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A
,f“%%s the central bank of the United States, the Fed-
eral Reserve System performs a number of key
functions within the nation’s financial community,
conducting monetary policy, supervising and regu-
lating member banks, and providing various services

to the public, the Treasury, and commercial banks.

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, At-
lanta, Chicago, St. Louis, Minneapolis, Kansas City,
Dallas, and San Francisco — and the 25 branches of
the regional Reserve Banks,

The Eighth Federal Reserve District is served by
the Federal Reserve Bank of St. Louis, headquartered
in St. Louis with branches in Little Rock, Louisville,
and Memphis. The district encompasses Arkansas and
portions of Illinois, Indiana, Kentucky, Mississippi,
Missouri, and Tennessee,

This report reviews the operations of the Federal
Reserve Bank of St. Louls during calendar year 1978.
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The Federal Reserve Bank of St. Louis, together
with state banking authorities, has responsibility for
the supervision of 71 state-chartered banks in the
Fighth District which have elected to become mem-
bers of the Federal Reserve System. The Bank makes
annual examinations of state member banks in order to
evaluate their assets, liabilities, capital accounts, li-
quidity, operations, and management. Attention also
is focused on compliance with applicable laws and
regulations.

Banking authorities use the information gathered
through such examinations to direct attention to po-
tential problems or unsatisfactory conditions at 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. Primary
responsibility for examination of the 336 national
banks in the Eighth District lies with the office of the
Comptroller of the Currency. The Federal Deposit
Insurance Corporation {FDIC) and respective state
banking authorities examine state nonmember banks
that are insured by the FDIC, while noninsured
banks are examined only by state authorities.

Federal Reserve Banks also are responsible for
supervision and regulation of bank holding com-
panies. At the end of 1978, the Federal Reserve Bank
of St. Louis had jurisdiction over 20 multibank and
97 one-bank holding companies, compared to 20 and
88, respectively, at the end of 1977. Prior approval
must be obtained from the Federal Reserve System
for bank holding company formations, acquisitions of
additional banks and nonbank subsidiaries, and de
noto expansions of existing subsidiaries. Applications
for such bank holding company activities are analyzed
by the Bank Supervision and Regulation Department,
as well as the Bank's Legal and Research Depart-
ments. These departments consider the history, finan-
cial condition, and future prospects of the institutions
involved and evaluate the quality of management.
They also assess the legal aspects of any proposal
and its likely effect on banking and nonbanking com-
petition, During 1978, the Federal Reserve Bank of
St. Louis received 20 applications to form bank hold-
ing companies and 23 applications from holding com-
panies to acquire additional subsidiaries, engage de
novo in nonbank activities, or establish new locations.
An additional 15 applications were received for in-
formal review.

After formation, bank holding companies must
register and file annual reports with Federal Reserve
Banks. These annual reports are analyzed by the
staff of the Bank Holding Companies Division to
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verify accuracy and completeness, to ascertain the
current financial condition of the holding company
and its subsidiaries, and to determine compliance
with applicable laws and regulations. Examination
reports prepared by the primary Federal supervisory
agency of the respective bank subsidiaries also are
analyzed to determine the overall condition of such
subsidiaries. In addition, on-site inspections of bank
holding companies and their nombank subsidiaries
are conducted hy Division personnel. The purpose
of these inspections is similar to that of examinations

of banks.

Check Collection

The service of collecting and clearing checks drawn
on member and nonmember banks is a major activity
of 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 also are paid for on the
day of presentinent by a charge to the account of a
specified member correspondent.

During 1978, the four Federal Reserve Bank of St.
Louis offices cleared 744 million checks totaling $317
billion. This reflects increases of more than 7 percent
in the number of checks cleared and 11 percent in
dollar value when compared with 1977 check clear-
ing activity.

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
increase the speed of the check payment process and
to facilitate return ‘of dishonored items. The RCPCs
that have been in operation in the Eighth Federal
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Reserve District since 1972 continue to facilitate the
overnight collection of items drawn on banks in the
RCPC area, thereby permitting prompt credit and
payment for these checks.

Electronic Transfer of Funds

“Electronic funds transfers” — or “wire transfers”
— have been used for many years to facilitate trans.

. fers of balances between banks. The Federal Reserve

and its member banks utilize a computer network for
transferring funds nationwide. Using this system,
many member banks render more efficient service
to their customers and effect payment for the pur-
chase and sale of Fed funds. Nonmember banks bene-
fit from this service indirectly through correspondent
member banks.

