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he Federal Reserve tsank ofDallas is one of 12 resional l 'ederal Reserve Banks in the United States.

Together rvith the Board o{ Governors in Washington, D.C., these organizations ibrm the Federal Reserve System and function

as thc nai i<tn's c:entral bank. The System's basic purpose is to provide al low of rnoney antl  credit  that u' i l l  ibsterorderly economic

grorvth antl  a stable dol lar. In addit ion, l 'ederal Reserve Banks supervise banks and bank holding companies and provide

crertait't llnancial services to the banking industr--v, the {'ederal government and the public.

Since 1914. the Federal Resen'e Rank o1 Dallas has served the f inancial inst i tut ions in the Eleventh Distr ict.  The Eleventh

District encornpasses approxirnately 360,000 square miles and cornprises the st;rle of Texas. northern Louisiana and southern

Nerv Mexictr.'j'he three lrranr:h oiTices o{ the Feileral Reserve llank of Dallas are in El Paso. Houston and San Antonio.
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s we prepare to relinquish the

leadership of the Federal Reserve Bank of Dallas, we would like to pause

a moment ancl reller:t on the turbulent decade of the l9B0s in this District

and pay tribute to our dedir,atecl enrplovees. who served this Bank and the

region so well. The details of rvhat came to be known as the "Texas

Banking Crisis" are well-knotn, and the key roles played by our examin-

ers and other professionals in the bank super-vision function are readily

apparent. Less appreciated, probably, is the role that the employees in all

offices of the Bank playecl in containing the crisis and preventing it from

l  gsch i  ng  s r  s temi r '  l r ropor l  i rn : .

One can easi lv imagine the explosion in the workload of the

rnembers of our staff n'orking directly or inclirectly in the administration of

the discount rvindrxv. Nerv and different problems required unique and

innovative solut ions as the crisis reached proport ions not seen since the

19ll0s. Yet, the absence of svstemic repercussions is a testament to the

talents and skills of those involved. prol'essionals and non-professionals

alike. as nell as to institutional safeguarcls resulting from the earlier crisis.

'fhe 
Dallas Fecl trulv fac,ed and passed the challenge of acting as "lender

oi last resort."

What rnav not be imagined so easilv, however, is the degree to

whic:h enormous burdens rvere also piaced on the backroom operations of

the Dailas Fed-the extent to which rve were also called upon to act as

"processor of last resort." Corresponclent-respondent relationships began

to break clonn as each sought protection from perc,eived r isks, and exist ing

clearing arrangemenls rvere threatened. Our offices lvere called upon not

onlv to handle increasing volumes ol transactions but to do so in an

environmenl t i f  rapit l l . -v changing relat ionships in a cl imate of r isk and

uncertaintv. These operational crhallenges, lasting several years, affected

virtuallv even. department ancl unit of this Bank. We are tnrlv grateful to

all our ernplovees for the exemplary rnanner in u-hich the,v met the

crhallenges. and rve are proud of theil service to our region ancl our

('ountlr,r.



Our departure ( 'onres r luring a per. ior l  of tr .rrnsit ion, not onlv { irr  this

Banl< lrul also l i l  the nation and i ts f inan<rial systcm.' l 'he country has

enter -ec l  lha t  tc  hope l i l l  be  a  mi ld  and sha l lou ' rc t ,ess ion ,  l rh ich ,

nevel lhelcss. has the poterrt ial  to threaten the incipient ret,ovelv in this

region. The " ' I i :xas l lanking ( lr isis" no lorrgel looks so local or so uniclue

as ol lrel legions erpel ienc'c the patterns that becarne fanri l i t rr  [o us se\.el.a

years ago. \ \ 'e hopc the knorvledge antl  erpcrience gainet: l  bv this Bank

<ran berrel l t  olhers :rn<l help mit igate the inrpact ol ' rvhnt has now bccrome a

natiorral problenr.

As uur ol lrr  -*ervicc r lrarvs to a r.Lrse. rve nish [Jugh Rolr insorr antl

Bo l r  \ ' I cTecr  a l l  the  l res t  as  thev  take  on  the  new r ,ha l lenges  o1  the  l9c )0s .

\Ve erpt 'r ' t  that the t ler l i r : :r tet l  t l i recrtors anrl  etnplovees ol the l 'ederal

I lese'r 'e I lank,f Dallas n' i l l  se.ve as nei l  t lu ' ing thei '  tenure as they r l i t ' l

t lul ing orr ls.

On l)et ernber 31 " 1 990" Adnt. Bdlt.y Il. Innttn, [/.S. ,Vzry (retirerl ),

contpteterl elnt.ost ,\etln,)c(I/'s or o rlirer'tor oJ'the l'ederctl Resenr: Ilank ('

DaLltt.s. tlta lrr,st Jitur rettrs as choimtun of'tlrc bourd,. On Junuury' ,31, I99l,

Rolrcrt ll. Bo.tkirt retiretl.from tln- llu,nA' rtfier nutre thon 37 lcors o.f senice. the

lrrst l0 )t'tu's rt.s prcsidenl rrrul t:hie.f'eteuttire o.llil,er.

(,\s\
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e \\ 'oul( l  l ikt '  to take this opportunity to

t l rank  Bo l r  [ Jovk in  an t l  I ]o l r l r r  In r r ra r r  f i r l  th t ' i l  tnu t r l ' r ' ea t ' s  t t f  leadersh ip  o f

the  [ ' t ' t l e ra l  I lesene I ]ank  o l  l )a l las  t l t r l i r tg  lha t  r ras  p lo l ra l r l v  i t s  { ines t

horrls. \ \  e \rere. inr leerl .  I i r l tunate to har,e at the helrrr thest: t lvo learlers at

n t inre ulren cool l teatls anrl  steatl t ,hatrt ls u'ere stt  crut: ial .  We lvoulr l  et lso

l ike to join t lr t 'nr in tht ' i l  praise anrl trppre<' iat ion oi the performance of al l

ou l  eu tp lo rccs  in  a i l  ou t 'o fJ i t 'es  th r l ing  th t ' tu r l iu len t  1980s .

As l 'e look to the lutult ' .  w.e i int l  that not al l  the trhal lenges are

l lehinrl  us. 
' fhe 

national e( 'or1()nl\  is in a ret 'ession of unknorln t lepth and

rlrr lat ion. 
' fhe 

thl i f t  <'r ' is is l ingels. irnrl  t l re lranking int lustrv remains

Iragi le. I  un<lanrt 'ntal i inant ' ial  le{ ir lnr is intpet 'at ive" especial lv in the area

o l  r lepos i t  insuran t 'e  bu t  in  o t l re l  u r ' ( ]as  as  ne l l .  inc lud ing  the  regu la to rv

stru( ' ture. \ \ 'e har.e no spet ' i { i t  lef ir lnr ploglanr to put { irnlart l  at this t ime,

bu t  ue  be l ie re  s t long l r ,  lha t  th t 'Fec le la l  Reset ' r 'e  shou l t I  t ' on t inue to  p lay  a

nrajol lole in lrank supen' ision. not otr lv as a ne(ressarv at l junr:t  to i ts

t 'onrluct of nronetarl  pol i t ' r '  l rut ulsu lrct 'uuse of i ts toles as Lroth lender and

pl(x'cssor ol last lesolt" as r lest 'r ' i l rcr l  in t l te ac't 'onrpanving letter {rom

. ' \ r ln r i la l  Innran  an t l  I Jo l r  I lovk i r r .

