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Record of Policy Actions
of the Board of Governors

Regulation B Regulation C
Equal Credit Opportunity Home Mortgage Disclosure

September 9, 1997—Amendments January 16, 1997—Amendment

The Board amended Regulation B torhe Board approved an interim amend-
create a legal privilege for self-tests conment to Regulation C to increase the
ducted voluntarily by creditors, effectiveexemption threshold for depository
January 30, 1998. institutions, effective January 1, 1997.

Votes for this action: Messrs. Greenspan Votes for this action: Mr. Greenspan,
and Kelley, Ms. Phillips, and Mr. Meyer.  Ms. Rivlin, Messrs. Kelley and Lindsey,
Absent and not voting: Ms. Rivli&2 Mses. Phillips and Yellen, and Mr. Meyer.

The Board revised Regulation B to The Economic Growth and Regula-
implement amendments to the Equatory Paperwork Reduction Act of 1996
Credit Opportunity Act as part of theamended the Home Mortgage Dis-
Economic Growth and Regulatoryclosure Act to increase the asset-
Paperwork Reduction Act of 1996. Thatexemption threshold that determines
act created a legal privilege for informa-which depository institutions are exempt
tion produced by creditors through vol-from the act. The new asset-exemption
untary self-tests they conduct to deterthreshold is based on the percentage by
mine the level or effectiveness of theirwhich the Consumer Price Index for
compliance with the Equal CreditUrban Wage Earners and Clerical Work-
Opportunity Act, provided that appropri- ers (CPIW) for 1996 exceeded the index
ate corrective action is taken to addres®r 1975. On the basis of the CPIW for
any possible violations they discoverDecember 1996, the Board approved a
The Department of Housing and Urbarthreshold of $28 million. The Board also
Development issued a substantiallyequested comment on the interim
similar regulation under the Fair Hous-amendment.
ing Act. The Board announced its
rleé\g?ed regulation on December 11May 19, 1997—Amendments

The Board amended Regulation C to
increase the asset-exemption threshold
for depository institutions, ease disclo-

1. Throughout this chapter, note 1 indicates tha§ure requirements, and extend data col-

two vacancies existed on the Board when théection authority, effective July 1, 1997.
action was taken.

2. In voting records throughout this chapter, Votes for this action: Mr. Greenspan,
Board members, except the Chairman and Vice Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Chair, are listed by seniority. Mr. Meyer?
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The revisions implement amendmentseserve balances nationally or locally.
to the Home Mortgage Disclosure ActThe revisions also update and clarify the
included in the Economic Growth andpass-through rules in Regulation D for
Regulatory Paperwork Reduction Act ofall institutions.

1996. The action makes final an interim

amendment adopted in January 1997

that set the asset-exemption thresholdlovember 7, 1997—Amendments
for depository institutions at $28 mil- )

lion. The amendments also establish ahhe Board amended Regulation D to
alternative method by which institutionsdecrease the amount of transaction
may provide disclosure statements ialances to which the lower reserve
metropolitan areas in which they have'€quirement applies.

b_ranch offic_es and extend data collec- Votes for this action: Mr. Greenspan
tion ali'thomy under the Paperwork Ms. Rivlin, Mr. Kelley, and Ms. Phillips. '
Reduction Act for another three years.  Apsent and not voting: Mr. Meyer.

Under the Monetary Control Act of

Regulation D 1980, depository institutions, Edge Act
Reserve Requirements corporations, agreement corporations,
of Depository Institutions and U.S. agencies and branches of

foreign banks are subject to reserve

October 26, 1997—Amendments requirements set by the Board. The act
i directs the Board to adjust annually the