Settlement for such transfers is made by debits and
credits to 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 utilize these facilities to transfer mar-
ketable government securities. All four Federal Re-
serve offices and 23 commercial banks in the Eighth
District with a significant volume of transfers are
currently participating in this network. Several other
banks are considering the installation of terminals to
take advantage of the service, whose reliability and
speed permit major efficiencies in comparison to the
standard procedure of shipping checks. Nearly 400
member banks nationwide have installed on-line ter-
minals connected to their Federal Reserve District
computers. Member banks not having on-line ter-
minals may telephone their transfers to their local
Federal Reserve office where transfers are entered into
the wire transfer system over Federal Reserve Bank
terminals,
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Terminal installations at the banks are connected
to the computer at the St. Louis Federal Reserve
office, which is the switching center for the Eighth
District. Operators of the terminals in the commercial
banks can initiate transfers directly from their banks,
at which time the transfers are processed automatically
through the computer at the St. Louis office and di-
rected through a central switching computer at Cul-
peper, Virginia, to another Federal Reserve District
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 terminals through its Federal Reserve District
computer,

By transferring funds electronically, all necessary
information for completing the transfer is obtained.
Third-party information may be entered to identify
the originator and/or the recipient of the funds. Mem-
ber bank reserve accounts are debited and credited
automatically, and banks with on-line terminals re-
ceive an immediate record of each transaction at its
conclusion. The use of electronic equipment for trans-
fers of funds has reduced the time required for com-
pletion of a typical transaction from almost an hour
to a matter of minutes.

With the installation of on-line terminals at the
23 District commercial banks, about 4,200 transactions
per day are sent and received electronically and
thus do not require manual processing by Eighth
District personnel. This represents 71 percent of total
transfers processed.

Volume and dollar amounts of transfers processed
by the Eighth District continue to increase. Puring
1978, nearly 1.5 million transfers amounting to $1,154
billion were completed by the Federal Reserve Bank
of St. Louis and its branches. This is a 29.4 percent
increase in number and an 11.5 percent increase in
value over the previous year. More on-line banks are
expected to be added to the system in 1975.

The Federal Reserve computer systems, on a recur-
ring basis, process electronic data representing U.S.
Government payments. Payments are received on
magnetic tape from Government disbursing centers,
processed, and distributed to financial organizations.

The Eighth District has processed such payments
since August 1975, when the Federal Reserve System
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began handling the payroll for the Air Force. In 1978,
these operations were expanded to inchude payments
to Navy retirees.

The electronic funds transfer system (EFTS) cur.
rently is used in the Eighth District for the settlement
of a variety of Federal recurring payments. Social
Security pavments constifute the largest category, with
a monthly volume of 387,000 payments. Monthly
volumes also include 19,000 Civil Service Annuity
payments, 14,000 railroad retirement pavments, 32,000
Veterans Administration payments, 44,000 Air Force
payments, 14 CIA retirement payments, and 3,000
Navy retirement payments. In addition, 2,000 revenue-
sharing payments are processed on a quarterly basis.

An automated clearing house (ACH) provides for
the exchange of payments on magnetic tape, in con-
trast to traditional clearing houses which provide for
such payment exchanges with batches of paper checks.

The St. Louis Reserve Bank and each of its branches
operate automated clearing houses and, since late 1978,
are linked to a coast-to-coast network of financial
institutions automatically handling pre-authorized
payments via electronic communications and using
Federal Reserve System facilities. The interregional
network consists of 32 automated clearing house asso-
ciations. It links approximately 9,400 banks and 1,500
thrift institutions which are members of these associ-
ations with 6,000 customer corporations.

Within the Eighth District, the Kentuckiana Auto-
mated Clearing House, operated by the Louisville
Branch, began operating in April 1976, The Mid-Amer-
ica Payments Exchange, operated by the Bank’s head
office in St. Louis, has been operational since July
1976. In February 1977, the Mid-South Automated
Clearing House, operated by the Memphis Branch,
began operations, followed in October 1977, by the
Arkansas Automated Clearing House, operated by
the Little Rock Branch.