TIre f inaut ial  histon oI lhis legiorr in the 1980s rt: tninds us agairt

o [ ' t l r t '  i u r l ro l t rnc t 'o I  a  cer r t lu l  ] rank  n i th  a  s t r 'ong  reg iona l  p resence and

olrelat ional rrr le. I) isluptiorts in the l) tvl l relrts systerl l .  as rvel l  as (:orl tra(:-

t ions irr t l re rrtearts o[ partt t t 'nt" r 'an t lr t 'eatert the I ir tant: ial  strt t t : tr tre that

su l ) l )o l ' t s  o r r l  t ' r ' o r to rn i< '  ne l l - l re ing .  Ot r l  leg iona l  o l te la t ions  \ re re  a l l

iu rpo l tun t  t ' l t ' n re r r t  in  p le le r r t ing  t l r t ' l rank ing  s i tua t ion  f lo t 'n  t 'aus ing  these

lvp t ' s  o l  r l i s lu l r t ions .  \ \  e  too  I ro l re  tha t  uhat  th is  Bank  hers  lear t re t l  t ,a r t

l renef  i t  o the ls  lha t  r r rav  e rp t ' r i t r t c t ' s i rn i la r ' [ ) ressLr res  in  the  nxrn ths  anc l

\ t ' i u s  t o  ( ' o l l l ( ' .

Wilh  the  a lu r re  in  r r r i r r t l .  on t 'o [  t l r r '  Bank 's  o l r jec t i ves  in  the  conr ing

\ear ' - *  i s  to  r 'o r r l in r re  ou l  re r t 'u rc l r  in to  t l r t ' t ta t t t te  a t r t l  t ' auses  o f  our

f lnant ' ia l  t ' r ' i s i s  anr l  poss i l rh  L 'sson-*  anr l  i r r rp l i ca t ions  l r t r  o thers  an t l  fo r

{u t r r le  re f i r l r r r .  , \no l l re l  goa l  n t 'hare  f i r t  t l re  I ]ank  is  l rase t l  on  ar t  oppor t t t -

n i t r  l i r l  th r ' l i r t t r r t ' r ' a t l re r  lhan  a  rev ien 'o f  t l re  pas t - tha t  i s ,  the  prospet ' t  o l '

a  h is to l i t '  l l ee  t ra r le  a r ' r ' i l ngernent  l i th  \ l t r i co .  IJ t  v i t ' tne  o f  ou l  geographv



as \\ iel l  as our intercsls, 'r ,r ,e hope that this Bank can be a leader in explor-

ing Nolth-South trade issues ancl rnake a c:ontlibution torvard Ii'eer trade

with oul ncighbors to the South.

Our experience in the l980s rvas a reminder not only of the

importanr:e of a strong regional plesencre ancl operational role for our

"dec:entralizetl r:entlal bank" but also of the importance of private-sector

part icipation antl  the absence oi pol i t ical pressures. Central bank inde-

pendence is crucial to the long-run health oi any economy. That indepen-

denr:e can be threatened both l:ry those who <:onsciously wish to thwart it

and b.v institutional arrangements and circumstances as well. Just as a

benevolent deposit insurance system could help undermine market

discipline arnong banks and thrifts-almost unnoticed over a period of

years-so too can a monelary systern burdened by growing budget deficits

and government debt undermine the independence of the central bank in

its cronrluct of monetary pol icv. The acr:ompanying essav in this report

adclresses this conc:ern.

As rve nrove into the 1990s, ive look for-n'ard to serving the institu-

t ions antl  the people oi the l l leventh Federal Reserve l l istr ict.

On Jonutry l, 1991, Maj. Gen. Hugh G. Robin,son,, U.S. Arm1.

(retiredl, ussttnter! the t.'hoirntanship o-t''the boarrL of tlirectors oJ the |-edelal

Resen:e &tnk of'Dal,los, r4fter seruing as o dirt:ctorJbr six yeors. Robert D.

McT'eer, Jr., beutne presklettt and chieJ exertLtit,e oJJicer of the DaLlas Fed,

ffictiue Februrrt' 1, I 991.

K//48 /ilf"'*/,



T Y

P

T W O

P E S

A P E

. T H E

C A S E

o [ '

R:

I 970, our nation's federal budget

t lef ici t  avelagerl less than Sl b i l l i on  annua l ly ,  on ly  once exceet l ing  $1 t )

bi l l ion. Dellci ts of the I970s seernetl  to r lwarl those of the previous era.

averag ing  near lv  S30 b i l l i on .  w i th  a  h igh  o f  $59 b i i l i on  in  1975.  More  recent

t lel ir ' i ts. Ixr lever' .  clrvarl  even those of the 1970s. Federal budget clel ici ts t t{ '

tht '  l9t lOs avertrged nrore than $142 bil l ion. and estimates nor point to

t lel ici ts of mole tharr $300 lr i l l ion in the neur-tenn f iscal vears of the 1990s.

lVhen gor,ernment rul ls a budget del lci t .  there are two types ol paper

that can f inance that r lel lci t .  One tvpe is interest-bearing paper, knolvn as

gor;enrrnent r lelrt  arrr l  issut ' t l  hv the U.S.' l ' r 'easurv. The other is non-interesl-

heal ing paper, knol 'n als monev or '( 'Ll l ' ren('v and issuetl  by the central bank,l

( , i leat i  ng

I inan<'e r lel lci ts f i 'orn a gor enrnrent I iscal stanrlpoint bec'ause currency t loes

rrot lreul irr telest. Culrt 'nc'r '  t ' r 'eut ion. holever, ( 'auses hf lut iort,  tvhic:h

t lansIels lesoLu'( 'es involuntal i l t  {r 'onr t l t t '  pl ' ivat{]  se( ' tor '  [o thc let leral

g o \  e f n n l e l l t .

This essav algnes that centlal bank indepenrlence is mote irnprortant

tot lav than at aur,t inre in histon'.  Becatrse f iscal int 'entives forinf lat ion gro*

as govelnnlent r lebt grorvs antl  i rr  l ieiu ofthe huge lun-up in governnrent debt



in the 1980s, with prospects for continued growth in the 1990s, we believe

that the principal mission of our nation's central bank is at risk.

Created to operate independently

Reserve has as its principal mission the

within government, the Federal

provision of a stable medium of

exchange for the na1i6n-3 stable money.2 This is accomplished by the

establishment of currency and by the control of money's value, which, in

turn, is accomplished by controlling money's supply.

The central bank's job of limiting the expansion of money, however,

becomes much more difficult in an environment where the volume of paper

f"rt/.*"*y "*/

ft"/rrn ^ A

lrU.t"*ty

ruutle o"/tutek

"*/ 
,rl-/.rrilt lJ

/aue,r,lof the other type-debt-is large and expanding. As government debt

bu i lds .  the  f i sca l  benef l t s  f rom in f la t ion  bu i ld .  c rea t ing  ever -grea ter  p res- unh,m /

sure for the monetary authority to inflate.

Our aim in this essay is to provide a convincing case for the view that

the power to spend money and the power to print money must be separate and

independent powers within

the money-spending and

government. We believe that the separation of

money-pnntrng powers within government is

essential to the efficient production and allocation of resources in society.

The principal point is that in order to continue to control inflation in the

United States, the independence ofthe Federal Reserrye must be preserved.
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INFLATION IS  A MONETARY PHENOMENON

Our case begins with the premise that in{lation is a monetary phenom-

enon. Economists disagree on many proposit i ,rns. But the one proposit ion on

which economists perhaps most widely agree is that ext 'essive money creation

i r  I h e  r , ' o t  r i - t u s e  r t l ' i n l ] a l i o n .

In{lat ion is r ising prices, but a price is simply the number of pieces of

paper-Fecleral Reserve notes, or money-that it takes to buy a good. The

gl'eater the volume of rnoney relative to goods in the economy, the greater rs

the price ofgoods. lnf lat ion results, therefore, when the volume ofmoney in

the ecronor.r.ry grows too i'ast lelative to the volume of goods and services.

Dvitlence {rom 79 countries over the post-World War II period shows

thal rvhen rnoney grorvth is high, inflation is also high (Chart l).'\The data thus

attest to the prenrise that excessive money growth causes inf lat ion.