The Board amended Regulation D toymount subject to the lower reserve
allow U.S. branches and agencies of forrequirement to reflect changes in trans-
eign banks and Edge Act and agreemeniction balances nationwide. Recent
corporations to choose whether to aggrejeclines in transaction balances war-
gate reserve balances on a nationwidginted a decrease to $47.3 million,

basis with a single pass-through correang the Board amended Regulation D

reserve balances on a same-state/same-The Garn-St Germain Depository

District basis, effective January 1, 1998nstitutions Act of 1982 establishes a
. . zero percent reserve requirement on the
\'clc;t.e;i\flcinrz‘ t'\ms Kae?ré?,?'Mgrbrﬁ{i%?z%n’first $2 rr)illllion of an institution’s reserv-
Mr. Meyer: able liabilities. The act also provides for
annual adjustments to that exemption
To make interstate banking andamount based on deposit growth nation-
branching easier, the Federal Reserwide. Recent growth in deposits war-
Banks began in January 1998 to impleranted an increase to $4.7 million,
ment a new account structure that proand the Board amended Regulation D
vides a single Federal Reserve accourccordingly.
for each domestic depository institution For institutions reporting weekly,
and enables the Federal Reserve Banitse amendments are effective with the
to establish a single debtor—creditor relareserve computation period beginning
tionship with each chartered entity. TheDecember 30, 1997, and the correspond-
amendments allow foreign banks andng reserve maintenance period begin-
Edge Act and agreement corporations taing January 1, 1998. For institutions
choose whether to aggregate requireteporting quarterly, the amendments are
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effective with the reserve computationbanking, and the number of depository
period beginning December 16, 1997institutions with branches in more that
and the corresponding reserve mainene Federal Reserve District is expected
tenance period beginning January 15p increase. The amendments clarify the
1998. Federal Reserve District in which a
To reduce the reporting burden ondepository institution is eligible for Fed-
small institutions, depository institutionseral Reserve membership and the loca-
with total deposits below specified lev-tion of a depository institution’s reserve
els are required to report their depositeiccount. The Board also delegated to the
and reservable liabilities quarterly orSecretary of the Board the authority to
less frequently. To reflect increasesnake a determination of location under
in the growth rate of total deposits atRegulation D or Regulation I if (1) the
all depository institutions, the Boardrelevant Federal Reserve Banks and the
increased the deposit cutoff levels usethstitution agree on the specific Reserve
in determining the frequency and detaiBank in which the institution should
of deposit reporting to $78.9 million for hold stock or with which the institution
nonexempt depository institutions andshould maintain a reserve account and
to $50.7 million for exempt depository (2) the location agreed upon does not
institutions, beginning in Septemberraise any significant policy issues.
1998.

Regulation E
Regulation D Electronic Fund Transfers
Reserve Requirements
of Depository Institutions August 8, 1997—Amendments
Regulation | The Board amended Regulation E to

exempt certain needs-tested electronic
benefit transfer programs established or
administered by state or local govern-

Rules Regarding Delegation ment agencies from requirements of the
of Authority Electronic Fund Transfer Act and Regu-

lation E, effective September 15, 1997.

Issue and Cancellation of Capital
Stock of Federal Reserve Banks

June 3, 1997—Amendments Votes for this action: Messrs. Greenspan

d and Kelley, Ms. Phillips, and Mr. Meyer.

The Board amended Regulations D an Absent and not voting: Ms. Riviié.

| to define the location of a depository

institution for purposes of Federal Ejectronic benefit transfer programs

Reserve membership and reservgenerally involve the issuance of access
account maintenance, effective Octogards and personal identification num-

ber 1, 1997. bers to recipients of government bene-

. o . fits so that they can obtain their benefits

\Pégtlﬁesy, fo,\;st.h'lsghﬂﬁgg?'awj' ,\l,Tr'YI',(]A’e%rr'_ thr_ough automated' teller machines and
Absent and not voting: Mr. Greenspan.  point-of-sale terminals. The amend-
ments implement a provision of the

The Riegle—Neal Interstate BankingElectronic Fund Transfer Act contained
and Branching Efficiency Act of 1994 in the Personal Responsibility and Work
eliminated many barriers to interstateOpportunity Reconciliation Act of 1996
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that exempted certain electronic benefit998. Compliance with the amendments
transfer programs from coverage undeto Regulation T is optional until July 1,
the Electronic Fund Transfer Act. 1998.