Collectively, the District’s four ACH facilities proc-
ess approximately 42,000 commercial debits and 20,000
eredit items each month,

Coin and currency, approximately 26.4 percent of
the money stock, are used more widely than demand
deposits in consummating small transactions, pri-
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marily because of convenience. Personal checks gen-
erally are used for transactions of larger amounts.
The Federal Reserve Banks supply virtually all of the
coin and currency in circulation through the commer-
cial banking system, and excess coin and currency are
returned to Federal Reserve Banks through this
system.

Approximately 311 million pieces of currency valued
at $2.8 billion were received and verified at the four
Federal Reserve offices in the Eighth District during
1978. This was a decrease of about 2 percent in num-
ber of pieces and a 2 percent decline in dollar volume
from 1977. The number and value of coins received
and verified showed a decline from 1977 levels. Com-
bined sorting, counting, and wrapping of coin and
currency at the four Eighth District offices averaged
almost 5.6 million pieces per working day in 1978,
slightly less than in 1977,

Currency which is no longer usable is removed
from circulation and destroyed. During 1978, the
Federal Reserve Bank of St. Louis and its branches
verified and destroyed currency totaling $761 million.

Lending

5]

Three types of credit are available to member
banks in the Eighth Federal Reserve District: short-
term adjustment, seasonal, and emergency credit.
Member banks may make temporary adjustments in
their reserve positions due to deposit losses, unex-
pected or unusual requests for loans, or other changes
they encounter. Member banks which have highly
seasonal loan demands may apply to this Bank for
seasonal credit. Such loan demands are due primarily
to a recurring pattern of change in deposits and loans.
Under seasonal credit, member banks may maintain
a portion of their liquid assets in the form of Federal
funds (loans of excess reserves to other banks), as
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 also is available to member banks to meet
emergency conditions which may result from unusual
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
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Bank. When the discount rate is higher than other
market interest rates, member banks usually choose
to obtain funds from other sources to make temporary
reserve adjustments. When 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 beginning of 1978, the discount rate stood
at 6 percent. The rate was increased seven times dur-
ing the year and, at year’s end, was 9% percent, the
highest since the Eighth District began operations in
1914, Throughout virtually all of 1978, however, the
discount rate was below other short-term interest
rates. As a result of this difference between rates,
member bank borrowings in the Eighth District were
relatively high, with daily average outstanding loans
amounting to $57.8 million in 1978, more than twice
the $23.7 million figure of 1977. There were 2,440
loans totaling $10.5 billion made to 119 Eighth Dis-
trict member banks by the Federal Reserve Bank of
St. Louis during 1978. This is a substantial increase
over 1977, when 860 loans amounting to $5 billion
were made to 63 member banks,
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As a fiscal agent of the Federal Government, the
Federal Reserve Bank performs many services. The
U.S. Treasury makes payments for various types of
Government spending through accounts maintained
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 mainly represent
receipts from payment of taxes and collections from
the sale of Government securities to the public. Bal-
ances 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 Department to have use of the funds.

The Federal Reserve Banks also act on behalf of
the Government in marketing Treaswry securities.
When the Treasury offers new securities, the Reserve
Banks prepare and distribute applications and official
offering circulars, receive subscriptions from those
wishing 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.
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As of January 24, 1979

Vircinia M, BaiLey, Owner, Eldo Properties, Little Rock,
Arkansas

Rawer C. Bamv, Vice President, Wabash Plastics. Ine.,
Evansville, Indiana

Doxarn N, Brawvpy, Chairman of the Board and Chief
Executive Officer, The Boatmen’s National Bank of
St. Louis, St. Louis, Missourt

Ravymonp €, BurroucHS, President and Chief Executive
Officer, The City National Bank of Murphyshoro,
Murphyshoro, Illinois

Little Rock Branch

Ronarn W, BarLey, Executive Vice President and General
Manager, Producers Rice Mill, Inec., Stuttgart,
Arkansas

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

Arkansas

G. Larry KEL1EY, President, Pickens-Bond Construchon
Co., Little Roek, Arkansas

Louisville Branch

Chairman of the Board

James ¥. Tuomprson, Professor of Economics
Murray State University, Murray, Kentucky

Howarp BrenxNegr, Vice Chairman of the Board, Tell
City National Bank, Tell City, Indiana

Ricaarp O, Dongcan, Viee President and Group Execu-
tive, Major Appliance Business Group, General Elec-
tric Company, Louisville, Kentucky