EASY MONEY DOES NOT AID ECONOMIC GROWTH

Although excessive mortel r 'Leation causes inf lat ion, one argument

often given in favol of expansionary monetary polisv-or o'easy money"-i"

that eas.v money aids economic growth. llconomists have not reached a

consensus on this issue, but few would claim that money growth can provide

anv lasting or long-run boost to ecronotnic growth.

Dconornic gron-th is rising real income. or real earnings; but money

print etl is nor money eur ned. That is to say, the mere at t ol printing monel does

not, in and ol i tself ,  change the amount ol goods and services avai lable in the

economy, nor does i t  have any last ing inf luence on an economy's potential to

protluc:e additional go<itls and sert'ices. Lasting real income growth can occur

only rvhen f i1i2s13-11sing their minds, hantls, tools, and technology-u'ork

together to produce a greater volume of goods and services. While the creation

of a national currency and a monetary and bankin g , stem can facilitate this

process, the excressive creation of money leads <,,nly to unstable prices-that

is, to inf lat ion.

Dvir[encre frorn 79 countries over the post-World War II period shows

no general ly posit ive relat ionship bet 'w'een a couniry's rate of real economic

grorvth and its rate of nronev creation (Chart 2). Real income growth tends to

center in t l ' re range of 3 to 5 peroent acloss countr ies, and countr ies with

higher rates ol real inc-ome growth clo not generallv tend to be those rvith higher

lates of mone\. expansion. A more c:areful look, in fact, would show that as

ini lat ion l ises, i t  can actual ly lead to a reduction in output and employment.



INFLATION DISRUPTS

AND ALLOCATION OF

THE PRODUCTION

RESOURCES IN SOCIETY

Economists have extensively studied ho'lv inflation can all'ect eco-

nomic well-being anrl have rea<:hetl  considerable agreement.+ Because

inl lat ion's el lects are well-documented, we wil l  not attempt to prove them

here.

Among its most rviclely cited ef'fbcts, inflation has the tendency to

arbit lal i ly ivipe out the r,alne of incorne saved in the form of money, ani l  i t

shili,* real lvealth fi'om cleclitors lo debtors.'llhere are other consequences as

welf .  Inf lat icrn t 'an leacl kt areductiori  in emplovment an(l  output. Inf lat ion

transfels resources to the public sector, al lowing the govenrment to be larger

than i t  othenrise rvould be rvhi le reducing the purchasing powerofthe private

set'tor'. Inflation can leacl kr an ineflit'ient utilization of an economy's

prodrrct ive resources anrl to an inr:orrect mix ofproduction in society. ln short.

inl ' lat ion r l isrupts the protlur:t ion and eff icient al loc'at ion of lesources in

socl( ' t)- .

W H A T ,  T H E N ,  I S  B E H I N D  M O N E Y  G R O W T H ?

Broad-lrasetlevidence supports the vierv that while money growth antl

real er,onomic a<:t ivi tv are general lv unrelated, rnoney growth causes inf l i i -

t ion. \ [ 'hy. then" don't  mole central barnks acnrss the world simplv set money

grouth at rates that leercl to no inflation? Such a polit:y'rvould provide prir:e

stalr i l i tv. sirni lar to that experient:erl  in Japan and Cermany. ' lhe answer, most

assuledly. l ies i l  governrnent lrudget r lel ici ts and the way they are f inanced.

Chart  1

Average inflation and
currency growth in 79 countries

Chart 2

Average income growth and
currency glowth in 79 countries
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HOW GOVERNMENTS FINANCE BUDGET DEFICITS

Guvenrnrent e.rpenditures r:an he dividecl into trvo lrroad c::rtegories:

go\,elnnrent pr.r lchases (such as social spending. nri l i tarv spentl ing, education

outlavs) antI interest on outstanding govelnment debt. The government

financ,es these expenditures in lrasir:ally t$.o 'l\'ays: by taxation and by

borlowing (Clrctrt ,7).

Bv definition. government runs a budget delicit when expenditures

erceed tax receipts. The government funds the defici t  by sales ofdebt to the

private sector. But here's rvhere money creation enters the picture. The

central bank c:an der:icle to ailow all of the increase in the public debt to remain

outstanrl ing. or i t  t 'an "monetize" a porl ion ofthe defici t  by, in elfect, print ing

culrency and purcl'rasing.. government delrt.

To i l lustrate the inpl icat ions of this choice, consider the example of

a $1.50 bi l l ion U.S. budget defici t  (Chart 4). Because government expendi-

tures ercer:d tax rec:eipts, the' l i 'easury sel ls,$150 bi l l ion of newly created

go\,elnment sec'urities to the private sectof, and government debt thereby

incrreases init ial lv brr this arr lount. The Fecleral Reserve chooses to respond

lrv pulcrhasing on the open ntarket, sav, $i l0 bi l l ion o{ government securit ies,

using f irr  this pun'hase S30 bi l l ion of nelr, lv crealed Federal Resewe notes

(that is, t 'ulr t 'nc1').  Orr net, then. ' l ' r 'easulv papel in the economy l ises b,v Sl20

lr i l l ion, and Feclelal l lesi ' t ' r 'c paper r ises bv $l l0 bi l l ion. 
' fwo 

types ol paper

ale <,r-eatet l  as a lesult  o1'the del lci t .

GOVERNMENT BUDGET DEFICITS

ARE FINANCED BY CREATTNG DEBT AND MONEY

Govelnnrent budget clel ici ts leclui le the cleati t .rn of governnrent paper.

' l 'he 
t 'entrtr l  bank r:annot detelrnine the total volume of governrnent paper-

nrorrev 7r1rr.r t lebt- in lhe economv because the t:entlal bank cloesn't  deter-

rnint ' t l r t 's ize of the del lci t .  Hol ever' ,  the t 'entlal bank can and ult imatel-v does

rlelelnrine t lrc t ' r tent to rvhi<'h go\,elnnrenl paper in the econourv is deht or

l) lone\:.  
' l 'his 

is r lorrt '  ln t 'er.t l l t t l  l rank ercrhanges of gor,emnrenl r lebt for

l l lone\ '-( 'ol lunonl y lelel let l  [o irs ol l t ' t t  r t talkert opelul. ions.

lV l ra t  t le te ln r ines  a  cent la l  bank 's  c l ro i t ' t ' o l  hou,much rnone) ' to

c reatr '? ( larr ' t  t  l re cent lal  ban k sinrplr:  r 'ontlut ' t  nroru'tarr,  Pol i t 'y independently

o [  l i sca l  t le l ' i t ' i t  o l t l t ' l r t  t  ons i t le la t io r rs l ' l ' ha t  i s .  r 'an ' t  monev grorv th  s i rnp lv  b t

lest l i t ' t t ' r l  to t l ic lale t 'al ler l  f i r  to t 'onlrol inl lat ion. regaldless of the tax,

spor r l ing .  a r r r l  r le l r t  po l i t ' i es  o f  goreL t i t t t cn t? ' fo  ansrver these ques t ions ,  i t  i s

iutpoltant to Lur( 'o\el '  the l ist 'al  l rene{its f lom inl lat ion-sper: i f ical ly, how

tttnttev cteation lolers the t 'osl lo f l ( l \ ,el 'nnlents o{ running clei lci ts.



HOW GOVERNMENTS BENEFIT FROM INFLATION

Governments derive fiscal benefits from easy monetary policy and

from its implied inflation in several ways. One of the more common claims is

that easy monetary policy makes the real economy strongerand thereby boosts

the tax base, so as to reduce the fiscal deficit. As argued earlier, however, easy

money does not provide any lasting or long-run boost to economic growth. We,

therefore, place no reliance on this claim in demonstrating how governments

benefit from inflation.