Regulation G Regulation H

Securities Credit by Persons other Mémbership of State Banking

) System
Regulation T
Credit by Brokers and Dealers February 24, 1997—Amendments
Regulation U The Board adopted amendments to pro-

Credit by Banks for the Purpose  visions of Regulation H related to rec-
of Purchasing or Carrying Margin ordkeeping and confirmation of certain
Stocks securities transactions effected by state

. member banks, effective April 1, 1997.
Regulation X Ve BRE

Borrowers of Securities Credit Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
December 18, 1997—Amendments Mr. Meyer?

The Board amended Regulations G, T, The amendments update recordkeep-
U, and X to reduce regulatory distinCc-ing and confirmation requirements to
tions between broker—dealers, banksgonform them with rules of the Securi-
and other lenders and to implementies Exchange Commission and the
changes to the Board's securities credipepartment of the Treasury and with
regulations, effective April 1, 1998. principles of safe and sound banking.

Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and Regulation H

Messrs. Ferguson and Gramlich. AbsenMemberShip of State Banking
and not voting: Mr. Meyer. Institutions in the Federal Reserve

The Board adopted the amendmentsYSt€M
to simplify the regulations and reduceReguIation K

burden as part of its periodic regulatoryniarnational Banking Operations
review and to implement changes to the

Board’s statutory authority containedMarch 11, 1997—Amendments

in the National Securities Markets )
Improvement Act of 1996, which The Board a}mended Regulathns H and
deregulated lending to certain broker{< to establish rules concerning gov-
dealers. The amendments also provid@nment securities sales practices by
tion U, thereby eliminating Regula- 1997

tion G The Bqard also will Qiscontinue Votes for this action: Mr. Greenspan
publication of its quarterly list of over-  \,& Rivlin, Mr. Kelley, Ms. Phillips, and ’
the-counter market stocks that are sub- vy, Meyer:

ject to its margin regulations for broker—

dealers, effective January 1, 1999, and The rules, which were also adopted
for other lenders, effective April 1, by the other federal banking agencies,
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minimize regulatory burden to the extentment to Regulations H and Y to reduce
feasible while providing consistent treat+egulatory burden in risk-based capital
ment for customers of bank and nonguidelines that apply to banking organi-
bank dealers and brokers in governmergations with significant trading activi-
securities. ties, effective December 31, 1997.

Votes for this action: Mr. Greenspan,
August 22, 1997—Amendments Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

. Messrs. Meyer, Ferguson, and Gramlich.
The Board amended Regulations H and y g

K to implement the prohibition in sec- The Board, along with the other fed-
tion 109 of the Riegle-Neal Interstateeral banking agencies, amended the risk-
Banking and Branching Efficiency Act based capital standards for market risk
of 1994 against establishing interstatepplicable to certain banks and bank
branches primarily for the purposeholding companies with significant trad-
of deposit production, effective Octo-ing activities. The amendment elimi-
ber 10, 1997. nates the requirement that the total capi-
: o tal charge for specific risk must equal at
OES o s on, M GrenSDaMeast 50 percent of the standard capital
Mr. Meyer1 charge for specific risk when an institu-
tion measures specific market risk using
As required by section 109 of the act,jts internal model. The rule implements
the Board, along with the Office of thea revision to the Basle Accord and
Comptroller of the Currency and thereduces regulatory burden for institu-
Federal Deposit Insurance Corporationtions with qualifying internal models
adopted uniform amendments to theibecause they will no longer be required
regulations that prohibit any bank fromto calculate a standard specific-risk capi-
establishing or acquiring, under thetal charge.
authority of the act, a branch or branches
outside of its home state primarily for _
the purpose of deposit production. ThéRegulation J
amendments also provide guidelines fofcollection of Checks and Other
determining whether such a bank is realtems by Federal Reserve Banks
sonably helping to meet the credit needgnd Funds Transfers through
of the communities served by its inter-Fedwire

state branches.
August 26, 1997—Amendment

Regulation H The Board amended Regulation J to

Membership of State Banking establish a policy under which each

Institutions in the Federal Reserve depository institution will have a single

System Federal Reserve account relationship,
] effective January 2, 1998.

