force installations in the Eighth Federal Reserve
District by electronic means since August 1975,

sxpdarer Dovgrere e do
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A number of other Federal recurring payments
are also settled through the electronic funds transfer
system (EFTS). Social Security payments comprise
the largest category with a monthly volume of 280,000
payments. Monthly volumes for other categories are
11,700 Civil Service Annuity payments, 8,500 railroad
retirement payments, 12,000 Veterans Administration
payments, and 5 CIA retirement payments. In addi-
Hon, 2,000 revenue sharing payments are processed
quarterly.
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An automated clearing house (ACH) provides for
the exchange of payments on magnetic tape. Tradi-
tional clearing houses, by contrast, provide for the
exchange of payments with batches of paper checks.

The St. Louis Reserve Bank and each of its branches
operate automated clearing houses. The Arkansas
Automated Clearing House, operated by the Little
Rock Branch. began operations in October 1977. The
Kentuckiana Automated Clearing House, operated by
the Louisville Branch, began operating in April 1976.
The Mid-America Payments Exchange, operated by
the Bank’s head office in St. Louis, has been opera-
tional since July 1976. In addition, the Mid-South
Automated Clearing House, operated by the Memphis
Branch, began operations in February 1977. The Dis-
trict’s four ACH’s process about 42000 commercial
debit and credit items monthly.

Coin and currency, comprising approximately 26.1
percent of the money stock, are more widely used
than demand deposits in consummating small transac-
tions, primarily because of convenience. Personal
checks generally are used for transactions of larger
amounts. The Federal Reserve Banks supply, through
the commercial banking system, virtuaily all of the
coin and eurrency in circulation, and excess coin and
currency is returned to Federal Reserve Banks through
the commercial banking system.

Approximately 318 million pieces of currency valued
at $2.9 billion were received and verified at the four
Federal Reserve offices in the Eighth District during
1977. This was an increase of about 13 percent in num-
ber of pieces, and a 4 percent increase in dollar vol-
ume from 1976. The number and value of coins re-
ceived and verified showed a decline from 1976 levels.
Combined sorting, counting, and wrapping of coin and
currency at the four offices averaged almost 6.4 mil-
lion pieces per working day in 1977, up slightly from
1976.

In sorting currency at the Reserve Banks, that which
is no longer usable is removed from circulation and
destroyed. During 1977, the Federal Reserve Bank of
St. Louis and its branches verified and destroyed cur-
rency totaling 3771 million.

Three types of credit are made available to member
banks in the Fighth Federal Reserve District: short-
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term adjustment, seasonal, and emergency credit, Mem-
her banks may make temporary adjustments in their
reserve positions due to deposit losses, unexpected or
unusual requests for loans, or other changes they en-
counter, Member banks which have highly seasonal
loan demands may apply to this Bank for seasonal
credit. Such loan demands are due primarily to a re-
curring pattern of change in deposits and loans, Un-
der seasonal credit, member banks are permitted to
maintain a portion of their liquid assets in the form
of Federal funds (loans of excess reserves to other
banks), so long as such holdings conform to the bank’s
normal operating experience. Arrangements for this
type of credit should be made in advance. Credit for
longer periods is also available to member banks to
meet emergency conditions which may result from un-
usual local, regional, or national financial situations, or
adverse circumstances where member banks are
involved.

The discount rate is the rate of interest charged
by the Federal Reserve Bank on loans to member
banks. The level of the discount rate, in relation to
other short-term market rates, has an influence on the
volume of credit extended by the Federal Reserve
Bank. When the discount rate is higher than other
market interest rates, member banks usually choose
to obtain funds from other sources to make tempo-
rary reserve adjustments, YWhen the discount rate is
low in relation to other market rates, member banks
tend to rely more heavily on the Federal Reserve
for funds.