More important, and often ignored, are three other basic incentives

that the fiscal authority has for the central bank to inflate: First, inflation

erodes the real value ofoutstanding government debt. Second, central bank

purchases of government debt lower the government's net interest obligation

because the interest on government debt purchased by the central bank is

returned to the government. And third, purchases of government debt by the

central bank tend to lower the real interest rates at which this debt is financed.

These inducements for inflation can be strong; yet, they are typically either

overlooked or not fully appreciated by many citizens. Let us, therefore,

explore each of them more completely.

Chart  4

A $l5O billion deficit and how it is financed:
A hypothetical example

Chart  3

Budget of govetnment

Expendilures Receipts
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Irtflation. erorles th.e real uaLue of outstanding goaernment, debr. First, gov-

ernments bene{it from easy monetary policy because inflation erodes the real

value o1 oulstanding government deht. Given today's $2.3 tr i l l ion outstanding

stock of publ ic debt, l0-percent inf lat ion. for example, would erase $230

billion in real government obligations annually (.Chart 5). This is in contrast

to a fiscal benefit ofjust $52 billion lrorn l0-percent inllation in l9B0 and a

{iscal beneil t  of only $26 bi l l ion in 1974. Thus, the f iscal benefi ts from

inflation {i'orn this sriurce have increasetl greatly in recent years.

Eosy m.oney renrns more interest poyments back to the Treasury. A second

incentive that governments have for the r:entral bank to adopt a looser

nlonetary stance antl to inllate pertains to the rnatter ol interest paymenl.s on

outstantl ing governnrent debt. When the r:entral bank purchases government

debt, the intelest payrnents on that debt return to government. For al l  intents

and purposes, the governmenl no longer has an interest obl igation on

govelnrr lent debt bought by the central bank.

The l'ederal lleserve returns to the'l'reasury virtually every dollar of

interest earned on holdings of government securities (Clrurt 6). Indeed,

Fer[era] Reserve leirnbursements to the Treasury totaled fi264.7 billion over

the periorl 1947-90, and Feder-al Reserve interest ealnings on government

securities totaled $260.5 billion-refler:ting virtually complete reimburse-

rnent to the Treasury of Federal Reserve interest earnings.; Thus, the creation

of rnoney by the Fedelal Reserve lowers the govelnment's interest obligation.

Eusl ntone.t knt,ers the real inlerest rote poid on gouernment debt.. Covernment's

third incentive lbr the central bank to atlopt an easier monetary stance relates

to the matter ol interesl rates paid on governrnent sec'uri t ies. To the extent that

the central bank can lorver the interest rates on government debt through the

purcrhase o{ this t lelrt ,  the government benefi ts from a reduction in the debt 's

interest burden. ' l 'hough not unanirnously acceptetl  among economists, there

is evidenr:e that the real funding cost to the Treasurv-that is, the real interest

l'ate on govelnrnent securities-is directly related to the stock of government

debt in the econonrv and inversely related to the stock of money in the

economy.

The Federal Reselve increases the quantity oi money through open

market operations. In essence, the l 'et leral l leserve's open market operations

leplat 'e f lovemrlrent r lelrt  with nervlv issued curlency, thereby decreasing the

aulount of govelnment debt r-elat ive to money in the economy. By the same

token, open nrarket operations. b.v r-educing government debt outstanding,

r lecrease the arntiunt of governrnent delrt  relat ive to gross national product

/2



(GN l ) ) .  l ) r ' t  l i n t ' s  i r r  c i lhe l  lu l io  l rene l l t  the  go l r : r 'nur t 'n t  u  i lh  lo re l  rea l  l i rn t l ing

r , o s l s : t h r l  i s . t l r r r l e i s a r r o l i c e a l r l e c o l r e l a t i o n l r t ' t u ' r ' e r r e i t h e r l a t i o a n d t h e l e a l

in ten 's l  l i l t ( ' ( )n  lao \en l l l ren l  r leb l  ( ( , ' / r c11  Z) .  In  th i "  \ \ i r \ ' "  J l l  e r rs ie l  monetury

po l i t ' t  nou l r l  fu r lh t ' r ' r t ' t l u t ' r ' l hc  t 'os l  to  go le l r rn ren l  o [ f inan t ' ing  i t s  t l c l i c i t s .

In at ldit ion to the leal intelest latc eJlt ' r ' t  <'auseri by lhe slrbst i tut ion of

rnortt ' t ,  l i rr '<lelr l .  t l re go\,elnlnent 's intelrst ( 'osts al 'e ret lucrecl l iecause at ' t ive

centlal l rauk palt icipatiort in {aovel ' l lnlelr l  bond rnalkt: ls incr-eases the rnarl<et-

ab i l i t r  anr I  l iqu i r l i t v  o I  govenrnrer r l  r leb t .  ln  so  r lo i r rg ,  the  cent ra l  l rank

enhances  t l te  a t t t r t ' t i ro ress  o l  ou 'n i r rg  go le rn l l len t  r . le l r t .  u l r i t ' h  n rakes  inves-

tols l  i l l ing to trt  <' t 'pt a lorvel interesl letuln lcl .r t ive to that ol other inr.est-

nrents. l 'his l i t luir l i t r  t '11i ' t ' t  l t ' i rr l i rn'es the r lesi lal) i l i t \ , .  f i l )m the govelnnrent 's

po iu l  o l  l i r :1 .  o I  t ' cn t l l l  l ra r r l<  r r ro r re l i za t ion  r l  govent rnent  t leb t .

Char t  5
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government debt
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Chart  7

Debt-to-money ratio' debt-to-GNP latio'
and the real interest rate

Debt to Money
I Batio

Rat  o

Interest  Rate (Per cent)
1 0

B

6

4

1 0

B

6

4

2

0
-2

8
7
6

5

4

3

2

1

0.8

0 .6

4 .4

4 . 2

0

Debt-to GNP
Ratio

2.000

1 .500

1 ,000

500

0

Chart  6

lnterest earned on govetnment securities versus
Fed reimbursements to the Treasury

Bi  I  on Dol  ars

25

2 A -

1 5

, , + .
'65 70 '75

i 0
- .  - -  - - +  2'80 '85 90

lnterest  Bate (Percent)



.""lrr/lt,4

WHAT DO RECENT FISCAL POLICIES IMPLY

FOR GOVERNMENT'S INCENTIVES TO INFLATE?

We have argued that an inflationary monetary policy lowers the cost

that governments face for continually running budget deficits. A reason, then,

'lvhy more central banks across the world don't simply set money growth so as

to have no inflation is that there are fiscal benefits-benefits that accrue to

the fiscal authorities-from a looser monetary policy and the central bank is

often obliged or even pressured-directly or indirectly-to help solve the

government's fiscal problem. Such pressures can be exhibited in a variety of

ways: through legislation or constitutional provisions that mandate the pursuit

offiscal objectives by the central bank, through participation offiscal agents

in monetary policy-making at the central bank, or through such subtle means

as the central bank attempting to hold down interest rates in the face ofa rising

public debt.6

In our own nation, with recent huge increases in budget deficits and

an expanding public debt, we believe that the fiscal pressures for inflation

have intensif ied.

B U D G E T  D E F I C I T S  O F  T H E  1 9 8 0 S  W O U L D  H A V E  P R O D U C E D

S U S T A I  N E D  D O U B L E - D I G I T  I N F L A T I O N

To get some idea of just how great the fiscal pressures for inflation

have been recently. it is useful to consider three hypothetical monetary

policies-policies that the Federal Reserve could have followed over the

period l9B0-90. We emphasize that these are policies that the Federal

Reserve coulclhave followed to help fund the fiscal budget deficits and ease

the Treasury's financing burden:;

POLICY A: Maintain the economl:s rotio of gorsernment debt to money.