Regulation Y

Bank Holding Companies and Votes for this action: Mr. Greenspan,

Change in Bank Control Ms. Rivlin, Mr. Kelley, and Ms. Phillips.

Absent and not voting: Mr. Meyér.
December 17, 1997—Interim Rule The Riegle—Neal Interstate Banking

The Board approved an interim amendand Branching Efficiency Act of 1994
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eliminated many barriers to interstatdation M that apply to automobile leas-

banking, and the number of depositorying from October 1, 1997, to January 1,

institutions operating branches in morel998.

than one Federal Reserve District is

expected to increase. The amendment Votes for this action: Messrs. Greenspan
: ottt and Kelley, Ms. Phillips, and Mr. Meyer.

allows a depository institution to send Absent and not voting: Ms. Riviif.

checks to any Reserve Bank for collec-

tion, but all of its check-collection trans- o October 7, 1996, the Board had
actions through the Federal Reservgplished revisions to Regulation M to
System will be reflected in a singletake effect on October 1, 1997. Those
account held at its Administrative revisions established a new disclosure
Reserve Bank, regardless of where thgcheme to improve consumer under-
institution has its branches. This accoungtanding of automobile-leasing transac-
structure will establish a single debtorjons, The new scheme required the
creditor relationship between each instipreparation of new forms and the repro-
tution and a Federal Reserve Bank angramming of computer software. The
will make account management moregoard had been asked by representa-
efficient for banks having interstatetives of the automobile leasing industry
branches. to delay the effective date of the new
rules, to allow more time for installation
of the software programs necessary to

Regulation M produce computer-generated disclosure
Consumer Leasing statements.

March 26, 1997—Amendments

The Board amended Regulation M tgX€gulation O .
implement legislation, revise certain dis--02Ns t0 Executive Officers,
closures, and make technical correcPir€ctors, and Principal

tions, effective April 1, 1997, with com- Shareholders of Member Banks

pliance optional until October 1, 1997. March 11, 1997—Amendment
Votes for this action: Mr. Greenspan

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and 1n€ Board amended Regulation O to
Mr. Meyerl exclude from coverage certain exten-
sions of credit by a bank to an executive
The amendments incorporate statuefficer or a director of an affiliate, effec-
tory changes that streamline lease advetive April 1, 1997.
tising disclosures, revise the require-
ment to disclose certain costs due at the Votes for this action: Mr. Greenspan,
signing of the lease to parallel the statu- MS: Rivlin, Mr. Kelley, Ms. Phillips, and
e s Mr. Meyerl
tory change to a similar advertising
provisi(_)n, and make several technical The amendment excludes from the
corrections. requirements of Regulation O exten-
sions of credit by a bank to an executive
September 25, 1997—Amendmentfficer or a director of an affiliate, pro-
’ vided that the executive officer or direc-
The Board delayed the date for mandator is not engaged in major policymak-
tory compliance with revisions to Regu-ing functions of the lending bank and
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that the affiliate does not account for The amendments include a stream-
more than 10 percent of the consolidined and expedited review process for
dated assets of the bank’s parent holdingank and nonbanking proposals by well-
company. The amendment also simplirun bank holding companies, a reorga-
fies the procedure for a bank to implenized and expanded list of permissible

ment this exclusion by resolution ornonbanking activities, elimination of
bylaw. outmoded or superseded restrictions on
nonbanking activities, revisions to tying

) restrictions, revisions to provisions
Regulation Q implementing the Change in Bank Con-
Prohibition against Payment trol Act, and other changes to improve
of Interest on Demand Deposits  the competitiveness of bank holding
. companies by eliminating unnecessary