S1ster Erngey M. Ecan, President, Spalding College.
Lonisville, Kentucky

Memphis Branch

Chairman of the Board

Frank A. Joxes, Jr., President
Cook Industries, Inc., Memphis, Tennessee

Bruce E. Camrpeeir, Jr., Chairman of the Board and
President, National Bank of Commerce, Memphis,
Tennessece

Stannings Liprorp, President, First-Citizens National
Bank of Dyersburg, Dyersburg, Tennessee

EarL L. McCarroii, President, The Farmers Bank &
Trust Co., Blytheville, Arkansas

Member, Federal Advisory Council

Crarence C. Bargspark, Chairman of the Board and Chief Executive Officer
First National Bank in St. Louis, St, Louis, Missouri
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DIRECTORS

St. Louis
Chairman of the Board and Federal Reserve Agent

ArManp C. STaNaker, Chairman and President
General American Life Insurance Company, St. Louis, Missouri

J. Davip GrissoM, Chairman and Chief Executive Ofh-

CHARLES S. YouncBLooD, President and Chief Executive

Grorce M, Ryrig, President, First National Bank & Trust
Company, Alton, Hlinois

Tom K. Smurrr, Jr., Senior Vice President, Monsanto
Company, St. Louis, Missouri

Wirriay H. StrouBe, Associate Dean of Faculty Pro-
grams, Western Kentucky University, Bowling Green,
Kentucky

WitriaM B, WarTon. Vice Chairman of the Board, Hol-
iday Inns, Inc.. Memphis, Tennessee

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

Gorpox E. Parxer, President, The First National Bank
of Ei Dorado, ¥l Dorado, Arkansas

SmirLey J. Ping, Speech Communication, University of
Arkansas at Little Rock, Little Rock, Arkansas

B. FinLEY Vinsox~, Vice Chairman of the Board, The First
National Bank in Little Rock, Little Rock, Arkansas

cer, Citizens Fidelity Bank and Trust Company,
Lonisville, Kentucky

Frep B. Oney, President, The First National Bank of
Carroltton, Carrollton, Kentucky

WexpELL 6. Raysurn, Dean of University College, Uni-
versity of Louisville, Louisville, Kentucky

Benjamin P. PiErcE, President, Tyrone Hydraulies, Inc.,
Corinth, Mississippi
WALTER L. WALKER, President, LeMoyne-Owen Cellege,
Memphis, Tennessee

Officer, First Columbus National Bank, Columbus,
Mississippi



OFFICERS

St, Lows

Lawrexce K. Roos, President

Donarp W. Mogriarty. Ir., First Viee President

Anator B, Baupacn, Senior Fice President

JostrH P, Garparwni, Senior Vice President
& Controller

Ruta A. Bryant, Vice President
A MevLvin Carn, Viee President
CaroL B, CrayrooL, Fice President
Denis S, KarNosky, Fice President

James R, Kennepy, Vice President

NorMman N, Bowsuer, Assistant Vice President
Aveert E. Burcer, Assistant Vice President
Kerre M. Canison, Assistant Vice President

Joax P. Crowin, Assistant Counsel & Assistant
Secretary

Joun W. DrupriNGer, Assistant Vice President
Crarvrrs R. HALBrROOK, Assistant Vice President
Crirron B. LuTTrELL, Assistant Vice President

ArtaUr L. OertEL, Assistant Vice President

F, GarranD RussgLy, Jnr., Senior Fice President,
General Counsel, and Secretary

Harowp E. Urnorr, Senior Vice President

Roeert E. Matraews, Cenerd Auditor
Joun F. Orrine, Vice President
WarreN T. SnovER, Vice President
RoserT W. TrOMAS, Fice President

Dermer D, Wrisz, Vice President

Fucene F. Orw, Special Adviser

MarTHaA L. Pering, Assistant Vice President
Harry L. Rea, Assistant Vice President

Pavr Savzvan, Assistant Vice President

Leswie F, Scamepine, Assistant Vice President
Eowarn R. Scuort, Assistant Fice President
Wirrianm J. Sneeb, Assistant Fice President