POLICY B: Maintain the economl's rcttio of gouernment debt to Gl,{P.

POLICY C: Monetize a constant share of the Jiscal budget deftcit.

The first two policies are important to consider because either might have

helped hold down the increase in real Treasury interest rates during the 1980s

anil thereby rnight have reduced the Treasury's funding costs.

1) /utLl,



T l r c  t h j l r l  l r o l i l r  u c  c o r r s i r l t ' r ' i s  o r r e  i n  w h i < . h  t h c  l . ' t ' r k , r ' a l  l l r s o r t .

t ' o n t i t r u e r l  t o  t t t o t t c t i z r ' F , - o \ ( ' r ' n n l ( ' l r l  l r r r t l e e t  r l e { i t ' i t s  i n  t h e  I 9 [ J 0 s  t o  l h e  s a r r r e

t l t ' g r tcasp l t ' r io t rs l l - .a r ' .  l l r r rn  l9 . l r0 to  l979.  l "o l t l re i }0 -vearper io r l  be l i r le

l9[]0. tht ' l" t ' r l t lal  l l t 'selr,e rrrorrel izerl ,  on i1\,(:r 'aF,-e, r 'oughly i36 pelt.ent o{

budgt:t  r lcl i r : i ts. t l rc rcrrrairr ing (r4 pelcent bcing l inancred bv incrreases in

privdte ht i l r l ings o1'publ i t '  r lelrt .  l )ur- ing the 19t30-90 periot l ,  hol.ever. F edelal

Resclvc nronetiztrt ion o{ del lci ts lel l  to onl i .  J I  percrent (Chrtrt  8).

Untlelthese prol icies, three dist in<:t ly di l Ier:ent price paths $()uld have

occurrerl  or,er the l980-90 period-al l  signif icantlv higher than acrtual

experience (.Clrurt 9). H ad the l 'eclelal Rcsen'e rrontinued to monetize roughlv

36 pelcent ol the del ir : i t  (pol icv C), the i iscal del l t , i ts of the periocl rvoulcl have

led to inl lat ion lates averaging rrearly I  i3 perccnt l i rr  the dec,ade, with a peak

inf lat ion rate r i f  more than 2l percent in l9U2 antl  l98l l .  Had thr-- Fcderai

Reserve. instt- 'ar l .  actcrl  to rnaintain the econorny's stocrk of debt relat ive to

rnor.r{rv t l t  i ts level at the end of the 1970s (pol icv,, \) ,  inl lat ion n,ould have

averagcrl nrole than l  0 perc:ent for the period, reac,hing a pr:ak o{ l  (r  percent

in l9U l .  r \nrl  had thc l . 'et ler ' :r l  l leserve tr ied to avoir l  a r ising clebt-to-( lNl) rat io

(pol ic,v l3). the f iscal defir : i ts r loul<l have implict l  an average of rnore than 9-

per( 'enl inl lat ion fol the pt:r ' ior l ,  with a high ol lT per<:ent in l982.

Chart  8

Monetization of the deficit

T
1 9 8 0  1 9 9 0

Char t  9

Actual and simulated prices
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THE FISCAL PRESSURE FOR INFLATION CONTINUES

T O  B U I L D  A S  C O V E R N M E N T  D E B T  B U I L D S

What the Federal Resene at'tually did over the past decade was to

pursue none of these h.-vpothetical pol icies but a comparatively independent

monetary policv-u,hich lesulted in slorver money growth than under any ol

the alternatives. And inflation for the period averaged only 472 percent. This

resuit was accomplishetl b1' the Federal Reserve adopting a path for the

suppll '  of nroney that did not rnirror the path of government debt (see Chans

5,7, aml 8). ' l 'he f 'et leral Reserve did not monetize the huge increases in

govenrment debt antl ,  c:onsequentlv, did not impose double-digit  rates of

inf lnt ion on the economy. But because of the refusal to monetize the f iscal

butlget rleli<'its. their legacv is still n ith us todav in the form of a huge stock

ol outstancl irrg govel 'nment r lelrt .  
' fhe 

pressure lbr the Federal Reserve to

inl l tr te st i l l  exists and. int leetl ,  crontinues to bui ld as government debt swells.

IS  THERE A WAY OUT?

I)o lisc:al delicits oblige the central bank to in{late? Evidence lrom l7

OFICD countr ies lol the period i9713-86 indicates that there tends to be no

ciear lelat ionship lretueen a c'ountrv's inf lat ion rate antl  i ts clef ici t- to-CNP

rati<t (Chttrt 10).rj The Netherlnnds and Belgium. lirr example, have relatively

high r lei ici t- to-(]NP rat ios but have relat ively low rates of inf lat ion, while

Nonvay antl  l ' inlanrl  have relat ively lot '  defici t- to-CNP rat ios but have

relat ivelv high inl ' lat ion rates. What, then, enables some countr ies, but not

others. to have lorv inflation rates tlespite high deficits?

T H E  A N S W E R  I S  C E N T R A L  B A N K  I N D E P E N D E N C E

The ansr-er'. r,e lrelieve, lies in the degree of central bank indepen-

t lence." 
' l 'he 

evit len<:e points to a cleat '  c 'orrelat ion between central bank

irrclepenrlence and inf lat ion (Churt I  l ) .  When c'entral bank independence is

high. inf lat ion is general ly lorv. But rvl .ren the t:entral bank is more t. ied to the

{iscal objecrtives of guvernrnent. higher inllation typically results.



CENTRAL BAN K IN DEPEN DENCE

IS THE KEY TO CONTROLLING INFLATION

Tlre t 'onclusion \\e ( 'olne to is st laightl i rn,arcl.  Central bank indepen-

dence is lhe kev to c'ontrol i ing ir t l lat ion. Within govr)rr)ment. the agencrr:

control l ing the print ing pre'ss r lust not lre the same ono nlaking out the brrdget.

The people l  ho pl inl  nronev antl  those rvho spencl i t  rnust not lre the same, and

insti l  ut ional an'ungernents tnust lre calelu I  lv t 'onstlucted to keep both groups

at anl l 's length. 
' Ihe 

<'onclusion. rve lrel ieve. is t ' lear:

Chart  1 1

Average inflation and centlal bank
independence in selected countries

M o t l e r  l t e J l i o t t  i s  o t t e

Switzerland
Germany

Japan
United States

Nether lands
Belgium
Canada
Norway
Sweden

Denmark
France
Fi  n land

Uni ted Kingdom
Austral ia

New Zealand
SPain

Italy
rva.v o{ pa1,ing for a llscal budget defir:it.

c 'heapest. utosl expedient Nay to pay-,

the stantlpri inl  ol gover-nrnents.

0

Inf lat ion (Percent)

Monel t ' reation is the

as viervetl  fronr

Monev lreal iorr.  horrever, c 'auses inl lat ion. ln lac't ,  i t  is through

irr{ lat iorr that gor,enrnrents'  1lsc'a[ ]rcnel i ts largelv accrue.
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sharplv in tet 'ent r:ears.

Thu...  the inrlepcntkrnt 'er of lhe l 'et lelal Resen'e l l i thin govelnnrent is rt tott :

essen l ia l  than eve l  i i  i n l la t ion  is  to  l re  kep l  unr le r  c 'on t lo l .
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and inflation in selected countries
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N E W B U I L D I N G

n I92l . the Fecleral Reserve Bank of

Dallas opened the doors of its new building at 400 South Akard St.

and began an era oflinancial leadership in the Southwest. In the

summer of 1992, this leadership rvill be reaffirrned symbolically

rvherr the neu-headquarters building at2200 Pearl St. is completed.