May 6, 1997—Interpretation regulatory burden and modernizing the

The Board revised an interpretation of€gulation. The Board also adopted a
Regulation Q to provide an exception tonumb_er of measures |ntenQed to broaden
the current limitations on premiums@nd improve public notice of bank
given on demand deposit accountsdcquisition proposals and to ensure that
effective May 15, 1997. applications and notices are quickly
available to the public.
Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

Mr. Meyer?
r.veyer August 21, 1997—Amendments

The Board revised an interpretation to
provide an additional exception to theThe Board amended the prudential limi-
limitations on premiums that may betations applicable to bank holding com-
paid on demand deposit accounts. Thpanies engaged in securities underwrit-
revised interpretation permits the paying and dealing activities through
ment of premiums to depositors withoutsection 20 subsidiaries, effective Octo-
any limit, provided the premiums areber 31, 1997.
not related to or dependent on the bal-
ance in a demand deposit account and Votes for this action: Mr. Greenspan,

the duration of the account balance. Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Mr. Meyerl

Regulation Y The Board, in its decisions under the

Bank Holding Companies and Bank Holding Company Act and section

Change in Bank Control 20 of the Glass—Steagall Act, had estab-

lished prudential limitations (firewalls)
February 19, 1997—Amendments that permit a nonbank subsidiary of a
bank holding company to underwrite

The Board amended Regulation Y 10,4 jea i securities. The amend-

eliminate unnecessary regulatory burdep, . -~ climinate limitations that have

a'nd paperwprk anq to improve effl'proved to be unduly burdensome or un-
ciency, effective April 21, 1997 T

' ' ' necessary in light of other laws or regu-

Votes for this action: Mr. Greenspan lations and consolidate the remaining

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and 'limitations in a series of eight operating
Mr. Meyer? standards.
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Regulation Z Votes for this action: Ms. Rivlin, Mr.

i i Kelley, Ms. Phillips, and Mr. Meyer.
Truth in Lending Absent and not voting: Mr. Greenspan.

November 19, 1997—Amendment  \;any of the amendments clarify the

The Board amended the disclosuréeduirements of the regulation. Others
requirements for variable-rate loans if€duce the compliance burden for
Regulation Z, which implements thedepogltory institutions _by, .for example,
Truth in Lending Act, to give creditors @llowing more flexibility in the way
flexibility in providing disclosures about institutions must prowae certain notices
variable-rate loans, effective Novem-and disclosures to their customers.

ber 21, 1997.

Votes for this action: Mr. Greenspan,Rules Regarding Delegation
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and of Authority
Messrs. Meyer, Ferguson, and Gramlich.

L March 11, 1997—Amendment
The revision implements an amend-

ment to the Truth in Lending Act con- The Board amended its Rules Regarding
tained in the Economic Growth andDelegation of Authority to delegate to
Regulatory Paperwork Reduction Act ofan individual Board member the author-
1996 and applies to variable-rate loangty to extend the time period for Board
that have terms of more than one yeaaction on certain applications, effective
and are secured by the borrower’s prinMarch 22, 1997.

cipal dwelling. Under the amendment,

for any variable-rate mortgage transac- Votes for this action: Mr. Greenspan,
tion, instead of a fifteen-year historical Ms: R'V“”'er- Kelley, Ms. Phillips, and
table, creditors may give borrowers a Mr. Meyer:

statement that their periodic payments The Board delegated to the chairman

may increa_lse or_decrease substantialys its committee on Supervisory and
and a maximum interest rate and COMeRequlatory Affairs its authority, under
sponding payment based on a $10,00Q,¢” Economic Growth and Regulatory
loan. . ) .. Paperwork Reduction Act of 1996, to

Compliance with the amendment ini-gytend the 180-day period for final

tially was optional until December 22,(anrd action on applications by foreign
1997. On December 2, 1997, the Boargynys o establish a branch or agency

extended the date for optional compli-r 1o acquire ownership or control of a
ance until October 1, 1998.

commercial lending company.