Avax C. WaEsLER, Assistant Vice President

Little Rock Branch

Joun F. Breex, Vice President and Manager

MicaazL T, MoRriarTY, Assistent Vice President and Assistant Manager

Davip T. Rennig, Assistant Vice President

Louisville Branch

Donarp L. Henry, Senior Vice President and Manager

Jamres E. Conrap, Assistant Vice President and Assistant Manager

Grorce E. ReEiter, Jr., Assistant Vice President

TuoMas J. WirsoN, Assistant Vice President

Memphis Branch

L. Texry BriTT, Fice President and Manrager

Pavr L. Brack, Jr., Assistant Vice President and Assistant Manager

AxtHONY C, CREMERIUS, JR., Assistant Vice President
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The Federal Reserve Banks, as fiscal agents, will
hold in safekeeping securies pledged to secure
Government deposits in tax and loan accounts at
commercial banks. Federal Reserve Banks also will
hold securities of member banks in safekeeping. U.S.
Treasury and most Government agency securities are
held in book-entry form by the Reserve Banks.

Securities of the U.S. Government and various
Government agencies are issued, serviced, and re-
deemed by Federal Reserve Banks. In 1978, the Fed-
eral Reserve Bank of St Louis and its branches
processed 38,526 original-issue transactions, 113,160
servicing transactions, and 30,503 redemption transac-
tions on behalf of the Treasury and various agencies,
handling 13.9 million securities with a value of $97
billion. Also during 1978, 313,000 redemption transac-
tions involving coupons of U.S. Treasury and agency
securities were processed by the Eighth District of-
fices, amounting to $78 million.

U.S. Government food stamps also are redeemed
by Federal Reserve Banks. A total of 123 million food
stamps amounting to $504 million were received and
counted by the Federal Reserve Bank of St. Louis
and its branch offices in 1978,

The Federal Reserve Banks also act as issuing and
redemption agents for United States Savings Bonds.
In this capacity in 1978, the Eighth District offices
processed 13,597 669 Savings Bonds on original issue
and redemption as well as reissue and replacement
transactions.

The Federal Reserve System, working closely with
other policymaking agencies in the Government, has
the primary responsibility of formulating and imple-
menting monetary policy, Through representation on
the Federal Open Market Committee (FOMC), Fed-
eral Reserve Banks play an important role in formu-
lating System policy.! The President of this Bank uses
the information gathered in policy discussions at
meetings of the FOMC. In addition, the 12 regional
Federal Reserve Banks contribute to System aware-
ness of local and regional business conditions through
the collection of business, monetary, and financial
data.

1The Federal Open Market Committee 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 perma-
nent members, with four of the remaining 11 Reserve Bank
Presidents serving on a rotating basis. The FOMC directs the
purchase and sale of Treasury and Government agency securi-
ties on the open market.
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The public also has access to data and information _
relating to economic developments through regular
publications of the St. Louis Research Department.
Comprehensive analysis of economic problems and
conditions provides the basis for articles appearing in
the Review, published monthly by this department.
The Review has a circulation of about 42,000 copies -
and is distributed both nationally and internationally.

The Research Department also assists in the bhank
regulatory function by reviewing the impact of bank -
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mergers and holding company acquisitions on the
communities to be served.

mrfice

The Bank Relations and Public Information Depart-
ment establishes and maintains personal contact with
all banks located in the Eighth Federal Reserve Dis-
trict through a structured bank call program and at-
tendance at various banking functions. An effort also
is made to increase public understanding of the func-
tions, responsibilities, and policies of the Federal
Reserve System by distributing films and publications,
providing in-house tours, delivering speeches, and
conducting seminars. Emphasis is placed on main-
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taining 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
assistance is furnished during the first vear to banks
desiring to take part in the program. Last year, 46
Fighth District member banks participated in the
activity.

In maintaining contact with the banking industry
and the general public during 1978, the officers and
staff members of the Federal Reserve Bank of St
Louis and its branches delivered 423 addresses before
bankers, business groups, and educators. The Bank
was represented at 161 banker, 89 professional, and
285 miscellanecus meetings. Under the bank eall
program, 836 banks in the District were visited. Dur-
ing 1978, 987 groups requested flms from the Bank
Relations film libravy, and 6,354 visitors toured the
four Federal Reserve offices in the Eighth District,

Financial Rigfements

The net expenses of the Federal Reserve Bank of
St. Louis in 1978 were .4 percent higher than net
expenses for 1977, Although the increase in expenses
was small, the Bank’s payments to the Treasury in-
creased by 18.5 percent — from $242 million in 1977
to $287 million in 1978.

The $287 million paid to the Treasury was 82.8
percent of total earnings. In 1977, by comparison,
85.1 percent of total earnings was paid to the
Treasury.
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