The Board of Governors ofthe Federal Reserve System

approvecl the plans and budget for the new Federal Reserve Bank

of Dallas headquarters bui lding in F-ebruary 1989. As a result,  a

huilding site at the rrortheast r:urner of Woodall Rodgers Freeway

and Pearl Street irr downtown Dallas rvas purchased. The

gloundbreakin€l ceremonv rvas held June |21,, 1990.

tr(ohn Pedersen Fux Associates of New York designed the new

building. The f inal bui lding clesign documentation and implemen-

tat ion trre being handled by Sikes Jennings Kelly & Brewer of

Houston. Austin Comrnercial ol Dallas is managing general

contrac:t ing services. "We wanted the design to be t imeless-

expressing strength, stabi l i ty anrl  dignitv. l t  has to comrnunicate the

strong. inrlependent r.ulture oi the Southwest and inr:orporate all the

new technolog1'avai la| le lo rneet the leeds of the Dallas l 'ed lbr

the next 25 vears." says Richard F-lovd, project nranager for the

building cluring planning and the early stages of construction.

Throughout the 764,000-square-foot bui lding, publ ic and

plivatc areas have been thought{ul ly intermingled to achieve a

sense ol r,ornmunity r,vhi le providing the utnrost se< uri ty to sensit ive

areas.

Ther bui lding rvi l l  offer a panoranric view of clorvntown Dallas

and rvi l l  l re neur both the Arts Distr ir : t  and the historic Starte-

' fhouias 
neighborhood. ' fhis 

location al lows the Dallas l-er[ and i ts

people tr.r remain an integral part of rlowntorvn while taking

atlvantage ol the cultural assets r i f  their neighbors.



B O A R D  O F D I R E C T O R S

Federal lleserve Bank has a nme-

member board of directors that oversees operations under the

general supenrision of the Board of Governors ol the Federal

Reserve System in Washington, D.C.' fhese directors are chosen to

represent various interests and concerns within their District and

bring to the boards a broad range of expertise. The nine directols of

the Head Ofllce board are divided into three classes ol three

each-Classes A, Il and C. Class A directors represent the member

commercial banks throughout the District and are usually bankers.

Class B and C directors are selected to represent the public and

come from such backgrounds as agriculture, comnerce, industry.

service, labor and consumer groups, among others. Member banks

in the District elect Class A and B directors, while the Board of'

Covernors appoints Class C directors.

Directors who ser-ve on the boards oi Federal Reser-ve

Branches are not elected but are appointed by the merlbers of the

Head OITice board of directors or by the Board oi (lovernors. 'Ihese

seven-member boards consist of four mernbers appointed by the

Head Office board and three members appointed by the Boaltl of

Covernors. The Branch board members also are r:hosen to l'epresent

banking as well  as publ ic and business interests.

Dach board meets once a month, and the members confer r.rn

Reserrte Bank management decisions as well as economir., <'onditions

and monetary policy. Board members play a direct role in the Bank's

management because thev are responsihle for appointing the Resene

Bank president and first vice president, subjer:t to the approval ol the

Board of Covernors, and for appointing all other oilicers o{ the llank.

They are responsible for the Bank's budget and expentlitures and. in

addition, review the annual intemal audit program.

I)irectors play a vital role in the lormulation of monetary

policy through their advice and counsel to the Reserve Bank

president. They provide firsthand economic and {lnancial inforrna-

tion as input for meetings of the Federal Open Market Cornrnittee-

the top monetary policy-making urrit of the Federal Reserve

System. In addit ion, directors recommend, subject to review and

determination by the Board of Governors, the discount rate to be

charged by the Federal Reserve Bank.

'sn

Federal Reserue Bank of Dallas

Head Offi.ce

Cha i  rn ran :

\ r ln r .  [ ]o l r l r r  I ' i .  l r r rnar r

[J .S .  \a r r  ( re t rn l )

P r i r a t e  l r r r e s t o r

A u s t i n - ' l ' e r a s

l )eput r  Cha i rn ran :

i \ la j .  ( )en .  Hugh ( ) .  l tob inson

U . S . , \ r r r n  ( r e t i r e d )

( lha iunan o l  th t , [ ]oar r l  a r r r l
( lh ie1 '  l , xecu t i r  e  Of l i cer
' fhe ' l ' e l ra  

C loup Inc .

l )a l las . ' f cxas

Char les  T .  [ )o r lc

Cha i rn rar r  o f  the  lJoarc l  and
( lh ic f  l l xccu t i re  Of f i  cer
( ]u l f  \a t iona l  l Jank

Teras  C i tv , ' l ' r ' xas

' l ' .C .  
l ' ros t

Chtrirnran of thc Boall

l . l r s t  Nat iona l  l lank

San A ntonio. 
'fexas

Robert C. Creer
( lha i lnan o l  thc  l ]oa l l
' l ' a r r g l e * o r l  

l l a n k .  N . A .

Houstor r . ' l i ' ras

l , e o  l l .  l , i n b e c k .  J r .

Cha i rn ran  o l  thc  l Joar r l  anr l
( ih ie  f  l }e  cu t i r  e  O l l i cer

l . inbe t  k  Cons l ruc l ion  ( lo rp .

Hor rs ton . ' l l ' ras

I tober t  1 , .  I ' l l uger

l lan l  he  r

San ' \nge lo" ' l ' exas

(larv Fl. \\ rxxl

I ) res  i r len t
' l 'exas 

Research League

' \ t rs t in "  Texas

I)erlon \ ates

[ ) res i r  le r t l

\  a t e s  l ) r i l l i n g  C o .

Ar les ia .  Ner r  l \4er ico

Fedenil Aduisory Council Member

Ii lrnall (1. Steinhart

Cha innan o{  lhe  l loar r l  anr l
( . lh ie f  Execut i r  e  Of l i cer
' l ' eanr  

l Jank

I )a l las . ' l i ' xas

EI Paso Branch

llh ai rnriur:

l )o r ra l t l  (1 .  S tevens

Owncr

Stevens  Oi l  Co.

lloslvell. Nelv Mexico

Clrairnrarr l)ro Tern:

W. Thornas Beartl. III

Presiden I

l ,eonc i la  Cat t le  Co.

, { l J r in t : . ' l ' exas

l lenn B.  E l l i s

I 'resirlertt and Chie{ Credit Officer

l\4Bank El Paso. N.A.

Fll l taso.' l 'exas

W avne Merritt

President
( i lay r les ta  Nat iona l  Bank

Mirl land. 
' l 'exas

Diana S.  Nata l i c io

President

The University of l 'exas at El Paso

!ll l)aso,'fexas

Flthel Olson

( J\\,n er

NA\ i l l lE  o f  l tu i r loso

Ilu it loso. N erv Mexic'o

H unrlrerto l ' . Santbranr

itresident

SanrCorp Gcneral (lontrat:krrs

ll l  l 'uso. Texas

Horcton Branch

C ha i rn ran :

Antlrew 1,. Jelierson, Jt.

AItornct

Jefferson and l\ ' l irns

I Ious ton" ' l ' exas

Chairnran Pro 
' l 'enr:

( l i l ber t  D .  C laedt :ke

Chairnran of the lJoard and

Chie l  l i xecu t ive  O{ l l cer
( lac tk :ke  Et lu ipnren t  Co.

Houston"  Texas

Jur lv  Ley  A l len

Al lcn  Lrves tments

l lous ton ,  Texas

Jef f  Aus t in ,  J r .

President

l ' i r s t  \a t iona l  l lank  o f  Jacksonv i l le

Jacksonv i l le ,  Texas



A D V I S O R Y C O U N C I L S

Jenard N'I. (lross

Pres i r len t

Cross  [ ]u ik le rs  I r r r ' .

Hous ton . ' fexas

Cl ive  I lunne l ls

Presirlent and Diret tor

Mi t l -Coas l  Cab le ' f  ek rv is i rn  In t  .