At the start of 1977, the discount rate was 35.25
percent. The rate was increased twice during the
year, and at yearend it was 6 percent. However,
throughout the last half of 1977, the discount rate
was below other short-term interest rates. As a result
of this difference in rates, member bank borrowings
in the Eighth District were relatively high. The daily
average of loans oulstanding amounted to $23.7 mil-
lion in 1977, more than ten times the $2.2 million for
1976. There were 860 loans amounting to $5.0 billion
made to 63 Eighth District member banks by the
Federal Reserve Bank of 5t Louis during 1977, This
is an increase from 1976 when 231 loans totaling
$428.9 millon were made to 32 member banks.

As a fiscal agent of the Federal Government, the
Federal Reserve Bank performs many services. The
U.S. Treasury makes pavments for various types of
Government spending through accounts maintained
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in the System. Funds received by the Treasury are
deposited into its account at the Federal Reserve
Banks or into tax and loan accounts at designated
commercial banks., These funds represent mainly re-
ceipts from payment of taxes and collections from the
sale of Government securities to the public. Balances
in the tax and loan accounts are transferred upon call
to the account of the Treasury of the United States at
Federal Reserve Banks in order for the Treasury De-
partment to have use of the funds.

The Federal Reserve Banks also act on behalf of
the Government in marketing Treasury securities.
When the Treasury offers new securities, the Reserve
Banks prepare and distribute applications and official
oflering circulars, receive subscriptions from those
wha wish to buy, allot the securities among the sub-
scribers according to the terms of the offering, collect
payment, and make delivery to the purchasers. With
funds from the Treasury’s account, Federal Reserve
Banks pay interest on securities and redeem them
at maturity. Reserve Banks also pay interest on and
redeem securities of most Government-sponsored
corporations.

The Federal Reserve Banks will, as fiscal agents,
hold in safekeeping securities pledged to secure Gov-
ernment deposits in tax and loan accounts at com-
mercial banks, Federal Reserve Banks will also held
securities of member banks in safekeeping. U.S. Treas-
ury and most government agency securities are held
in book-entry form by the Reserve Banks.

Securities of the U.S. Government and various gov-
ernment agencles are issued, serviced, and redeemed
hy Federal Reserve Banks, In 1977, 13.3 million se-
curities totaling $36.4 billion were handled by the
Federal Reserve Bank of St. Louis and its branches.
Also during 1977, coupons of US. Treasury and
agency securities totaling 400,000 pieces amounting
to 3185 million were paid by Eighth District offices.

U.S. Government food stamps are also redeemed
by Federal Reserve Banks. A total of 120 million
food stamps amounting to $504 million were received
and counted by the Federal Reserve Bank of St. Louis
and branch offices during 1977,

The Federal Reserve System, while working closely
with other policymaking agencies in the Government,
has the primary responsibility for the formulation and
implementation of monetary policy. Through repre-
sentation on the Federal Open Market Commitiee,
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DIRECTORS

St. Louis
Chairman of the Board and Federal Reserve Agent

Arvanp C, STaLNakeR, Chairman and President
General American Life Insurance Company, St. Lounis, Missouri

Vircinia M. Bariey, Owner. Eldo Properties, Little Rock.
Arkansas

Rarpu €. Baix, Vice President. Wabash Plasties, Inc.,
Evansville, Indiana

Donarp N, Braxpiv. Chairman of the Board and Pres-
ident, The Beatmen’s National Bank of 5t. Louis,
St, Louis, Missouri

Raymonp C. BurroucHs, President and Chief Executive
Officer, The City National Bank of Murphyshoro,
Murphyshore, llinois

Tom K. Saire, IR, Senior Vice President., Monsanto
Company, St. Louis, Missouri

Wirriam H. Strourg, Associate Dean, College of Science
and Technology, Western Kentucky University, Bowl-
ing Green, Kentucky

WiLoiam B, Warton, Vice Chairman of the Board, Hol-
iday Innos, Inc., Memphis, Tennessee

W, E. WriceL, Executive Vice President and Chief Exee-
utive Officer, First National Bank and Trust Company,
Centralia, Hlinois