Regulation CC Rules Regarding Availability
Availability of Funds and of Information
Collection of Checks

October 1, 1997—Amendments

February 26, 1997—Amendments
The Board approved amendments to

The Board adopted clarifying and techsubparts A and B of its Rules Regarding
nical amendments to Regulation CCAvailability of Information to provide
effective April 28, 1997. for expedited processing of requests for
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records and multitrack processing ofalso approved volume-based fees for the
requests, effective November 19, 1997.origination of automated clearinghouse
transactions and a reduction in the fee

Votes for this action: Mr. Greenspan, for the receipt of transactions.
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

Mr. Meyer! November 6, 1997—Policy

The Board’s Rules Regarding Avail- Statement on Payments System
ability of Information implement the NIS

Freedom of Information Act and setThe Board modified its procedures for
forth the procedures for providing measuring daylight overdrafts to accom-
access to Board information under thenodate an earlier afternoon presentment
act and in other circumstances. Thejeadline for checks drawn on local Fed-

Board adopted the amendments to coneral Reserve Banks, effective Novem-
ply with the Electronic Freedom of per 14, 1997.

Information Act Amendments of 1996,
which require agencies to provide for Votes for this action: Mr. Greenspan,
expedited processing of requests for Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
records and permit agencies to provide Mr-Meyer:

for fast-track processing of certain
requests. The Board also updated itg
rules to comply with statutes that hav
been enacted since the latest revisions
1988. Revisions to subpart C of the rule
are still under consideration.

The Board revised its procedures to
stablish a uniform Systemwide present-
€ment deadline for federal funds checks
¥ 3:00 p.m. local time. Federal funds

Thecks presented after that deadline will
be credited to depository institutions’

accounts on the next business day at

Policy Statements and 8:30 a.m. eastern time.

Other Actions

1997 Discount Rates
March 13, 1997—Volume-Based , .
Fee Structures During 1997 the basic discount rate was

left unchanged at 5 percent. Over the
The Board approved guidelines for thecourse of the year, however, there were
use of volume-based fee structures fonumerous changes in the rates charged
Reserve Bank payment services, effesy the Federal Reserve Banks for sea-
tive March 25, 1997, and reduced autosonal and extended credit. The rates for
mated clearinghouse fees, effectivéyoth types of credit are set on the basis
May 1, 1997. of market-related formulas, and these

rates exceeded the basic discount rate by

Votes for this action: Mr. Greenspan,varying amounts during the year.