El Canrpo" Teras

Davirl !1. Sheffielt l

Presirlent (retirtrl)

F i rs t  V i t to r ia  Nat iona l  Bar rk

Victoria" Texas

San Antonio Branch

Cha i rn ran :

Iloger l l . Hemminghaus

Chairnran of the lJoanl. Presirlenr anu

Chief Flxct'utive 0{i icer

Dianrontl Shamror:k lt&M ln<:.

San Arrtonio, 
'feras

Chairnran I 'ro'Iem:

l,aurente !1. Jenkins

Vice President (retired)

L , ' ,  kh ,  " ,1  V i " . i l . r  E  Spa,  e  C .

Aus t in . ' l i ' xas

Cregorv W. (irane

Chairnran of the Boartl. Presirlent and

Chie{  l l xecu t ive  0{ l i cer

Broar lua \  Nat iona l  Bank

San ' \n ton io . ' f cxas

Jav ie r  ( la rza

Execut ive  V ice  l t res ident
'Ihe 

l,arerlo National Bank

l ,a redo. ' l ' exas

Jane F la to  Sr r r i th

Inve-s ln ren ts  and Rant 'h  ing

San Antonio, 
'fexas

Sam ll. Sparks

Presitlent

Sanr  I l .  Sparks  Inc .

Progreso. 
' l 'exus

Er ich  Weru l l

Pres irlent

Maver ick  Marke ts  In t ' .

Corpus  Chr is t i , ' fexa-*

E{ lec t i ve  l )ecember  i ] I .  1990

F inanc ial I ns titut io ru

Jarnes  A.  A l t i ck

Presitlent antl Chief Flxer:utive 0{l lcer

Ccntral Bank

\fonroe, Louisiana

Arno Easterlv. Jr.

Presitlent anrl Chief Executive OJI]r:er

Barksdale f 'ederal Credit Union

tsarksdale A.F.B., l,ouisiana

Flverett C. Garnbrell

Executive Vir:e President

Texas Conrrnerce Ilank

l-louston, Texas

W. Cene (larrison

Chairman of the l]oard

l ' i r s t  Nat iona l  Bank-A l ice

A l ice ,  Texas

Paul Crar.

Senior \-ice President

NCNB Texas National Bank

Dal las , ' l ' exas

Jarnes 1,. l lawkins. Jr.

Senior Vice Presidenl

f irst National Bank in Alarrxrgordo

Alanrogordo. Nerv Mcxico

Car te r  Ke l l y

Exet:utive Vice President

The l ' irst National Bank ol Amaril lo

Amar i l lo . ' l ' exas

[)elton P. Mrxrre

Chairrnan

Texas Credit Union League Manager

Texaco PAW Lmployees

Federa l  Crer l i t  Un ion

Port Arthur, 
' l 'exas

J .W.  I ' i eper

Sen ior  V ice  Pres ident

I ' i r s t  C i tv  Nat iona l  Bank  o f  l {ous ton

Houston, Teras

l .o rve l l  Smi th .  J r .

Chairman o{ the Roard anrl Presitlent

First State l iank

Rio V ista. 
'I 'exas

Kertneth A. Trapp

!-xecutive \rice President

I 'rost National Bank

San Antonio" 
' l 'eras

Lar rv  Z . ' f ruax

President antl Chief Exet utive Oli i<:er

Honre l"etlcral Sarings Bank

of Nerv Mexit 'o

Denring, Nerv Mexico

Small Busiress and, Agricuhure

J. Wat'land Bennertt

Charles C.'fhompson Pro{essor

Emeritus

Texas'l 'et 'h University

[,uhbot:k, Texas

Patrick E. lJoyt

Managing Partner

P.li. Boyt Farms

Devers, Texas

John S. Cargile

President

Producers Lilestock Auction

San Angelo. Texas

J.B. Cooper, Jr.

F-armer

Rost:oe,' l 'exas

Ron Davenport

0wner

Davenport Cattle Co.

Friona, Texas

Robert D. Dooley

Partner

KPMC Peat Manvick

l)allas, 
'fe-ras

i\nnette Bailey Hamilton

Chairman o{ the Boartl

Annet t t :  2  Cosmet iques  lnc .

Dallas. 
'fexas

Lois l-arfel Stark

President

Stark Productions Inc.

Houston , ' l ' exas

Wi l l iam P.  S tephens

Executive Dire<:tor

l a r n r  u n t l  R a n c l r  H e r i t u g e  I n - l i l u l e

L,as Cruces, Nerv Mexit:o

L .C.  Unf red

Farnrer

Nelv [. lome, Texas

Jeffrey W. Wilson

President

La l t le  [Jaron  l le rk  Hou. r  ln r ' .

Roswell, New Mexictr

Carlos A. Zuniga

V ice President

Zuniga Freight Servir:es Jnc.

Laretlo, Texas

Fl{Iective January I, 1990



S T A T E M E N T  O F C O N D I T I O N

Detenber 31, 1990 Detetnber 31, J9B9
(Thousa.ntls) ('l.housontls)

ASSETS
Gold certificate accountl

Spc, :  ia l  draw i  ng r ights cen i  f i ( ' . r te a( .count2

Coin

Loans  t o  depos i t o r l  i n r t i l u t i ons

Securities:

Federal agency obligations

U.S. government securities

I otal securltles

Items in process of collection

Bank premises (net)

Other assets

Interdistrict settlement accounl

TOTAL ASSETS

LIABILITIES
Federal Reserve notes
Deposits:

Depository institutions

Foreign

0ther

Total deposits
Deferred credit items

Other Iiabilities

TOTAL LIABILITIES

CAPITAL ACCOUNTS

Capital paid in

Surplus

TOTAL CAPITAL ACCOUNTS

TOTAL LIABILITIES ANT] CAPITAL ACCOUNTS

$ 585,000
463,000
M,T:JI
22,900

226,345
8,390,883

.$ 8,617,228
977,079
71.551

2,704,39:l
986,328

$11t{?ryr16

$11,481,291

1.756,755
I I,400
7 "046

tN i,zzs,zot
745,829

99.821

$14J02J42

$ 184,737

r84.,737

$ 36el?4

$r  4 .471.616

$ 613,000
433,000

39.231
27,503

274,r19
9.527,526

$ 9,801,645
753,758
25,356

4,088,643
(1,511,417)

#14,27A,719

$11,r66,011

1,948,763
11,250
67,408

# \02?,4
616,847

$13,929,589

$ 170,565
170,565

q -i4l,r?!
$I4.270.719

tThis llattA': $arc 'tJ g,l,l r, ntJi.,'n:s tkpoiterl ltt the Ii.S. Treosurt tuth the F'edttul Rt'rerre Sxtear.' T h i : & t n A . * s h u t , ' f y ' e c i , l , l r . t u o t g r i g h t s c e r t i [ u . l I t e r ( k ] \ ) s i t e d b | | h c I | . S . T r u u u r l u . i t h t h e . F e e r t i I | e



S T A T E M E N T  O F O P E R A T I O N S

For the year ended December 3l
t990 ISSS

(Thowanls) (Thowand.r)

CURRENT INCOME
Interesl  t ,n ]oans

Inleresl  on governntFnl  secur i t ies

Jnr 'ome on foreign ( 'u l ren( 'y

Income Irorn priced services

O the r  i ncome

To la l  t ' u r r en t  i ncome

CURRENT EXPENSES
Cu rrent  operat ing e\penses

Les'  expens"s re imhurser l

Current net operating expenses

Cost o[  ea rn i  ngs cred i  ts

current net expenses

CURRENT NET INCOME

PROFIT AND LOSS
Additions to cunent net income:

Pn' [ i t  on sales of  gtr rernment secur i l ies (netJ

Profit on ibreign exchange transactions (net)

Other at l t l i t ions

Total additions

Deduct ions f rom current  net  in( .ome:

Loss on foreign exchange transactions (net)

Other deductions

Total deductions

Net additions (deductions)

Co"t  o l  nonreimlrur"aLr le Treasur l  serv ices

Assessment by Board ol Governors:

Expend i t  u res

Federal Reserve currency costs

NET INCOME AVAILABLE FOR DISTRIBUTION

$ 32,125
744,950
I97,734
49,787

728
$1,025,324

$ 92,3s8
6,336

# 86,022

__g,ffq
$ 92.870
ff 932,4s4 {B1,167,284

$ 211,730
917,443
78.316
48,079
1,0r5

tfrr"r56,seJ

$ 87.6r 6
6,061

- ;
i f  t ] l . J J )

7,744
fi 8r2r,

fi 2,24Q
162,594

41
$ 164.875

0
a

c t

$ 164,873
$ 4,2?B

$ 7,937
8,911

$1.076.197

$ 2 5
92,320

16
$ 92,361

$o
l

+ r
a - .