Little Rock Branch
Chairman of the Board

G. Lanry KerLey, President
Pickens-Bond Construetion Co., Little Rock, Arkansas

Roxarn W, Barigy, Execotive Vice President and General
Manager, Producers Rice Mill. Inc., Stuitgart,
Arkansas

Tuomas E. Havs, Jr., President and Chief Executive
Officer, The First National Bank of Hope, Hope,
Arkansas

E. Ray KEmp, JR., Vice Chairman of the Board and Chief
Administrative Officer, Dillard Department Stores,
Inc., Little Rock, Arkansas

B. I'iveey Vinson, Chairman of the Board. The First
National Bank in Little Rock, Little Rock, Arkansas

T. G. Vinsox, President, The Citizens Bank, Batesville,
Arkansas

FiELp Wasson, President, First National Bank, Siloam
Springs, Arkansas

Louisville Branch
Chairman of the Board

James H. Davis, Chairman and Chief Executive Qfficer
Porter Paint Co., Louisville, Kentucky

Howarp Brenner, Viece Chairman of the Board, Tell
City National Bank, Tell City, Indiana

Ricuanp O, Doxgcan, Vice President and Group Execu
tive, General Electric Company, Louisville, Kentucky

I. Davip Grissom, Chairman and Chief Executive Offi-
cer, Citizens Fidelity Bank and Trust Company,
Louisville, Kentucky

Frep B. Oxgy, President, The First National Bank of .

Carrollion, Carrellton, Kentueky

James F. Tuompsox, Professor of Economics, Murray f';-;.:?
State University, Murray, Kentucky

Tom G. Voss, President, The Seymour National Bank,
Seymour, Indiana

Memphis Branch
Chairman of the Board
Jzanwg L. HoLLEY, Associate Professor of Business Education
and Office Administration, University of Mississippt, University, Mississippi

W. M. Canreperi, Chairman of the Board and Chief StarriNgs Liprorp, President, First-Citizens National

Executive Officer, First National Bank of Fastern
Arkansas, Forrest City, Arkansas

Ropert E. Heavry, Partner-In-Charge, Price Waterhouse
& Co., Memphis, Tennessee

Frang A. Jones, In., President, Cook Industries, Inc.,
Memphis, Tennessee

Bank of Dyersburg, Dyersburg, Tennessee .
WicriaMm Wooren Mrrcaery, Chairman, First Tennessee
Bank N.A., Memphis, Tennessee

Caartes S. YouNcBLOoOD, President and Chief Fxecutive
Officer, First Columbus National Bank, Columbus,
Mississippi E

Member, Federal Advisory Council

Crarence C, BarxspaLi, Chairman of the Beard and Chief Executive Officer
First National Bank in 5t. Louis, 5t, Louis, Missouri
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OFFICERS

St. Louis

Lawrence K. Roos, President

Donarp W. Moriarty, Jr., First Vice President

Anxator B. BaisacH, Senior Vice President

Josepn P. GarsariNi, Senior Fice President
& Controller

Leowarr C, AxDERSEN, Economic Adviser
RutH A, Bryant, Vice President

Denis S, Karnosky, Fice President
James R. KennNEDY, Vice President

Joux F. Orrine, Vice President

Norman N, BowsHER, Assistant Fice President
ALBERT E. BurcEr, Assistant ¥ice President
Kerra M. Caruson, Assistant Vice President
A, Merviv Carr, Assistant Vice President
Carol B. Cravpoor, Assistant Vice President

Joan P. Cronin, A4ssistant General Counsel & Assistant
Secretary

Jorn W. DrurrLINGER, Assistant Fice President
Ricuarp Q. Kavey, Adssistant Vice President

W. Micuagn LinvsorsT, Assistant General Auditor

¥. Garianp RusseLt, Jr., Senior Fice President,
General Counsel, and Secretary

Harowp E. Uraorr, Senior Vice President

BerNuarpT I, Sarrorivs, General duditor
WanrreN T. Svover, Fice President
Rosert W. Taoaas, Fice President
Deimer D, Weisz, Vice President

Cruarees D). Zevreer, Vice Presiden:

Crirron B. Lurrrery, Assistant Vice President
ARTHUR L. OERTEL, Assistant Vice President
Evcexe F. Orv, Special Adviser

Harry L. Rea, Assistant Vice President

Pavr Savzaan, Assistant Fice President
Lesiuie F. Scumeping, Assistent Vice President
Eowarp R. Scgorr, Assistant Vice President
Wirriasg J. Sneep, Assistant Vice President

Aran C. WugsLer, dssistant Fice President

Little Rock Branch

Joun F. Bregy, Vice President and Manager

Micragr T. MoRiarTY, Assistant Vice President and Assistant Manager

Tromas B. Carvaway, Assistant Vice President

Davio T. Renmag, Assistant Vice President

Louisville Branch

Donarp L. Henry, Senior Vice President and Manager

Jamzs E. Connap, Assistant Vice President and Assistont Manager

Georce E. Rerrer, Ir., Assistant Vice President

Tromas §. WirLson, Assisiant Viee President

Memphis Branch

L. Teary Brirr, Vice President and Manager

Pave 1. Bracg, Ir., Assistant Vice President and Assistant Manager

A. C. Cremerus, JR., Assistant Vice President

(. L. Erprrson, Ir., Assistant Vice President
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CAPITAL ACCOUNTS:

Federal Reserve Banks play an important role in
formulating System policy.,' Also, the 12 Federal

1The Federal Open Market Committee (FOMC}) consists of the
seven members of the Federal Reserve's Board of Governors
and the President of the Federal Reserve Bank of New York
as permanent members, with four of the remaining eleven
Reserve Bank Presidents serving on a rotating basis. The
FOMC directs the purchase and sale of Treasury and Govern-
ment agency securities on the open market.
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Reserve Banks contribute to System awareness of
local and regional business conditions through the
collection of business, monetary, and financial data.
Information gathered is used by the President of this
Bank in policy discussions during meetings of the
Federal Open Market Committee.

Economic data and analysis of regional, national,
and international conditions are made available to the
public by the Research Department through its vari-
ous releases. Comprehensive analysis of economie
problems and conditions provide the basis of articles
appearing in this Review. The Review, which is
published menthly, has a circulation of about 43,000
copies and is distributed both nationally and
internationally,

As mentioned above, the Research Department also
assists in the bank regulatory function by reviewing
the impact of bank mergers and holding company
acquisitions on the communities to be served.

The Bank Relations and Public Information Depart-
ment endeavors to establish and maintain personal
contact with all banks located in the Eighth Federal
Reserve District through a structured visitation pro-
gram and attendance at various banking functions.
An effort is also made to increase public understand-
ing of the functions, responsibilities, and policies of
the Federal Reserve System by distributing films and
publications, providing in-house tours, delivering
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speeches, and conducting seminars. Emphasis is placed
on maintaining contact with schools and colleges in
this District.

The Functional Cost Analysis Program offered to
member banks is administered by this department.
This program provides participating member banks
with bank operating costs by function and permits
comparison with banks of similar size. Technical as-
sistance is furnished during the first year to banks de-
siring to participate in the program. Last year, 30
Eighth District member banks participated in the
program.

In maintaining contact with the baunking industry
and the general public during 1977, the officers and
staff members of the Federal Reserve Bank of St
Louis and its branches delivered 208 addresses before
bankers, business groups, and educators. The Bank
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was represented at 223 banker, 491 professional, and
200 miscellaneous meetings. Under the bank visitation
program, 837 banks in the District were visited. Dur-
ing 1977, 355 groups requested films and 5,291 visitors
toured the four Federal Reserve offices in the Eighth
District.

The Bank’s net expenses for 1977 were 4 percent
lower than net expenses for 1976. While expenses de-
clined, the Bank’s payments to the Treasury increased
by more than 11 percent, from $218 million in 1976
to $242 million in 1977.

The $242 million paid to the Treasury was 85.1
percent of total earnings. In 1976, by comparison, 84.7
percent of total earnings was paid to the Treasury.
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