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Mr. Meyerl

The Board adopted guidelines for theBasIC Discount Rate

Reserve Banks’ use of volume-based fe€he Board’s decisions about the basic
structures for their electronic paymentdiscount rate are made against the back-
services and products and for continuaground of the policy actions of the Fed-
tion of volume-based fees for certaineral Open Market Committee (FOMC)
electronic check products. The Boarchnd related economic and financial
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developments. These developments atbeir requests for an increase in the basic
covered more fully in part 1 of this discount rate, and by early July no
ReporT and in the minutes of the Reserve Banks were proposing a higher
FOMC meetings during 1997 that alsorate.
appear in thiREPORT. Over the summer and fall, the growth
Economic activity continued to ex- of economic activity remained relatively
pand at a rapid pace during the earlyrisk, although it was well below its
months of 1997 after strengtheningpace during the opening months of the
markedly in the latter part of 1996. Theyear. Price inflation continued to be sub-
sharp uptrend in economic activity wasdued during this period despite indica-
associated with substantial growth intions of some pickup in the rise of labor
employment and slightly faster increasesompensation. No requests were made
in average hourly earnings. At the saméy any of the Banks to raise the basic
time, however, the underlying trend inrate during the summer months, but
consumer price inflation remained subin early October one Bank proposed a
dued. In view of these developments¥ percentage point increase, and late in
most of the Reserve Banks continuedhe year a second Bank requested an
to favor leaving the basic discount ratdncrease of the same amount. The two
unchanged at 5 percent, its level since iBanks expressed concern about what
was lowered¥s percentage point in they regarded as an overly accommoda-
January 1996. By mid-March, howevertive monetary policy at a time when the
four Reserve Banks were proposing gersisting strength of domestic demand
Y. percentage point increase in view ofseemed to be increasing pressures on
their growing concerns about the prosfesources and augmenting the risks of
pects for inflation. The Board took nohigher inflation. The Board decided,
action on these pending requests butowever, that the discount rate should
agreed on the need to monitor the ecomot be changed. Price inflation had
omy for signs of developing inflationary remained quite limited and, indeed,
pressures. appeared by some measures to be
On March 25, the FOMC unani- declining. Moreover, the financial tur-
mously approved a small increase in thenoil in Southeast Asia, which intensi-
federal funds rate to an average of aboudted during the closing months of the
5¥> percent. This action took into year, could be expected to have a damp-
account the persistence of rapid growtling effect on the economic expansion
in economic activity, which, in the con- and inflation in the year ahead. Accord-
text of already high levels of resourceingly, although higher price inflation
use, was seen as progressively increaslearly remained a risk, the Board
ing the risk of rising inflation. In the agreed with most of the Reserve Banks
circumstances, the slight firming ofthat near-term uncertainties warranted a
monetary policy was viewed as a pru-cautious, wait-and-see policy posture.
dent step that, by fostering an envi-
ronment conducive to lower inflation, :
afforded greater assurance of prolongingtruCture of Discount Rates
the current economic expansion. In lighfThe basic rate is the rate normally
of this preemptive action and subsecharged on loans to depository institu-
quent signs that the economic expansiotions for short-term adjustment credit,
might be slowing to a more sustainablevhile flexible, market-related rates
pace, some Reserve Banks withdrewenerally are charged on seasonal and
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extended credit. These flexible rates arBoard Votes

calculated periodically in accordanc
with formulas that are approved by theUnder the Federal Reserve Act, the

Board. eboards of directors of the Federal

The seasonal program helps small Frzeserve Banks must establish rates on

institutions meet needs arising from oans to depository institutions at least

N _every fourteen days and must submit
regular pattern of intra-yearly move tspe rates to the Board of Governors for

ments in their deposits and loans. Fund > view and determination. The Reserve
may be provided for periods longer tha :

those permitted under adjustment credit; anks are also required to submit
Since its introduction in 1992, the flex- requests to renew the formulas for calcu-
ible rate charged for seasonal credit ha&tind the flexible rates on seasonal and
been closely aligned with short-termeXtended credit. All votes on discount

market rates; it may never be less tha ates by the Board of Governors during

the basic discount rate applicable t 997 were unanimous. "
adjustment credit.

The purpose of extended credit is to
assist depository institutions that are
under sustained liquidity pressure and
are not able to obtain funds from other
sources. The usual rate for extended
credit is 50 basis points higher than the
rate for seasonal credit and is at least
50 basis points above the basic rate. In
appropriate circumstances, the basic dis-
count rate may be applied to extended-
credit loans for up to thirty days, but
any further borrowings are charged the
market-related rate.

Exceptionally large adjustment-credit
loans that arise from computer break-
downs or other operating problems not
clearly beyond the reasonable control of
the borrowing institution are assessed
the highest rate applicable to any credit
extended to depository institutions;
under the current structure, that rate is
the rate for extended credit.

At the end of 1997 the structure of
discount rates was as follows: a basic
rate of 5 percent for short-term adjust-
ment credit, a rate of 5.65 percent for
seasonal credit, and a rate of 6.15 per-
cent for extended credit. During 1997
the rate for seasonal credit ranged from
5.25 percent to 5.70 percent, and the
rate for extended credit ranged from
5.75 percent to 6.20 percent.
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