$ 92,360
q .  , ' 7 i 1

s 6,562
_-9,8!1
$i,241,1"51



S T A T E N A E N T  O F S U R P t U S

l'or tha yttr cndtrl Decenber ,31
t r 90  l 9u9

Surplus, January I

Net income available for distribution

LESS:

Dividends paid

Payments to the U.S. Treasury

Net amount transferred to (from) surplus

Surplus, December ll1

(Thoustnuls)

$ 170,s6s
1,076,r97

11"027
1,050,998

$ r.x,r72
$ 184,737

(Tltoustnds)

$ 158,031
r,241.45I

9,328
1,219.589

$ 12.534
$ 170,56s

V O L U M E  O F O P E R A T I O N S

District Summary

Nurnber of Pietet Ilondlul D o ll.or Am owi ( Tlnuscnd.s )

t990 1q89 t990

t3,559,9r2
r  11,793

1,672,384

I q89

t4,412,556
r49,561

a  n a |  A o l

Currency received an<l counted

Coin received and counted

Food stamps redeelned

lranslers ol tunrls

CHECKS HANDLED

U.S. government checks
Fine sr.rrt

All othert

ACH ITEMS HANDLED

Commercial

Government

COLLECTION ITEMS HANDLED

U.S. government coupons paid
Ali other

ISSUES, REDEMPTIONS,

EXCHANGES OF U.S.

GOVERNMENT SECURITIES

Definitive and book-entry

LOANS

959,597,700
727,955.79t
3r9,719,912

6,747,065

I .012,861,100
803,788,459
248,706,000

6,717,,474 10.: i6B,i ]47.128 10,566.()-r2.229

34,397.594
:JB:J,290,202

r,r29,5:J4,456

33.762,656
:113.701,988

I,109,78U.622

49,r,\4"36i
96,459"566

570,465,998

44,881,99r
84,985,195

575,841,535

91,458,412
41,739,399

77,391,770
33.996.160

:J78,729,990

39,044,581

333,366,399
27 "473,447

17 "827
277.864

19,682

291,651

22,736
770.545

10,483
7].2,502

6.350.898 8..t17.607 765.177,14:] 511,327,620

Adyances made 1,750

tFlxclusiue of checks dranun rn Federal Reserue Bartks.

9/t

3,235 4.591,018 r 50,928,502



O F F I C E R S

Fed,eral Reserue Bank of Dallas
Head Office

Roberr H. Bovkin
President anrl
Chiel Erecutive 0f{lr:er*

George C. Cochran, IIJ
Senior Vice ltresirltnt

Jay K. Mast
Senior Vice President

Haner Rosenblunr
Senio' !'ice Presirlcnt ancl
Director of Research

Tony J. Salvaggio
Senior Vice Presidenl

James L. Stull
Senior Vice Presidt:nt

Millatl Fl. Sneatt
Senior Vicc President-
Ceneral Counsel ancl Set,rotary

I-yne H. Carter
Vice President

Jack A.  Clyrner
Vice President

W. Michael  Cox
Vice President and
Econonic Advisor

Billy J. Dusek
Vice President

Billy D. Fuller
Vice President

Joseph'l'. Cholson
Vice President

Robert fJ. Hankins
Vice Presiclent

Jerry [,. HedicL
Vice President

Helen I-1. Holcontb
Vice President

Joel [,. Koont,e, Jr,
Vice President

Robert F. Langlinais
Vice President and
Ceneral Auditor

Rebecca W. Meinzer
Vice President

Gerald P. 0'Driscoll, Jr.

Vice Prt:sident and

Associakr I)irectol of Rese'arch

L)ean A. Pankonien

Vice Presitlent,

Assistant (]eneral Counsel

anrl Assistant Secretary

l-arry J. Reck

Vice President

Jesse l). Sanders

Vice PresidenL

Cenie D. Short

Vice President

Larry 1\{. Snell

Vir:e President

W. Arthur Tribble
Vice Presitlent

Uzziah Anderson
Assistant Vice President

Basi lJ ,  Asarn
Assisiant Vice PresidenI

Stephen P.A. I3rown
Assistant Vice President and
Senior Economisl

Richard J. tsurda
Assistant Vice President

'ferry 
B. Campbell.

Assistant Vice Prersident

M. I)on l)orsey
Assistant Vice President

Rohert G. Feil
Assistant Vice President

Andrew W. Hogwood, Jr.
Assistant Vice President

Johnnl L. Johnson
Assistant Vice ['resident

C. LaVor Lym
Assistant Vit:e President

James R. McCullin
Ass:istant Vice President

John R. Phillips
Assistant Vice President

Larry C. Ripley
Assistant Vice President

Van \4.  Hosas
r\ssistant Vice President

llobert J. Rossalo
Assistant General Aurliror

Philip R. Spear
A-si>lanl  V ice Pre. idenl

V i rhael  N.  
' furner

Assistant Vice President

Stcphen M. Wrlch
Assistant Vice President

Muion E. While
Assistant Vice President

R,rher l  L.  \ [  h i tman
Assistant Vice President

B u l ' W .  W i l l i u r n s
Assistant Vit:e President

Emilie S. Worthy
Assistant Vice President

Bob G. Moore

Senior Project Manager

EI Paso Branch

S-C. Clay
Vice President in Charge

Javier ll. Jimenez
Assistant Vice President

J. Eloise Guinn
Operal iuns Of l i r :cr

Houston Branrh

Robert Smith III
Seniur  Vice Presir ienl  in Lhargc

Verrron L- Barlee
Vice President

Ren6 G. Gonzales
Assistant Vice President

Lulher E. llichads
Assistant Vice President

San Antonin Brarrch

Thomas H, Robertson
Vice President in Charge

T. Her$ Barbee

Assistant Vice President

John A. Bullock
Assistanl Vice President

Thomas C. Cole
Assistant Vice President

Richard A. Gutierrez
Assistant Vice President*''

Eliective January l. 1991

*l{obel H. Boykin, president and
I h r F l  r ' \ e c u l l \  e ' ) l l r I p r .  r e l r r e d

J a n u a r y  3 1 .  l t l l l .

Roherr D. \ ' l t Teer, Jr.. b"came

president and chief executive offi cer

F e h r u a r l  l .  1 9 9 t .

W  i l l i a m  H .  W u l l a c e .  f i r s l  v i r e

presidenl and chief operating officer,

re t i red  Decemher  3  l .  |  9q0 .

+ * U f l e r t i r e  F e h r u a r l  l .  l 9 9 l



Federal Reserve Bank of Dallas
400 South Akard Street
Dallas, Texas 75202
(214) 6s1-6ul

El Paso Branch
301 East Main Street
El Paso, Texas 79901
(9r5) s44-473o

Houston Branch
1701 San Jacinto Street
Houston, Texas 77002
(7r3) 6s9-4433

San Antonio Branch
126 East Nueva Street
San Antonio, Texas 78204
(sr2)224-2r4r




